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"Worth a Thousand Words"
Reported Wealth and Sorting Around Wealth Tax Thresholds in Colombia 

“This figure illustrates how individuals respond to wealth taxation. In 2010, Colombia levied a wealth tax on individuals with 1 billion pesos 
(2010 USD 520,830) or more in wealth, defined as total assets minus debts. Individuals owning between 1 billion and 2 billion pesos (2010 
USD 520,830 to 1,041,660) paid 1% of their taxable wealth, while those owning between 2 billion and 3 billion pesos (2010 USD 1,041,660 
to 1,562,490) paid 1.4% in taxable wealth. The figure plots taxpayer density before and after this reform is introduced. Specifically, the den-
sity heatmaps are plotted in bins of 2010 10 million x 10 million pesos (2010 USD 5,208 x 5,208) in 2008, 2009, and 2010, and bins are re-
weighted by the total number of taxpayers in the column so that darker bins represent higher relative taxpayer density. Panel (a) is restricted 
to individuals who filed in 2008 and 2009, two years in which none of the individuals plotted in the figure were subject to the wealth tax. In 
the absence of the wealth tax, taxpayers report owning similar amounts of wealth from one year to the next. The presence of a diffuse mass 
in lieu of a precise 45-degree line suggests wealth rises and falls year-to-year, and that such variations are not necessarily related to changes 
in the wealth tax schedule. Panel (b) is restricted to individuals in 2009 and 2010, when the wealth tax is introduced for these individuals. 
Taxpayers respond by lowering their reported wealth to bunch just below the two tax brackets to avoid owing more wealth tax.  

Source: Londoño-Vélez and Avila-Mahecha (2019) using administrative data from the Colombian tax authority, DIAN.”

Citation: Londoño-Vélez, Juliana and Javier Avila-Mahecha 2019. "Can Wealth Taxation Work in Developing Countries? Quasi-Experimental 
Evidence from Colombia." Working Paper. NBER and UC Berkeley. 
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From the President

Kanchan Chandra
kanchan.chandra@gmail.com

I am grateful to the editors of the Political Economy Newsletter, John Ahlquist, 
Megumi Naoi and Christina Schneider at UCSD, for this issue on “Advancement in 
Studies of Firms in IPE and CPE” and for their extraordinary work in producing our 
newsletter for the past two years. This is our final issue under their leadership.

I’d like also to welcome our new editorial team, Cristina Bodea, Andrew Kerner 
and Shahryar Minhas at Michigan State University. The Spring 2020 issue will be 
the first issue published by the new team.

Congratulations go to our 2018-9 Political Economy Section Award winners:

The Mancur Olson Best Dissertation Award went to Victoria Paniagua (EUI) for her 
dissertation, “Protecting Capital: Economic Elites, Asset Portfolio Diversification and 
the Politics of Distribution,” (Duke University 2018), with an honourable mention 
to Nikhar Gaikwad (Columbia University) for his dissertation, “Identity Politics and 
Economic Policy.” (Yale University 2018).
 
The McGillivray Best Paper Award is given for the best paper in Political Economy 
presented at the previous year’s APSA Annual Meeting and went to Giuliana Pardelli, 
(Princeton University and NYUAD) for her paper, “For Profit, Power and Protection: 
Landed Elites’ Incentives to Expand Fiscal Capacity”.

The Michael Wallerstein Award, given for the best published article in Political 
Economy in the previous calendar year, went to Paul Castaneda Dower, Evgeny 
Finkel, Scott Gehlbach, and Steven Nafziger for “Collective Action and Represen-
tation in Autocracies: Evidence from Russia’s Great Reforms.” American Political 
Science Review, February 2018.

The William H. Riker Best Book Award for the best book on political economy 
published during the past three calendar years went to Avidit Acharya, Matthew 
Blackwell, and Maya Sen for Deep Roots: How Slavery Still Shapes Southern Poli-
tics. (Princeton University Press 2018).

Thank you to our award and newsletter committees for their service.

