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Abstract

Although citizens value competitive markets and support small businesses, we ob-
serve substantial variation in market concentration. Why do politicians abstain from
taking action to reduce concentration? We propose an often overlooked political benefit
to concentrated markets: When concentration increases, competition is less pronounced
and firms earn larger profits. These profits can be taxed for government revenue or used
to reward business-friendly politicians. We expect politicians to impose more lenient
competition policies toward firms that provide larger sources of revenue. Moreover,
this relationship should be especially strong under authoritarian political institutions,
where politicians only weakly value the free market and consumer outcomes and where
institutional commitments to unbiased policies are weak. We derive our theoretical
claims from a formal model. We draw on both cross-country evidence and evidence
from Turkey at the firm- and industry-level to evaluate our claims. We find that as
political institutions become less representative, firms that make higher tax payments
tend to control more assets, operate in more concentrated industries, and engage in
higher value M&As. Our study points to the weak provision of competition policies as
a source of rent-seeking.
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Although citizens overwhelmingly value competitive markets and support small busi-
nesses (Menon and Osgood, 2024), market power remains concentrated in many countries.
Concentrated markets pose economic and political challenges. Concentration may undermine
competition and elevate prices (Philippon, 2019). Larger firms also have more political influ-
ence (Bombardini, 2008; Weymouth, 2012; Betz, 2017; Kim, 2017). And, because economic
and political power often reinforce each other, economic concentration may create a cycle
where concentration begets biased policy, which further increases concentration (Zingales,
2017; Callander, Foarta and Sugaya, 2022, 2024).

Governments can take many actions to curb concentration. Property rights encourage
firms to enter markets, anticipating that their ownership rights will be protected. An-
titrust or competition policies are used to limit market concentration and to ensure that
new competitors can enter the marketplace. Antitrust typically prohibits anti-competitive
behaviors, like monopolization and price setting. Antitrust authorities may also review and
block mergers and acquisitions that would surpass certain levels of market concentration,
and they may break up large companies. Through these processes, antitrust is designed to
maintain competitive markets. In this paper, we question when governments take action to
curb concentration and increase competition.

A growing literature explores when politicians strengthen antitrust. Democratic gov-
ernments should provide more effective antitrust (Weymouth, 2016; Mitton, 2008), as con-
sumers are thought to have more influence in democracies (Mansfield, Milner and Rosendorff,
2000; Nielson, 2003; Kono, 2006); democratic politicians value efficient and productive mar-
kets as public goods (Bueno de Mesquita et al., 2002; Lake and Baum, 2001); and authoritar-
ian governments seek direct control over the marketplace (Koop and Kessler, 2021). Political
competition in democracy may also lead to cycles in antitrust enforcement (Dove, 2014; Hof-
stadter, 1964), and variation in economic models could affect the development of antitrust,

even among democratic countries (Foster, 2021). The enforcement record on antitrust poli-



cies is mixed, and the effects of antitrust for small firms are contested. Antitrust helps small
firms where it prohibits entry barriers; it hurts small firms if it prevents coordination among
them (Thelen, 2025; Foster and Thelen, 2024; Arslan, 2022; Whitman, 2007). In weakly
institutionalized settings, antitrust policy can suffer from capacity constraints (Avdasheva
and Shastitko, 2011) and over-zealous regulators (Zhang, 2022).

In this paper, we abstract away from much of the complexity surrounding the imple-
mentation of antitrust. We simply accept that politicians have policy tools at their disposal
when seeking to foster competitive markets, and we question when they are likely to use
these tools. Our objective is to introduce an important consideration into research on the
politics of market concentration: corporate taxation. Around the world, corporate tax rev-
enues remain an important share of total government revenue. Corporate taxes make up a
larger share of government revenue than the personal income tax on average in Latin Amer-
ica, the Asia-Pacific region and in Africa.! Corporate revenues have also been eroded by
international tax competition (Arel-Bundock, 2017) and trade liberalization (Bastiaens and
Rudra, 2016; Betz and Pond, 2023a), and recent efforts like the Base Erosion and Profit
Shifting agreement illustrate the shared emphasis on reclaiming these revenues.

