
FIGURE I

Nightime Light Intensity in Gbadolite in 1992, 1996, 1998, and 2005

Mobutu Sese Seko was president of Zaire until 1997.
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TABLE II

MAIN RESULTS AND ROBUSTNESS TESTS

(1) (2) (3) (4) (5) (6) (7) (8)
Dependent variable Lightict Lightict Lightict Lightict Lightict Light0ict Lightpcict RegionalGDPict

Leaderict–1 0.038*** 0.019* 0.061*** 0.029** 0.062** 0.021***
(0.014) (0.010) (0.010) (0.013) (0.024) (0.006)

Leaderict 0.039***
(0.015)

Leaderict–2 0.041***
(0.013)

Lightict–1 0.400*** 0.962***
(0.023) (0.004)

Popict �0.958*** �0.201***
(0.066) (0.049)

Number of regions 38,427 38,427 38,427 38,427 38,427 36,591 37,475 1,207
Observations 690,495 690,495 689,870 652,362 652,362 619,594 673,382 14,995
R-squared 0.319 0.319 0.318 0.412 0.964 0.393 0.197 0.653
Region FE Yes Yes Yes Yes No Yes Yes Yes
Country-year FE Yes Yes Yes Yes Yes Yes Yes Yes

Notes. Fixed effect regressions (except for column (5), which is standard OLS) using annual data for subnational regions between 1992 and 2009. Lightict is the log of average
nighttime light intensity plus 0.01. Light0ict is the log of average nighttime light intensity (without adding a constant). Lightpcict is the log of nighttime light intensity per capita
plus 0.01. RegionalGDPict is the log of regional GDP per capita. Leaderict is a dummy variable equal to 1 if region i is the birth region of the political leader in country c in year t,
and 0 otherwise. Popict is the log of regional population. Appendix A contains more information and sources of all variables used. Standard errors are adjusted for leader clustering.
***, **, * indicate significance at the 1%, 5%, and 10% levels, respectively.
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limit the political leaders’ time in office. Most democratic coun-
tries have constitutions that allow heads of state a maximum of
two terms of four to seven years in office. In countries with poor
political institutions, such rules are often absent or not enforced.
We return to the role of political institutions in greater detail
later. After the end of the political leader’s time in office, night-
time light intensity drops back to the initial level. Thus, regional
favoritism seems to have no noticeable long-run effects. This find-
ing suggests that most public funds flowing to a leader region are
used for consumption purposes or investments that do not attract

FIGURE III

The Dynamics of Regional Favoritism

Coefficient estimates of dummy variables accounting for the individual
three years before a region becomes a leader region (�3, �2, �1), the first
individual 17 years of being a leader region (1–17), the eighteenth and all
subsequent years (18), and the first three years after the end of the political
leader’s reign (+1, +2, +3). The black line plots the coefficient estimates for each
individual dummy variable, and the gray lines indicate the upper and lower
limits of the 95% confidence interval. These estimates stem from a single fixed
effects regression, where Lightict is regressed on the aforementioned 24 dummy
variables and the full set of country-year dummy variables, using annual data
for subnational regions between 1992 and 2009. Standard errors are adjusted
for leader clustering. The vertical lines indicate the first and the last dummy
variable representing leader regions. The horizontal dashed line indicates the
coefficient estimate in our main specification (Table II, column (1)).
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TABLE IV

THE GEOGRAPHIC EXTENT OF REGIONAL FAVORITISM

(1) (2) (3) (4) (5) (6) (7)
Dependent variable Lightict Lightict Lightict Lightict Lightict Lightict Lightict

Leaderict–1 0.049** 0.026** 0.023** 0.043*** 0.028** 0.020** 0.005
(0.024) (0.010) (0.012) (0.010) (0.011) (0.009) (0.009)

Number of regions 520 2,242 2,220 64,204 17,242 6,101 2,110
Observations 9,134 40,157 39,761 1,048,370 280,210 101,655 35,889
R-squared 0.520 0.602 0.603 0.210 0.298 0.362 0.449
Region FE Yes Yes Yes Yes Yes Yes Yes
Country-year FE Yes Yes Yes Yes Yes Yes Yes

Units of observation Circular
areas

around
birthplaces

SN1
regions

SN1 regions
without

SN2 leader
regions

Rectangular
cells

(50 km�50 km)