mailto:kanchan.chandra@gmail.com
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John Ahlquist
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Christina Schneider
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From the Editors
The theme for our Fall 2019 issue is “Advancement in the Studies of Firms in International and Comparative Political 
Economy.” Studies of firms have long been foundational to the field of political economy, spanning questions 
concerning economic development, the rise of political institutions, war and war financing, inequality and redistribution, 
corruption, and elections. Despite its long and established history of inquiry into firms, we have recently witnessed renewed 
interests in firms in the field of IPE and CPE, motivated by structural changes in the world economy, theoretical progress 
with firm-level models, newly available data, and computational and statistical advancement. In this issue, we step back 
and ask: What new insights, beyond “heterogeneity,” have firm-level studies generated that industry or country-level 
approaches have not? What do we know about how firms operate in authoritarian systems? What are the theoretical and 
empirical advancements that challenge the profit-maximizing and unitary actor assumptions of firm-level studies? To shed 
lights on these questions, we asked five scholars to share their research and insights: Eddy Malesky (Duke University), 
Weiyi Shi (UC San Diego) and Boliang Zhu (Penn State), and Insong Kim (MIT) and Zhao Li (Princeton University).  
 Malesky focuses on firm-level analyses of foreign direct investment (FDI) and argues that firm-level analyses not 
only uncover new empirical patterns, but also allow scholars to refine their theories about host country characteristics and 
their attractiveness for FDI, especially decomposing different dimensions of political risks. He calls for scholars to pay 
more attention to the inner workings of firms, e.g., how executives manage and operate firms, echoing Li’s essay 
contribution. Shi and Zhu highlight an important and understudied development in the world economy: the emergence 
of multinational investors from authoritarian systems. They introduce key findings from their China Outward Investment 
Surveys and the experiments embedded in them. The findings dispel the conventional wisdom that Chinese firms prefer 
to invest in corrupt countries because they have a comparative advantage in navigating these environments. Conjoint 
experiments with Chinese firm executives reveal that Chinese firms prefer host countries with low levels of corruption. 
They also prefer to be minority shareholders when they invest in highly corrupt environments in order to let the local firms 
navigate the environment. State-owned enterprises, they further find, differ from private firms and take more excessive 
risks due to moral hazard incentives. In contrast to Malesky, the essay highlights how the interaction between home country 
characteristics and firm-level characteristics shapes investment decisions.  
 Firms are not only economic agents, but they are also political agents that directly and indirectly influence policy 
outcomes. To this end, Kim introduces new LobbyView data on firm’s political activities and their political networks with 
legislators in the United States. The data allow him to ask when firms lobby, on what policy issue, and with whom. Using 
a newly-developed community detection methodology, the data uncovers that firms belong to multiple policy communities 
with overlapping memberships, dispelling the myth of single-issue lobbying. Li’s essay argues that firms are not unitary 
actors that seek to maximize profits, as employees, shareholders, and the personal beliefs of executives have substantial 
influence over firm-level decisions such as political contributions and investment. Peeking inside the black box of 
firms allows scholars to propose an alternative “internal constraints” explanation for why there are low levels of corporate 
PAC contributions.  
 This is the last issue edited and published by the UCSD team. The past two years have been both a turbulent and 
exciting time to be political economists. We feel fortunate to have been able to work with more than thirty excellent 
political economists, who generously shared their research, insights, and data visualization with us. We also thank the section 
chairs, Isabela Mares and Kanchan Chandra, for their support. Enjoy!  

mailto:jahlquist@ucsd.edu
mailto:mnaoi@ucsd.edu
mailto:cjschneider@ucsd.edu
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Feature Essay
New Perspectives on Classical Political Economy with Firm-Level Data
Edmund Malesky, Duke University

continued on page 5 

Business activity is fundamental to economic growth. It is a simple point, but one that can be easily overlooked when 
scholars take a bird’s eye view of economic performance, highlighting poverty alleviation, inequality, and unemployment 
measures in their analyses.  All of these outcomes, however, are influenced by the strategic choices made by business owners 
and managers. The category of businesses includes more than massive multinational corporations (MNCs) or hulking state-
owned enterprises (SOEs); other important business actors range from small farms, to food stands and market stalls, to mom and 
pop operations, to small and medium size enterprises, to high-tech start-ups. These are the actors that risk capital in long-term 
plans, employ workers, innovate with new goods and services, and pay the bulk of tax revenue used to fund public goods and 
redistribution programs.    
 When I started in graduate school, the work we read in political economy tended to neglect the specific decisions of business 
by studying aggregate flows and economic performance. Critical comparative and international political economy debates 
focused on relationships between political determinants and economic outcomes.  Was democracy good for economic 
growth?1 Was globalization generating inequality?2 Did foreign investment flow to countries with more constraining 
political institutions and greater property rights protection?3 Did bilateral trade and investment offer adequate protections 
to serve as substitute for weak domestic institutions?4 Within countries, scholars studied progress on economic transition by 
looking at the state share of the economy5 and the size of the informal economy by looking at electricity consumption per capita.6  
On the critical study of corruption, a topic I will return to in more detail below, firm-level surveys were mixed with household 
surveys and aggregated into country-level corruption scores that were then tested against economic and political outcomes.7 
 The work cited above was seminal, appearing on the syllabi of graduate classes; and it advanced our understanding dramatically, 
especially in international political economy and development work, which are the literatures I know best.  However, there were 
four types of problems embedded in this early work that limited its theoretical reach and ultimately its policy implications.  First, 
focusing on aggregate flows risked committing a classic ecological inference fallacy.  Aggregate flows told us very little about the 
actors actually taking the actions.8  In small, formerly closed economies, one large investment project could lead to a significant 
swing in FDI as a share of GDP, but it would be a mistake to conclude that the recipient country suddenly became dramatically 
more attractive to the broader investment community. Second, aggregate flows concealed heterogeneity that was theoretically 
interesting.  Investors varied in their sizes, sectors, formal and informal relationships with the state, management structures, and 
business acumen. Wouldn't these fundamental differences give them different preferences over institutions and also alter their 
chances of success?  Third, aggregate data limited our ability to model the strategic interactions between businesses and the state 
that had been at the heart of work on the obsolescing bargain (Vernon 1980), and overlooked the abilities of business managers 
to take actions that mitigated political risk. Successful managers, for instance, had learned that they could limit political risk 
and property rights infringement by altering their mode of entry, shifting local partnerships, investing in government relations, 
exploiting their supply chain to keep value assets out of risky environments, and writing contracts that allowed them access to 
foreign arbitrators.9 Fourth, aggregate flows had a hard time capturing the activities of MNCs in complex supply chains that 
were making decisions on a global level and were not constrained by state boundaries.  
 Over the past few years, several factors have encouraged scholars to pay more attention to firm-level analyses: 1) the 
introduction of comprehensive firm-level surveys that started with the Business Environment and Enterprise Performance 
Survey (BEEPs) but eventually transformed into the World Bank’s World Enterprise Survey;10, 2) the spillover of the 
New New Trade theory from economics, which directly emphasized the outsized contribution of a small number of highly 
productive firms in  trade and investment;11 and 3) greater attention to causal inference in the discipline, which focused attention 
on fine-grained within country data that was better capable of exploiting shocks and discontinuities, and offered more precise 
measurement of the actions under investigation. 
 On the fundamental questions of political risk and investment decisions, scholars working with firm-level data have refined 
and sharped previous theoretical work in two important ways.12  First, scholars have begun to disentangle the specific features of 
democracy that are attractive to foreign investors. By working directly with pricing data from political risk insurance companies, for 
instance, Jensen (2008) was able to move beyond the direct correlation of democracy and FDI attraction to illustrate that the 
key mechanism was the constraints democracy imposed on executive decision-making. Secondly, scholars have illustrated how 
different types of firms may have widely different preferences over governance regimes. Wellhausen (2015) shows that direct 
investors may fear countries that have weak protections against expropriation, but bondholders may reward those same countries 
for generating revenue and shoring up their fiscal positions. Pandya and Leblang (2017) have similarly shown how venture 
capital is less sensitive to risk than investors engaged in mergers and acquisitions.  Kerner and Lawrence (2014) demonstrate 
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Malesky Feature Essay...continued from page 4