We argue that taxation and competition policies are closely related to each other:
While increasing competition in markets carries price benefits for consumers, it also reduces
corporate profits. Reduced profits, in turn, leave a smaller pool of resources for governments
to tap into — through formal transfers like taxation and campaign donations and informal
transfers like bribes and kickbacks. Alternatively, weakening competition elevates firm prof-
its. Politicians can then tap into these profits, leaving both firms and politicians with more

resources. We thus expect that those firms, who provide important sources for government

In 2019 in Latin America, corporate taxes were 15% of total taxation, while the personal income tax
was only 9%; in the Asia-Pacific, it was 18% corporate to 16% personal income; and in Africa, it was 19%
corporate to 17% personal income — social security, value added, and other taxes make up large shares as
well). https://www.oecd.org/tax/tax-policy/global-revenue-statistics-database.htm



transfers, are less likely to be targeted by regulators who seek to increase market competition.

Our contention is not that this exchange of competition for transfers is always explicit.
It might come about implicitly through repeated interactions between governments and
firms: Firms seek reduced competition in order to earn larger profits. Those that provide
politicians with transfers are better able to secure their preferred policies. Over time this
leads to a stable empirical pattern where we see weaker competition policies for large firms
who provide the government with substantial transfers. In short, governments select both
corporate taxation and competition regulation. Divergence between these two — weakened
competition in exchange for transfers — is a particularly attractive strategy combination.

We further expect that politicians are more willing to reduce competition for transfers
under less representative political institutions. Limits to representation frequently privilege
concentrated interests, like large firms, over the public or consumer interests. In democratic
countries, there are institutional safeguards that prevent governments from intervening in
the economy on behalf of specific firms; these safeguards are weaker or reversible in autocra-
cies (North and Weingast, 1989; Schultz and Weingast, 2003; Bodea and Higashijima, 2017).
Safeguards in democracy might also ensure that antitrust is faithfully executed, for example
through the political independence of regulators (Koop and Hanretty, 2018; Koop and Jor-
dana, 2022), and that antitrust is not captured by special interests. Autocrats alternatively
may rely on intervention in the economy to reward political supporters (Menaldo, 2016).
Authoritarian institutions should thus make the exchange of transfers for competition more
attractive, as autocrats are less constrained by liberalized markets, impartial institutions,
and consumer benefits.

Historical anecdotes help elaborate the theory: In the 19th century, the Mexican gov-
ernment under President Porfirio Diaz broke up the national market and granted monopoly
bank charters in local markets. These charters limited competition and generated high rates

of return. In exchange the bankers gave Diaz access to substantial resources (Calomiris



and Haber, 2014, Chapt 10). Similarly, in England the East India Company was granted
lucrative, monopoly trading rights in India and China. The Charter, which granted these
rights, was not permanent and instead was continuously renewed in exchange for payments
to the government (Zingales, 2017, 115-116). In both cases, the authoritarian government
cared little about consumer welfare but benefited directly from the monopoly profits earned
by their chosen firms.

It is difficult to know when this exchange (competition for transfers) takes place, as
politicians have an incentive to obfuscate costly policies (Kono, 2006). Nevertheless, it
should still show up in market statistics. Drawing on the reverse Polity score as a measure
of authoritarianism, as well as measures of taxation, firm-size, industry concentration, and
competition, we present evidence that, in authoritarian contexts, firms grow larger and
industries more concentrated when they are significant sources of tax revenue.

We then leverage data from Turkey, which provides an appropriate testing ground
for our theory: Turkey has variation in political institutions, which have become more au-
thoritarian in recent years. And, Turkey’s competition authority releases data documenting
competition cases at the industry level. Firms in Turkey also report both their tax payments
and merger and acquisition activities. We show that the movement towards authoritarianism
in Turkey was accompanied by (1) fewer competition policy investigations among industries
that provide more tax revenue and by (2) mergers and acquisitions among larger firms, oper-
ating in concentrated industries, if they provide more tax revenue. Although the results are
simple correlations, that they hold across several different measures and fine-grained data
helps corroborate the theory.