Rectangular
cells

(100 km�100 km)

Rectangular
cells

(200 km� 200 km)

Rectangular
cells

(400 km�400 km)

Notes. Fixed effect regressions using annual data for subnational regions between 1992 and 2009. The units of observations differ across columns and are indicated in the last
row (see text for details). Lightict is the log of average nighttime light intensity plus 0.01. Leaderict is a dummy variable equal to 1 if region i is the birth region of the political leader
in country c in year t, and 0 otherwise. Appendix A contains more information and sources of all variables used. Standard errors are adjusted for leader clustering. ***, **, *
indicate significance at the 1%, 5%, and 10% levels, respectively.
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TABLE V

DETERMINANTS OF REGIONAL FAVORITISM

(1) (2) (3) (4) (5) (6)
Dependent variable Lightict Lightict Lightict Lightict Lightict Lightict

Leaderict–1 0.262*** 0.119*** 0.196** �0.008 0.008 �0.036
(0.056) (0.040) (0.082) (0.017) (0.012) (0.134)

Leaderict–1�Polityct–1 �0.298*** �0.240***
(0.063) (0.065)

Leaderict–1�Schoolingct–1 �0.012*** �0.024***
(0.004) (0.007)

Leaderict–1�NationalGDPct–1 �0.019** 0.050***
(0.009) (0.018)

Leaderict–1�Languagec 0.120*** 0.016
(0.040) (0.052)

Leaderict–1�FamilyTiesc 0.063** 0.035
(0.032) (0.034)

Number of regions 38,427 36,033 38,179 37,795 30,631 29,123
Observations 684,213 648,240 683,669 679,119 551,004 520,081
R-squared 0.320 0.330 0.320 0.318 0.308 0.313
Region FE Yes Yes Yes Yes Yes Yes
Country-year FE Yes Yes Yes Yes Yes Yes

Notes. Fixed effect regressions using annual data for subnational regions between 1992 and 2009. Lightict is the log of average nighttime light intensity plus 0.01. Leaderict is a
dummy variable equal to 1 if region i is the birth region of the political leader in country c in year t, and 0 otherwise. Polityct is the Polity2 score, rescaled so that it ranges from 0 to
1, with higher values implying stronger political institutions. Schoolingct is the average years of schooling attained. NationalGDPct is the log of GDP per capita. Languagec is the
index of linguistic fractionalization. FamilyTiesc is a measure of the strength of family ties. Appendix A contains more information and sources of all variables used. Standard errors
are adjusted for leader clustering. ***, **, * indicate significance at the 1%, 5%, and 10% levels, respectively.
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focus on the interplay between political institutions and wind-
fall gains, we add the triple interaction terms Leaderict–

1�Polityct–1�Aidct–1 and Leaderict–1�Polityct–1�Oilct–1. The
results in column (3) suggest that higher aid inflows are asso-
ciated with more rent seeking and regional favoritism in coun-
tries with poor political institutions, but not in countries with
sound political institutions. The coefficient estimates in column

TABLE VI

REGIONAL FAVORITISM ACROSS CONTINENTS

(1) (2) (3)
Dependent variable Lightict Lightict Lightict

Leaderict–1�Africac 0.071*** 0.235*** 0.041
(0.026) (0.047) (0.167)

Leaderict–1�Americasc 0.000 0.243*** 0.056
(0.025) (0.067) (0.179)

Leaderict–1�Asiac 0.121*** 0.296*** 0.005
(0.042) (0.073) (0.147)

Leaderict–1�Europec �0.019* 0.239*** 0.035
(0.010) (0.067) (0.163)

Leaderict–1�Oceaniac �0.112 0.106 0.167
(0.077) (0.101) (0.168)

Leaderict–1�Polityct–1 �0.278*** �0.252***
(0.070) (0.068)

Leaderict–1�Schoolingct–1 �0.027***
(0.007)

Leaderict–1�NationalGDPct–1 0.047**
(0.020)

Leaderict–1�Languagec 0.024
(0.046)

Leaderict–1�FamilyTiesc 0.011
(0.037)

Number of regions 38,427 38,427 29,123
Observations 690,495 684,213 520,081
R-squared 0.319 0.320 0.313
Region FE Yes Yes Yes
Country-year FE Yes Yes Yes