that preferences over political risk, especially the mitigating effect of bilateral investment treaties, is conditioned by the level 
of fixed capital intensity in investment projects. Malesky et al. (2015) have looked at corruption risk, showing how foreign 
firms entering regulated sectors are much more likely to initiate bribes than other investors because of the rents generated by 
government restrictions. Shi and Zhu (2018) have even used firm-level analysis to demonstrate how sensitive Chinese outward 
investors are to traditional political risk, dispelling the myth that Chinese investors have special advantages in non-democratic 
regimes. 
 While the previous work focused on classic political economy questions, other work is breaking new theoretical ground by 
focusing on questions that were not even observable in aggregate data of bilateral flows.  A key focus has been on political 
determinants for the nodes in global supply chains.13 A subset of this is studying the domestic political consequences of global 
supply chains and intra-industry trade,14 including a branch of that I am excited to be a part of that is interested in the implications 
for labor rights.15 Another project is looking at factory closures, resulting from the "China Shock" and automation to identify 
the effect of income shock on voting behavior and even racial attitudes.16  Working on the US, researchers are linking firm data 
to lobbyists and domestic politicians to pin down how a small number of firms shape policy.17 Fascinating firm-level work is 
even probing the dark areas of the international economy, identifying how politicians hide and shield their assets.18  At the very 
micro level, scholars are using operations level data on SMEs and the informal sector to analyze how the interaction of these 
actors with politicians influences regulatory enforcement and compliance.19 
 Management theorists often talk about the eight stages of product development ranging from strategy to idea generation to 
commercialization. When it comes to firm-level data, I think we are still in the concept testing stage  We have made progress, 
but there are still potentially better questions we can ask with this tool. In particular, political science has yet to drill down 
deeper into the operations and managers of firms themselves. To illustrate this point, allow me to plant a flag for my own next 
big scholarly adventure, which seeks to ask whether poorly managed firms are more corrupt. The existing political economy 
work on corruption cited above has focused on the role of public officials and bureaucrats in extorting bribes from firms, noting the 
negative effect on firm productivity and profitability. This view sees corruption as driven by state actors and firms as victims than 
perpetrators, neglecting the fact that the corruption-productivity causal pathway also runs in the reverse direction. Less productive 
firms are often willing participants and active beneficiaries of corrupt transactions, who seek to initiate, sustain, and further corrupt 
relationships with bureaucrats. Uncompetitive businesses feel the need to bribe public officials to level the playing field. For 
instance, manufacturing plants may be unable to afford sophisticated technology, and therefore must resort to outdated polluting 
technologies or environmentally suspect production processes, and bribing regulators to avoid punishment. In procurement, less 
competitive businesses cannot win contracts based on the quality or low cost of their proposal, and therefore boost their chances 
of victory with illicit payments or kickbacks. By linking work on business participation in bribery with a fascinating research 
agenda measuring management quality and the relationship between management productivity, I think we can pave new ground 
on this question.20   
 Finally, a number of problems remain to be ironed out in how we work with and employ firm data. Two are particularly 
acute. First of all, political economists have yet to agree on a set of conventions for analyzing firm-level data.  What are the 
appropriate rules for handling missing observations, for constructing performance metrics such as turnover and productivity, 
and for addressing perception and anchoring bias in survey responses? Data quality, of course, varies a great deal across 
different administrative datasets and surveys, but even scholars working with the exact same datasets are making very different 
decisions. Second, there is always greater heterogeneity that can be explored in terms of specific industries, size, ownership and 
country of origin, but we lack the appropriate theoretical guidance in political economy about how much more deeply we can 
drill down. This problem is becoming particularly acute in a world of ever increasing data availability.  When so many potential 
firm-level measurements are available, what are disciplined approaches for proceeding with covariate selection and sub-group 
analysis? Machine learning techniques offer one avenue for improvement, but it is not enough - we need better theory. It is 
hard to know what to make of statistically significant differences between firms in these fine-grained measures without explicit 
theories on how these features inform interactions with government. 
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Feature Essay
Political Risk and Emerging-Market Multinational Corporations
Weiyi Shi, University of California, San Diego and Boliang Zhu, Pennsylvania State University

