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Democracy vs. Non-Democracy

▶ We have seen evidence that in democracies, electoral competition powerfully shapes economic policies.
• Median Voter Theorem: policies respond to changes in voter preferences.
• Term limits: incumbent politicians make polices that help with re-election.

▶ Incentives to win more votes matter!

▶ In non-democracies, where competitive elections do not exist, what determines economic policies?

▶ Autocratic leaders’ will? Recall evidence from successful vs. failed assassinations. But it is about national leaders
and thus omits the complex interactions between different levels of government.

▶ Chen and Kung (2019): In non-democracies, incentives for political advancements still matter! But now, politicians
are accountable to ruling elites rather than the voters.

▶ They shed light on this issue by studying government-business relations in China’s land markets.
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Chinese Land Markets

▶ In China, all urban land is owned by the state.

▶ Local governments have discretion to allocate and sell the land to residential and industrial developers.

▶ Land sales have become a major source of revenue for local governments.
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Land Revenue, 2000–2016
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China’s Political Elites

▶ The Politburo (political bureau) is China’s ruling body.
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Political Connections

▶ Chen and Kung (2019) study the influence of connections to Politburo members and their family or extended family
members (“princelings”).
• This definition is broader than the traditional definition of princelings — children of high-ranking communist

revolutionaries.

▶ They obtain information on princelings from extensive investigative journalism.

▶ The same sources allows them to identify firms connected to princelings, i.e., firms in which princelings are
founders or shareholders (“princeling firms”).
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Characteristics of Princelings

SOE = state-owned enterprises.
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Characteristics of Princeling Firms
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Political Influence in Land Price Setting

▶ How do connections to princelings affect land price setting?

▶ The authors obtain transaction-level data on land sales between 2004–2016.

log(Priceickst) = β0 +β1PrincelingPurchaseik jt + γγγXik +Tckst + εickst

• Priceickst = price of land parcel i (yuan per km2 ≈ 1/7 USD), sold by city c to firm k for use k (residential or industrial) in
month-year t.

• PrincelingPurchaseik jt = dummy that equals one if parcel i is sold to firm k connected to princeling j in month-year t.
• Xik = characteristics of parcel i and firm k, including size, quality, sales method, firm size, and firm ownership.
• Tckst = high-dimensional FEs, including city × year × usage FEs, month FEs, and industry FEs.

▶ β1 = price difference between land parcels sold to princeling firms and non-princeling firms, conditional on
observable controls.

▶ Can we attribute the difference (if any) to princelings’ political influence, or corruption?

▶ What about unobserved differences in land parcels? Maybe two kinds of firms operate in distinct locations, leading
to price differences.
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Spatial Matching

▶ To tease out unobserved factors, the authors match each princeling land to non-princeling land parcels that are close
to it and sold in the same year.

▶ Exact matching!
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Land Transactions
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Purchases by Princeling and Non-Princeling Firms
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Princeling Firms Paid Lower Prices

▶ Nearly half is driven by connections to Politburo Standing Committee members (PSCM).
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Princeling Firms Paid Lower Prices
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Princeling Firms Purchased More
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Why Giving Good Deals? Business Favor Helped Promotions.
Provincial Officials
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Why Giving Good Deals? Business Favor Helped Promotions.
Municipal Officials
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China’s Anti-Corruption Campaign Since 2013
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Discounts for Princeling Firms Over Time
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