Notes. Fixed effect regressions using annual data for subnational regions between 1992 and 2009.
Lightict is the log of average nighttime light intensity plus 0.01. Leaderict is a dummy variable equal to 1 if
region i is the birth region of the political leader in country c in year t, and 0 otherwise. Africac, Americasc,
Asiac, Europec, and Oceaniac are dummy variables for the respective continents. Polityct is the Polity2
score, rescaled so that it ranges from 0 to 1, with higher values implying stronger political institutions.
Schoolingct is the average years of schooling attained. NationalGDPct is the log of GDP per capita.
Languagec is the index of linguistic fractionalization. FamilyTiesc is a measure of the strength of family
ties. Appendix A contains more information and sources of all variables used. Standard errors are adjusted
for leader clustering. ***, **, * indicate significance at the 1%, 5%, and 10% levels, respectively.
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(4) suggest the same pattern for oil rents but are not statistic-
ally significant.23

Complementary to the foregoing results, we also study how
negative shocks to the governments’ budgets affect regional fa-
voritism. We thereby focus on natural disasters, such as floods,
storms, earthquakes, volcanic eruptions, and landslides. Natural
disasters tend to decrease public revenues and to cause upward
pressure to reallocate public funds toward disaster relief and re-
construction projects. These changes in the governments’ budget

TABLE VII

AID, OIL, AND REGIONAL FAVORITISM

(1) (2) (3) (4)
Dependent variable Lightict Lightict Lightict Lightict

Leaderict–1 �0.019 0.020 0.086 0.118
(0.015) (0.022) (0.073) (0.084)

Leaderict–1�Aidct–1 0.008*** 0.019**
(0.002) (0.009)

Leaderict–1�Oilct–1 0.000 0.010
(0.002) (0.008)

Leaderict–1�Polityct–1 �0.121 �0.109
(0.074) (0.094)

Leaderict–1�Aidct–1�Polityct–1 �0.019*
(0.010)

Leaderict–1�Oilct–1�Polityct–1 �0.014
(0.010)

Number of regions 38,427 38,179 38,427 37,851
Observations 690,495 645,396 684,213 641,410
R-squared 0.319 0.335 0.320 0.335
Region FE Yes Yes Yes Yes
Country-year FE Yes Yes Yes Yes

Notes. Fixed effect regressions using annual data for subnational regions between 1992 and 2009.
Lightict is the log of average regional nighttime light plus 0.01. Leaderict is a dummy variable equal to 1 if
region i is the birth region of the political leader in t; and 0 otherwise. Polityct is the Polity2 score, rescaled
so that it ranges from 0 to 1, with higher values implying stronger political institutions. Aidct is the log of
net overseas development assistance per capita plus 1 (see Appendix A for details). Oilct is the log of oil
rents per capita plus 1. Appendix A contains more information and sources of all variables used. Standard
errors are adjusted for leader clustering. ***, **, * indicate significance at the 1%, 5%, and 10% levels,
respectively.

23. In the Online Appendix, we estimate the same specifications as in Table VII
using an instrumental variables approach, which exploits exogenous variation
in the donors’ total aid budgets and the world market price of oil over time (see
Table S.8). Results are similar, but somewhat weaker for aid inflows and somewhat
stronger for oil rents.
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TABLE 1-SUMMARY STATISTICS BY DEGREE OF POLITICAL DEPENDENCE AS MEASURED 
BY THE SUHARTO DEPENDENCY INDEX 

POL 1 2 3 4 5 All firms Observations 

Observations 5 34 10 16 14 79 
2,145.76 2,228.57 2,206.20 1,634.08 1,765.51 2,033.19 

Assets (2,843.63) (3,989.85) (3,676.99) (2,561.07) (2,230.52) (3,321.59) 76 
707.18 791.32 813.25 397.83 712.57 717.37 

Debt (702.84) (1,478.83) (976.28) (461.06) (1,070.83) (1,186.85) 70 
Return on assets 

(net income)/ 0.038 0.058 0.043 0.037 0.050 0.050 
(total assets) (0.031) (0.058) (0.023) (0.032) (0.029) (0.044) 76 

Tax rate (taxes 
paid)/(pretax 0.23 0.24 0.16 0.22 0.15 0.21 
income) (0.05) (0.12) (0.14) (0.16) (0.12) (0.13) 74 

Sources: All data are from the Financial Times' Extel Database (1997); Assets and Debt are expressed in millions of 1995 
rupiah. 