The dynamics of global capital flows have changed significantly since the beginning of the 21st century. We have witnessed a surge of 
foreign direct investments (FDI) from emerging markets (see Figure 1). For example, developing and transition economies together 
invested $519 billion in 2014, the highest level ever recorded, which represents 40 percent of global FDI outflows. Among emerging 
economies, China has been the largest investor since early 2000s. 

Figure 1: Outward FDI from Developing and Transition Economies (UNCTAD)

In spite of these trends, our understanding remains limited when it comes to the world’s new crop of investors. In the realm of political 
economy, these investors present a particularly intriguing puzzle: emerging-market FDI, especially Chinese FDI, flows disproportionally 
to politically risky countries (e.g., Kolstad and Wiig 2012, Cuervo-Cazurra and Genc 2008, Buckley et al. 2007, Holburn and Zelner 
2010).  This pattern is contradictory to our established wisdom that MNCs, due to their ex post immobility, are deterred by political 
risk and favor countries with strong institutional constraints on states’ predatory and opportunistic behavior (e.g., Jensen 2003, Li and 
Resnick 2003, Büthe and Milner 2008).  

The prevailing explanation for emerging-market MNCs’ (EMMNCs) risk-seeking behavior in the literature centers on their embed-
dedness in risky and poor home countries, which enhances their capabilities to cope with political risk abroad (Cuervo-Cazurra and 
Genc 2008, Holburn and Zelner 2010, Morck, Yeung, and Zhao 2008). Yet, existing empirical studies rely primarily on aggregate FDI 
data, which is an outcome variable that reflects the interactions of firm-, industry-, country-, and dyad-level characteristics. As such, 
these data tell us little about how EMMNCs actually perceive and react to political risk. 

Our research (Shi and Zhu 2018; Zhu and Shi 2019; Shi 2019) represents one of the first steps to understand EMMNCs’ risk 
preferences and their investment strategies at the micro level by studying Chinese MNCs. One primary challenge of studying firms’ 
risk preferences is the lack of firm-level data, especially for emerging markets. To deal with this, we have been working on collecting 
original data by conducting a firm-level survey—China Outward Direct Investment Survey (CODIS). Conducting a business survey 
is difficult in any country; the task is particularly daunting in China due to the opacity with which governmental agencies and firms 
operate. This makes it difficult, for example, to obtain a business registry to serve as sampling frame and to reach firm executives in 
implementation.  Further, we oftentimes faced government scrutiny of our questionnaires. We ease these obstacles first by partnering 
with China’s Council for the Promotion of Trade and Investment (CCPIT), a semi-governmental agency, and Tsinghua University 
to enhance our access to informational resources and firm executives. Second, we install our own research team within the agency 
to ensure careful execution and data quality. In the 2014 module of CODIS, for example, we drew a random sample of 4,000 firms, 
stratified by industry (at the 2-digit level of China’s Industrial Classification, v2011), ownership, size, and overseas investment status. 
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Our final sample of 601 firms is a combination of random and convenience samples1. In the following, we will discuss some of the 
findings from the CODIS project.   

Shi and Zhu (2018) examine Chinese MNCs’ preferences for policy (in)stability and political regimes.  Our experimental design 
addresses a central concern that aggregate data cannot: institutional characteristics of a country are often confounded with investors’ 
perception of the level of political risk in that country. In this paper we use a vignette experiment to disentangle policy risk, a primary 
dimension of political risk plaguing foreign investors nowadays that arises from a lack of political constraints (Graham, Johnston, 
and Kingsley 2018), from regime type, a well-studied institutional construct that moderates investment inflows (Jensen 2003, Li and 
Resnick 2003). We manipulate the characteristics of a hypothetical business environment along two dimensions: level of policy insta-
bility and political regime type. This 2×2 factorial design produces four different business scenarios: a democratic government with 
policy stability (V1), an autocratic government with policy stability (V2), a democratic government with policy instability (V3), and an 
autocratic government with policy instability (V4). After viewing the hypothetical business environment, firm executives were asked 
to give a rating from (1) very bad to (5) very good and to indicate how they would like to enter the market2.  

We visualize our results in Figure 2. Chinese firms are highly sensitive to policy risk in host countries. Policy (in)stability is a 
much more important factor than political regime in Chinese investors’ assessment of business environments (see the left panel of 
Figure 2) and their entry decision (see the right panel of Figure 2). 

1 See Shi and Zhu (2018) and Zhu and Shi (2019) for a detailed discussion of the sampling strategy, survey implementation, and sample 
representativeness.  
2 The options are: (1) wholly owned subsidiary, (2) majority ownership (shareholding exceeds 50%), (3) minority ownership (shareholding 
is between 10% and 50%), (4) equity investment (shareholding is less than 10%), (5) would not invest, or (9) cannot answer. 

Figure 2: Policy Risk, Regime Type, and Chinese Investors
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Chinese firms do not favor authoritarian countries over democratic countries.  One may be concerned that political regime type could 
be confounded with other dimensions of political and economic risks.  To address this, we perform a conjoint analysis that allows the 
vignette to vary along multiple attributes of political risks and regime type and obtain consistent results (see Figure 3). We advance 
the literature by unpacking political risk into different dimensions, both political and economic, rather than looking at them in the 
form of a composite index. 

Figure 3: Conjoint Analysis: Probability of Being Preferred for Investment

Zhu and Shi (2019) examine how Chinese investors perceive and react to two other political risks: corruption and uncertainty in 
governmental service delivery.  These two types of risks tend to go hand in hand and are difficult to measure independently in obser-
vational data. We use a vignette experiment with a 2×2 factorial design that manipulates a hypothetical business environment along 
two attributes: the frequency of bribe demands and the level of uncertainty in government service delivery. This design yields four 
distinct business scenarios: a clean and efficient government, a clean and inefficient government, a corrupt and efficient government 
(i.e., predictable corruption), and a corrupt and inefficient government (i.e., arbitrary corruption). 
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Our results (see the left panel of Figure 4) show that Chinese firms have a strong preference for a clean and efficient government. 
Contrary to the logic of the prevailing literature, where predictable corruption is considered less distortionary than arbitrary corrup-
tion (e.g., Rodriguez, Uhlenbruck, and Eden 2005, Shleifer and Vishny 1993), Chinese investors perceive corruption, regardless of 
whether it helps to secure the delivery of government services and goods, to be worse than simple government failures in delivering 
requested services and goods.

Figure 4: Corruption, Uncertainty, and Chinese Investors

We further examine whether firm executives’ perceptions are in line with their entry decisions and choice of entry             .  Consistently, 
our results show that corruption deters firms’ entry no matter whether it helps to obtain government services and goods, as shown in 
the right panel of Figure 4. When it comes to entry mode choice, a different pattern emerges. Chinese investors are unwilling to claim 
a majority ownership in business environments characterized by uncertainty, regardless of whether corruption is involved, but they 
choose a majority-owned entry mode in markets with low uncertainty (i.e., Vignettes 1 & 3). This finding suggests that government 
service uncertainty makes domestic partners’ local knowledge and connections more valuable and therefore Chinese investors are 
willing to give up majority control of the foreign affiliate; when the playing field is leveled in a clean and efficient government or in 
the case of predictable corruption, domestic partners become less important. 

Another advantage of our firm-level approach is that we can examine heterogeneity among Chinese investors.  The majority of the 
survey samples of the 2014 CODIS consist of private firms.  While private firms are increasingly important, state-owned enterprises 
(SOEs) still accounted for nearly 50% of China’s outward FDI stock as of 2017.  Shi (2019) examines the heterogeneity in risk-taking 
among Chinese investors by distinguishing private firms and SOEs.  Combining data from the outward investment registry of China’s 
Ministry of Commerce and the 2013 CODIS, the study demonstrates that, although Chinese investors are attracted to politically risky 
destinations on average, this pattern is driven by SOEs. Having been delegated important policy objectives by the state (e.g. securing 
natural resources, diversifying China’s foreign reserve holding), SOEs can count on the government’s financial backstopping when 
making investments, giving rise to moral hazard among this group of investors. 

Our studies shed light on the relationship between political risks and Chinese MNCs by examining firm-level preferences directly 
and the heterogeneity among Chinese investors.  We show that Chinese investors, at least those privately owned, are not inherently 
risk prone in terms of their preferences (Shi and Zhu 2018; Zhu and Shi 2019). What, then, explains the positive association between 
aggregate Chinese FDI and political risk? Several factors may account for this pattern. First, financial backing from the Chinese 
government make certain Chinese investors (e.g., SOEs) take extra risks (Shi 2015, 2019  . Second, opportunities for monopoly rent 
extraction offset high political risk and therefore may drive certain investors (e.g., fixed-asset investors) into countries with rich natural 
resources and poor institutions (see, Wright and Zhu 2018). Third, good bilateral relations may help mitigate concerns of political risk 
in destination countries (Li and Liang 2012; Jensen and Behmer 2018).

We believe it would be fruitful to move the research agenda in the following directions. First, comparative studies of EMMNCs 
are needed. Our findings are based on firms from a single country. Although China is the largest investor among emerging markets, 
it remains to be seen whether Chinese MNCs are representative of other EMMNCs. Second, it’s important to calibrate experimen-

3 In our analysis of investment strategies, we create two dichotomous variables: entry and majority ownership. (9) cannot answer is 
treated as missing.
4 The firms in our sample are predominately private owned. As such, our results may not apply to state-owned enterprises.

mode3

           .
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tal evidence to actual behavioral outcomes. For example, to what extent do firm executives’ perceptions of business environments 
correlate with actual investment decisions? Yet, the availability of firm-level investment data presents a primary challenge for this 
research agenda. Finally, we need to understand better how EMMNCs mitigate risks. Our findings do not support the home-country 
embeddedness hypothesis that experience with poor institutions at home make Chinese investors favor similar environments abroad.  
One possible explanation is that risk-mitigation strategies firms employ in authoritarian countries are often extra-institutional due to a 
lack of institutionalized political access and credible commitments; they require country-specific knowledge and political capital, and 
thus, are not easily transferable (Shi and Zhu 2018). Then how do these investors mitigate risks abroad? EMMNCs have challenged 
some of the longest held observations and theories in the study of MNCs. Plenty of work remains to gain a better understanding for 
these newcomers.  
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Feature Essay
Empirical Studies of Firm-level Political Activities
In Song Kim, MIT