Jar 30 - Feb. 1995 
a. *27-Apr-95 

> N 1 n s *29-Apr-96 

o 0 JAIyl4-9, 1996 
I 

* 26-Jul-96 
t- . 1 DApril 1-3. 1997 

-4^ 

POL (SLuhrto Dependency Index) 

FIGURE 1. EFFEcr OF POLITICAL DEPENDENCE ON SHARE 

PRICE RETURNS 

ascertain the date when rumors first hit the 
Jakarta Exchange-there was generally a spe- 
cific triggering event, which I take as the start of 
the episode. I assumed that each episode came 
to an end when it was (1) explicitly put to rest 
by the revelation of new information or (2) it 
was reported that analysts had factored the new 
information about Suharto's health into their 
pricing of securities. 

II. Results 

Figure 1 shows the share price returns for the 
six episodes, with the Suharto Dependency In- 
dex on the horizontal axis. The graph strongly 
suggests that politically dependent firms, on av- 

erage, lost more value during these episodes 
than did less-dependent firms. 

To get a sense of the magnitude of the effect 
of political dependence during each episode, I 
ran a set of regressions using the following 
specification: 

(1) Rie = a + p - POLi + sie 

where Rie is the return on the price of security 
i during episode e, POLi is the firm's Suharto 
Dependency Number, and 6ie is the error term.5 
The results of this set of regressions are listed in 
Table 2; consistent with the raw pattern illus- 
trated in Figure 1, p is negative in every 
instance. 

Now, in each episode, investors were reacting 
to a different piece of news, so we expect the 
coefficient on POLi to differ across events. 
More precisely, a more severe threat to Suhar- 
to's health should intensify the effect of politi- 
cal dependence, hence the magnitude of p 
should be increasing with event severity. As a 
measure of the market's concerns regarding the 
threat to Suharto's health in each episode, I use 

SAll regressions reported in this paper use standard 
errors that correct for heteroskedasticity. I also ran regres- 
sions using an error structure that only allowed for the 
correlation of seiS for each company, i.e., COV(Sei, Sf) t 0 if 
and only if i = j. The regressions were also run using an 
error structure that allowed for the correlation of seiS within 
each group. These various approaches yielded very similar 
sets of standard errors. 
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TABLE 2-EFFECT OF POLITICAL CONNECTIONS ON CHANGES IN SHARE PRICE, SEPARATE ESTIMATION FOR EACH EVENT 

Jan. 30-Feb. 1, July 4-9, April 1-3, 
1995 April 27, 1995 April 29, 1996 1996 July 26, 1996 1997 

POL -0.58* (0.34) -0.31 (0.18) -0.24* (0.15) -0.95*** (0.27) -0.57*** (0.22) -0.90** (0.35) 
Constant 1.29 (0.79) 0.21 (0.32) 0.12 (0.46) 0.83 (0.64) -0.07 (0.41) 0.77 (0.97) 
R2 0.037 0.043 0.025 0.147 0.078 0.075 
Observations 70 70 78 79 79 79 

Note: Robust standard errors are in parentheses. 
* Significantly different from 0 at the 10-percent level. 

** Significantly different from 0 at the 5-percent level. 
*** Significantly different from 0 at the 1-percent level. 

the return on the Jakarta Stock Exchange Com- 
posite Index net of broader Southeast Asian 
effects6 [referred to using NRe( JCI)]. The pre- 
ceding observations suggest that the coeffi- 
cient on POL should be more negative if 
the threat to Suharto's health, as proxied by 
NRe(JCI), is greater.7 This turns out to be the 
case: the correlation between p and NRe( JCI) 
is 0.98. This implies a specification where 
observations from all events are pooled to- 
gether, with an interaction term, NRe( JCI) * 
POLi, added to allow the effect of political 
dependence to vary across events, depending 
on the event's severity. Thus, I use the fol- 
lowing full-sample specification: 

TABLE 3-EFFECT OF POLITICAL CONNECTIONS ON 
CHANGES IN SHARE PRICE 

(1) (2) 

POL -0.60**(0.11) -0.19(0.15) 
NR(JCI) 0.25 (0.14) -0.32 (0.28) 
NR(JCI) * POL 0.28* (0. 1 1) 
Constant 0.88 (0.27) 0.06 (0.35) 
R2 0.066 0.078 
Number of observations 455 455 

Note: Robust standard errors are in parentheses. 
* Significantly different from 0 at the 5-percent level. 