Firms are important economic and political agents. Firms engage in various economic activities that have significant distributional 
consequences as they affect the movements of goods, services, and people in the era of globalization. Indeed, firm-level studies 
have grown rapidly over recent decades, producing numerous theoretical, methodological, and empirical studies that examine 
the political consequences of production and employment, international trade, foreign direct investment, and the utilization of global 
production chains. A vast literature also demonstrates that firms are political agents exerting their direct influence by providing 
information and persuasion through lobbying (Bauer et al. 1972, Denzau and Munger 1989) or by giving campaign donations to 
politicians (Synder 1990, Bonica 2017).  Firms can also shape the political discourse indirectly by contacting journalists, issuing press 
releases, giving charitable donations (Bertrand et al. 2018), and encouraging their employees to make campaign donations to certain 
politicians (Hertel-Fernandez 2017). With sufficient market power, even routine decisions made by large firms, such as employment 
and investment, may give firms disproportionate political leverage to achieve their own private interests (Lindblom 1977).   
 Given both the economic and political interests of firms, three important questions arise: First, under what conditions and 
how do firms engage in political activities? Second, to what extent do firms strategically interact with other actors within broader political 
networks? Third, how can researchers quantify the effects (if any) of firm-level political activities on policy outcomes and overall 
welfare? In this letter, I will discuss three promising areas for empirical research to answer these questions based on my ongoing 
research projects. 
  First, massive amounts of data are now publicly available through various sources, such as webpages and government documents, 
providing unique opportunities for researchers to independently measure the aforementioned firm-level economic and political 
activities. In fact, the increasing availability of micro-data that frequently capture heterogeneous behaviors of individual firms has 
been the key driving force behind the advancement in the studies of firms across various fields such as international trade. Despite 
the prevalence of firm-level data, empirical studies within Political Economy have still been limited due in large part to the difficulty 
of systemically linking the economic and political activities of firms. To address this problem, I created the LobbyView database (Kim 
2018) that consists of four main parts as illustrated by Figure 1. Specifically, it directly connects 1) Lobbying, 2) Campaign contributions, 
3) Congress, and 4) Financial databases, after carefully matching the identities of politically active firms (both private and public firms) 
with firm IDs in financial databases such as Compustat and Orbis (Bureau van Dijk). 

Figure 1: The Relational Database of Political and Economic Activities of Firms. This figure summarizes the structure of 
the LobbyView database. This figure demonstrates that researchers can now relate firms’ lobbying and campaign donation patterns 
to their financial activities, e.g. Apple’s lobbying and its CEO Tim Cook’s campaign donations. The database also identifies lobbying 
activities on each one of over 106,000 Congressional bills introduced since the 106th Congress, e.g., Tim Cook’s contribution to Obama 
and Apple’s lobbying on the bill introduced by Obama. The arrows indicate the direct connections across different datasets (the dotted 
arrows imply that the links are not relevant in this particular example).  
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 The database enables researchers to investigate how and to what extent firms affect policy-making. For example, I studied lobbying 
activities of firms on trade policy making (Kim 2017). I find enormous heterogeneity in the applied tariff rates across products, even 
within a same industry. I also discover that firms lobby individually, rather than through industry-organizations, on highly specific 
products that they produce. Unlike earlier studies that emphasize industry-level lobbying for protection, I show that lobbying by highly 
productive firms for open trade is essential for understanding highly varied product-level trade policy-making in the U.S. 
 Second, political connections between interest groups and politicians play an important role in policy-making (Heaney and Strickland 
2016). Interest groups take part in political activities to promote their interests, while politicians may effectively gain information for their 
legislative choices. Although a few studies have investigated the effect of these connections on policy outcomes, they tend to be limited 
in scope as scholars are often constrained by the difficulty of observing political connections directly. Notwithstanding, the availability of 
various firm-level data as well as the advancement of political methodology provide unique opportunities to detect systemic patterns in 
political connections that depart significantly from other routine interactions. For example, LobbyView keeps track of firm-level 
lobbying and campaign donation activities for over 30 years to identify distinct sets of firms, their employees, politicians, lobbyists, 
and political action committees (PACs). 
 This sheds light on the sequence of political behaviors and their relationships with each other. We found that Warren Buffet, the CEO 
of Berkshire Hathaway, made significant campaign donations to Senator Reid in 2010. We then saw that in 2011, Berkshire 
Hathaway is reported to have lobbied on a clean energy bill (S.4, 112th) that was introduced by Senator Reid. To be sure, lobbying 
on a single bill does not necessarily imply direct political relationships. However, recurring instances of lobbying that involve the 
same firm, individuals, and politicians across several bills may indicate shared interests and close ties among political actors, which 
have been difficult to observe directly. 
 

 

Figure 2: Estimated Mixed Community Memberships  of  Interest Groups  (Top)  and Politicians  (Bottom). This figure  shows  the 
complex community membership of each political actor across eight distinct communities described at the top. The pie chart displays 
the estimated membership distribution while the link color summarizes the interaction types between two specific actors, e.g., green 
for “Technology” community. 

continued on page 15 
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To further investigate this latent network structure, we developed a community detection methodology (Kim and Kunisky 
2019). The proposed methods consider an interest group and a politician as members of the same community if their lobbying and 
legislative activities are significantly linked to each other compared to others. Figure 2 shows the estimated distribution of community 
memberships for each interest group (at the top) and politicians (at the bottom) using the methodology. We find that many political 
actors belong to multiple communities. For example, University of Rochester (see top left) belongs primarily to the “University and 
Research” political community (in grey), followed by membership in the “Technology” political community (in green) and “Healthcare” 
community (in blue). On the other hand, Massachusetts Institute of Technology (MIT) lobbies on a variety of policy issues, as indicated 
by the colorful pie chart summarizing its “mixed” membership distribution. Similarly, we find that technology firms such as Yahoo 
and Microsoft (see top right) actively lobby on Congressional bills related to technology, though they can also be seen as members of 
the “University and Research” community. Furthermore, we identified key legislators who are targeted by these interest groups. For 
instance, we find that Bob Goodlatte (R-VA), who served as Chairman of the Subcommittee on Intellectual Property, Competition, 
and the Internet, is an important member of the “Technology” community (see bottom right). In sum, examining the heterogeneity in 
network memberships and varied interaction type will allow researchers to understand how firms with heterogeneous interests allocate 
their resources differently to work with other political actors to affect policy-making.  

Finally, firm-level political activities not only affect policy outcomes, but also introduce significant macroeconomic 
consequences.  To evaluate this quantitatively, Huneeus and Kim (2019) develop a model that combines the heterogeneous firm model 
from the international trade literature (Melitz 2003) with a canonical political economy model of lobbying (Grossman and Helpman 
1994).  In this study, we focus specifically on estimating the causal effect of firms’ lobbying activities on the misallocation of resources 
through the distortion of firm size. First, we find that a 10 percent increase in lobbying expenditure leads to a 3 percent gain in firm 
size. This provides a political account of the increasing market concentration in the economy whereby larger firms tend to lobby more 
actively and subsequently grow faster than others in the market. To investigate the macroeconomic consequences of these effects, 
we then structurally estimate the parameters of the model using the simulated method of moments. We find that politically active firms 
tend to become unnecessarily large, diverting resources in the market that could have been allocated more efficiently to other firms. 
Specifically, our counterfactual analysis shows that the return to firms’ lobbying activities amounts to a 22 percent decrease in 
aggregate productivity in the U.S. 
 Scholars of Political Economy investigate distributional consequences of various government policies. Firms are key units of 
analysis in these studies as they not only affect sales and production of goods and services, but also engage in political activities 
to influence the policies that regulate these activities both within and across borders. Studies of firms are rapidly growing with the 
availability of micro-data. Although this provides an exciting opportunity for researchers, the large complexity and volume of firm-level 
data requires collective efforts to develop appropriate methodological and theoretical frameworks to examine economic consequences 
of firm-level political activities.  
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Looking Inside the Black Box of Firms: A Proposal for A Research Agenda
Zhao Li, Princeton University
My paper on how internal constraints shape interest group activities (Li 2018) was inspired partly by a news article on Google’s 
campaign fundraiser for Senator James Inhofe that triggered an “internal revolt” among its employees (Halper 2014). Even though the 
fundraiser was intended to garner support for Google’s data center in Sen. Inhofe’s home state, Google employees—many of whom 
care deeply about the issue of climate change—felt betrayed by their employer’s support for a prominent climate change skeptic like 
Sen. Inhofe (Halper 2014). 

 Stories like this have become increasingly common in Silicon Valley (Lien 2017), and I find them intriguing. They let us peek 
into the black box of firms as interest groups, shining a light on individual stakeholders (e.g., employees), and suggesting that these 
individuals have the interest—and perhaps also the power—to alter the course of corporate political activities even if doing so 
undermines their firms’ profits.  

This window into the internal dynamics of firms stands in contrast with a dominant paradigm in previous work on corporate 
political activities (especially regarding money in politics in the United States, which I am more familiar with). This paradigm black-
boxes firms, and often makes two key assumptions:1  

 
A Unitary decision-making: “the firm”, rather than the individuals within, decides whether and how to engage in politics; and 

 
B. Profit maximization: the firm engages in political activities in manners that maximize the investment returns to such   

  activities. 
 

Make no mistake, these two assumptions have generated many powerful insights that advanced the study of firms as interest 
groups. For example, corporate political action committees (PACs) primarily target candidates based on markers of legislative 
influence—majority status (e.g., Cox and Magar 1999), committee membership (e.g., Hall and Wayman 1990), agenda-setting power 
(e.g., Fouirnaies 2018), etc.—as opposed to candidates’ party or ideology. Such empirical evidence, when interpreted under the 
assumptions of unitary decision-making and profit maximization, suggests that PAC contributions benefit firms via increased access 
to powerful legislators, rather than through electoral subsidy to ideological allies as is often the case for labor unions (e.g., Grier and 
Munger 1993). 