** Significantly different from 0 at the 1-percent level. 

(2) R(Pie) = a + Pi * POLi 

+ P2 NRe(JCI) + p3 

*[NRe(JCI) *POLi] + ie. 

The results of this regression are listed in 
Table 3 8 

If the severity of a rumor affects politically 
dependent firms more than less-dependent 
firms, then the coefficient on the interaction 
term NRe( JCI) - POLi should be positive. The 
estimated coefficient, p3, is statistically signifi- 
cant at 5 percent and is equal to 0.28. Thus, if 
the overall market declined by 1 percent in 
reaction to news about Suharto's health, we 
might expect a firm with POL = x to drop 0.28 
percent more than a firm with POL = x - 1. 

6 To net out broader Southeast Asia effects, I ran the 
following "market model" for daily returns during 1994: 

R,(JCI) = a + I R,(mt) + ?, 
ne ( M 

where R,( JCI) is the return on the Jakarta Composite on 
day t, R,(m) is the return on market index in, and M is the 
set of ASEAN market indices (including Tokyo's Nikkei 
225, Hong Kong's Hang Seng, Singapore's Straits Times, 
Bangkok's SET, Taiwan's Weighted, Philippines' Compos- 
ite, Kuala Lumpur's Composite, and Seoul's Composite). 
This produced a set of coefficients reflecting the degree of 
correlation between the JCI and other market indices. For 
each episode e, the net return for the JCI is then given by 

NRe(JCI) = Re(JCI) -[0 + I f,,,* R((m)] 

7 It may seem somewhat circular to use NRe(JCI) as a 
measure of the severity of the threat to Suharto's health when 
many of the firms in my sample are constituents of the JCI. 
Note, however, that NRe(JCI) is a difference, of which the 
coefficient on POL is a difference in differences. As Section 
m, subsection B, illustrates, these two variables need not be 
correlated. 

8 Regressions were also run using log(ASSETS), 
log(DEBT), and industry dummies as controls. These addi- 
tions did not alter the size of significance of the interaction 
term. 
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TABLE 2-EFFECT OF POLITICAL CONNECTIONS ON CHANGES IN SHARE PRICE, SEPARATE ESTIMATION FOR EACH EVENT 

Jan. 30-Feb. 1, July 4-9, April 1-3, 
1995 April 27, 1995 April 29, 1996 1996 July 26, 1996 1997 

POL -0.58* (0.34) -0.31 (0.18) -0.24* (0.15) -0.95*** (0.27) -0.57*** (0.22) -0.90** (0.35) 
Constant 1.29 (0.79) 0.21 (0.32) 0.12 (0.46) 0.83 (0.64) -0.07 (0.41) 0.77 (0.97) 
R2 0.037 0.043 0.025 0.147 0.078 0.075 
Observations 70 70 78 79 79 79 

Note: Robust standard errors are in parentheses. 
* Significantly different from 0 at the 10-percent level. 

** Significantly different from 0 at the 5-percent level. 
*** Significantly different from 0 at the 1-percent level. 

the return on the Jakarta Stock Exchange Com- 
posite Index net of broader Southeast Asian 
effects6 [referred to using NRe( JCI)]. The pre- 
ceding observations suggest that the coeffi- 
cient on POL should be more negative if 
the threat to Suharto's health, as proxied by 
NRe(JCI), is greater.7 This turns out to be the 
case: the correlation between p and NRe( JCI) 
is 0.98. This implies a specification where 
observations from all events are pooled to- 
gether, with an interaction term, NRe( JCI) * 
POLi, added to allow the effect of political 
dependence to vary across events, depending 
on the event's severity. Thus, I use the fol- 
lowing full-sample specification: 

TABLE 3-EFFECT OF POLITICAL CONNECTIONS ON 
CHANGES IN SHARE PRICE 

(1) (2) 

POL -0.60**(0.11) -0.19(0.15) 
NR(JCI) 0.25 (0.14) -0.32 (0.28) 
NR(JCI) * POL 0.28* (0. 1 1) 
Constant 0.88 (0.27) 0.06 (0.35) 
R2 0.066 0.078 
Number of observations 455 455 

Note: Robust standard errors are in parentheses. 
* Significantly different from 0 at the 5-percent level. 