Taken to their extremes, however, these assumptions can lead to provocative conclusions. For example, Ansolabehere, de Figueiredo, 
and Snyder (2003) argue that PAC contributions yield minimal investment returns to firms. If firms decide how much and to whom 
their PACs contribute, and they seek to maximize profit by doing so, firms should keep channeling money into PAC contributions up 
until the marginal cost of doing so equals the marginal benefit. As a result, the fact that corporate PAC contributions fall well below 
the maximum amounts allowed by law reveals that the marginal investment returns to these contributions must diminish rapidly, which 
may seem surprising given the enormous size of policy benefits that could be at stake (Tullock 1972). 

While prima facie convincing, this argument assumes away internal constraints on firms' ability to engage in PAC spending. 
One salient internal constraint is that U.S. campaign finance laws forbid firms from financing PAC contributions with their treasury 
accounts, and firms must instead rely on voluntary and limited donations from employees and shareholders for PAC fundraising (Li 
2018). In other words, even though "the firm" or its upper management decides how to allocate PAC contributions across candidates, 
the amount of money available for PAC contributions depends on employees' and shareholders' decisions to donate (i.e., a departure 
from unitary decision-making). These individuals may have interests, such as partisan or ideological preferences, that need not align 
with profit maximization (e.g., Google employees opposed their employer's fundraiser for Sen. Inhofe despite Google's need for Sen. 
Inhofe's support for its data center construction). Consequently, when a corporate PAC gives to politicians opposed by employees or 
shareholders—even if said politicians are strategically important for the firm's profit—employees and shareholders can withhold their 
donations to their PAC in protest. In such scenarios, a corporate PAC would be forced to spend less on contributions precisely when 
such contributions go to politicians who generate high investment returns (i.e., a violation of profit maximization). Low levels 
of corporate PAC contributions therefore need not imply low investment returns. Instead, this observation may reflect internal 
constraints that prevent firms from spending as much on PAC contributions (and reaping their full benefits) as they would like 
(Li 2018). 

 In short, I provide a new perspective on why there is little corporate money in politics by highlighting how actions taken by 
individual stakeholders could lead to departures from profit-maximizing corporate political activities. Nonetheless, challenging the 
assumptions of unitary decision-making and profit maximization need not be necessary or even productive in every case. So, when 
does it pay to look inside the black box of firms? I propose the following three criteria: 

continued on page 18 
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Incentives1. : when individual stakeholders have incentives that mis-align with the goal of profit maximization. For example, 
employees or shareholders may oppose their PACs' support for certain legislators on partisan or ideological grounds even if buying 
access to those legislators could enhance their firmsí profits (Li 2018). 

 
Institutions2. : when there exist formal or informal institutions through which individual stakeholders may shape corporate political 
activities. For example, employees' and shareholders' decisions to donate (or not donate) to their corporate PACs collectively 
determine the budget sizes of these PACs (Li 2018). 

 
Information3. : when individual stakeholders can acquire information that is needed for them to take relevant actions. For instance, 
employees and shareholders who wish to assess the degree to which their corporate PAC supports their preferred party could easily 
access regular disclosure of all PAC contributions from the Federal Election Commissionís website, internal corporate newsletters, 
and several other channels (Li 2018). 

 
This conceptual framework could guide us to many exciting and innovative directions in political science research on firms. For each 
of the three criteria I propose, I provide examples of recent advancements by our colleagues as well as suggestions for future work: 
 

Incentives·	 : principal-agent problems present a promising avenue for future research on conflicting incentives that hinder the 
effectiveness of corporate political activities. For instance, post-Citizens United, managers took advantage of corporate independent 
expenditures to aid passage of state antitakeover statutes that entrenched management at the expense of shareholder interests (Werner 
and Coleman 2015). In addition, lobbyists may persuade firms to pay for wasteful political expenditures that only financially benefit 
the lobbyists themselves (Drutman 2015).  

 
Institutions·	 : there are many avenues—both political and market-based—for individual stakeholders to exert influence; the 
effectiveness of these institutional settings deserve further study. For example, firms whose political activities are incongruent with 
employees' and shareholders' ideologies are more likely to be targeted by shareholder proposals (Min and You N.d.), and may also 
suffer losses in employee productivity (McConnell et al. 2018). However, coercion by management, lack of economic bargaining 
power, and other factors may limit individual stakeholdersí ability to exercise their voice in corporate political activities (Hertel-
Fernandez 2018), and the salience of these barriers may depend on the structure of labor and capital markets across industries 
(Stuckatz 2019). 

 
Information·	 : many open questions remain on how individual stakeholders acquire relevant information (what that means is context-
specific), and how such information could be endogenously generated. As an example, shareholders may submit proposals that 
require voluntary disclosure of corporate political activities beyond what is mandated by law (Min and You N.d.), and more work 
could be done to examine how political and economic forces shape the practices of voluntary corporate disclosure. Relatedly, I 
am also interested in how activists could target employees and shareholders with information about corporate political activities 
in order to generate internal pressure on firms. 

 
In a time when employee activism has led Microsoft to temporarily suspend its PAC contributions (Levi 2019), understanding the 
changing role of firms in politics requires a renewed focus on the individual stakeholders and the internal dynamics that shape corporate 
political activities. I hope that the research agenda proposed here, which can accommodate various methodological approaches and 
generalize to different types of corporate political activities, inspires more political scientists to look inside the black box of firms.  
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