** Significantly different from 0 at the 1-percent level. 

(2) R(Pie) = a + Pi * POLi 

+ P2 NRe(JCI) + p3 

*[NRe(JCI) *POLi] + ie. 

The results of this regression are listed in 
Table 3 8 

If the severity of a rumor affects politically 
dependent firms more than less-dependent 
firms, then the coefficient on the interaction 
term NRe( JCI) - POLi should be positive. The 
estimated coefficient, p3, is statistically signifi- 
cant at 5 percent and is equal to 0.28. Thus, if 
the overall market declined by 1 percent in 
reaction to news about Suharto's health, we 
might expect a firm with POL = x to drop 0.28 
percent more than a firm with POL = x - 1. 

6 To net out broader Southeast Asia effects, I ran the 
following "market model" for daily returns during 1994: 

R,(JCI) = a + I R,(mt) + ?, 
ne ( M 

where R,( JCI) is the return on the Jakarta Composite on 
day t, R,(m) is the return on market index in, and M is the 
set of ASEAN market indices (including Tokyo's Nikkei 
225, Hong Kong's Hang Seng, Singapore's Straits Times, 
Bangkok's SET, Taiwan's Weighted, Philippines' Compos- 
ite, Kuala Lumpur's Composite, and Seoul's Composite). 
This produced a set of coefficients reflecting the degree of 
correlation between the JCI and other market indices. For 
each episode e, the net return for the JCI is then given by 

NRe(JCI) = Re(JCI) -[0 + I f,,,* R((m)] 

7 It may seem somewhat circular to use NRe(JCI) as a 
measure of the severity of the threat to Suharto's health when 
many of the firms in my sample are constituents of the JCI. 
Note, however, that NRe(JCI) is a difference, of which the 
coefficient on POL is a difference in differences. As Section 
m, subsection B, illustrates, these two variables need not be 
correlated. 

8 Regressions were also run using log(ASSETS), 
log(DEBT), and industry dummies as controls. These addi- 
tions did not alter the size of significance of the interaction 
term. 
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(1) (2) (3)

VARIABLES
Industry-adjusted euqal-

weighted portfolio abnormal 
Industry-adjusted value-

weighted portfolio abnormal 
Industry-adjusted Halliburton 

abnormal returns: 
4/19/2000 dummy -0.002 -0.011 -0.008

(0.005) (0.008) (0.004)
7/21/2000 dummy 0.000 -0.006 -0.013

(0.002) (0.004) (0.007)
11/22/2000 dummy 0.001 -0.005 0.000

(0.001) (0.004) (0.011)
3/5/2001 dummy 0.003 0.012 -0.003

(0.005) (0.009) (0.003)
AR_IndAdjusted (t-1) -0.238 -0.238* -0.351***

(0.122) (0.098) (0.051)
AR_IndAdjusted (t-2) -0.237* -0.240*** -0.256***

(0.109) (0.050) (0.039)
AR_IndAdjusted (t-3) -0.088 -0.034 -0.159**

(0.088) (0.063) (0.052)
Observations 330 330 330
Adjusted R-squared 0.014 0.103 0.156
Notes: Dependent variable, AR_IndAdjusted, is industry median adjusted portfolio return for connected firms. 4/19/2000: Cheney
becomes head of running mate selection committee; 7/21/2000: Cheney appoints himself as running mate; 11/22/2000: Third heart
attack; 3/5/2001: Fourth heart attack. Robust standard errors, clustered at the day level, are in parentheses. Abnormal returns are
calculated using a standard market model. All regressions include year, month-of-year, week-of-month, and day-of-week fixed
effects. *** p<0.01, ** p<0.05, * p<0.1

Table 2: The effect of Cheney's political fortunes on event returns: Time-series regression
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