The theory carries implications for several literatures. To make the argument and
empirical analysis tractable, we have focused specifically on market competition, tax revenue,
and antitrust as benefiting consumers. The paper has implications beyond these areas.

Theoretically, elevated profits could come from many sources, including any policy that



creates a barrier to competitor entry (Perlman, 2019; Gulotty, 2020), which could include
increased tariffs, the rationing of operating licenses, the under-provision of shareholder rights,
or targeted financing. We expect that a similar pattern could emerge in any of these policy
areas. We also focus narrowly here on tax revenue as transfers to governments. While this
strategy facilitates measurement, it also narrows the scope of the argument. Politicians may
also be willing to trade-off market competition for campaign contributions or bribes (Perotti
and Volpin, 2004). These relationships may also link the political fate of politicians and
their supporters, which could strengthen their political alliance. The theory therefore has
implications for literatures on corruption, campaign donations, and economic regulation.
Second, many of the analyses reported here consider competition as an outcome of
antitrust. Research has shown that antitrust can also be used to benefit influential domestic
industries (Faith, Leavens and Tollison, 1982) and target foreign firms (Foster, 2022; Ro,
2021). It may be harder for governments to wield antitrust for political purposes when
antitrust regulators are operationally independent (Koop and Hanretty, 2018; Koop and
Jordana, 2022), and like other regulators this independence is plausibly more credible under
democratic institutions (Bodea and Higashijima, 2017). That our study uses a combination
of antitrust investigations and market outcomes reassures us that the divergence between
antitrust aims and antitrust execution is unlikely to drive our results. Nevertheless, better
understanding how antitrust is made and wielded remains an important research objective.
Finally, the paper complements a large and growing literature on the relative influence
of special interests, particularly commercial, versus the public interest (Carey and Shugart,
1995). Most studies find that consumers, by virtue of being a large, diffuse group, with small
individual benefits to organization, will be collective action disadvantaged. In the context of
trade policy, consumer interests seem to have little effect on policy preferences and outcomes

uisinger, ; Bearce an oya, ; Betz an ond, 2019). ere we look to the
(Guisinger, 2009; B d Moya, 2020; B dP d209)2H look h

2For a counter argument, see Baker (2005).



broader policy environment to examine how consumer influence affects antitrust, market
concentration, and corporate taxation. Although firms may seek out reduced corporate
taxation (Garrett and Lange, 1999; Basinger and Hallerberg, 2004; Swank, 2006; Franzese
and Hays, 2008), they may be willing to provide higher tax transfers if they are compensated

with large profits in concentrated markets.

Political incentives for corporate taxation and competition

In this section, we derive several theoretical insights from a simple model. We model the
economy as a Cournot model of quantity competition.> The government in the model decides
how to regulate the economy, selecting the rates of taxation and antitrust. We assume that
authoritarian leaders value consumer welfare less than democratic leaders, and antitrust
enters the model by affecting the number of firms operating in the market. As is always the
case in these models, when the number of firms increases, consumer welfare increases, but firm
profits decrease. This reduces the corporate revenue available for taxation. Thus, increasing
antitrust has diverging effects from a public-minded perspective: it reduces corporate tax
revenue but increases consumer surplus. The model makes these assumptions transparent
and helps us adjudicate competing effects of taxation and competition policy and their
relative value for different governments.

The game is between the government and several firms. The government moves first
and selects the tax rate, ¢, and the level of antitrust. Antitrust affects the number of firms, n,
operating in the economy. Although other factors also affect whether a firm enters or exits
the market, the model focuses on the government’s policy incentives. Stronger antitrust

results in a larger n, while weaker antitrust reduces n.* The n firms then engage in economic

3Callander, Foarta and Sugaya (2024) also draw on Cournot competition to derive expectations for
antitrust law; their emphasis is on the long-term effects of early levels of concentration for both policy and
future concentration. Our model unpacks the relationship between taxation and competition.

4Lax merger review for example would reduce n. Splitting up large firms would increase n.



activity, which we model as Cournot competition over quantity. The firms simultaneously
select the quantity, ¢;, that each firm ¢ produces to maximize its profits. The firms are
assumed to be identical.

Each firm’s maximization problem is:®

mazq {m = (1 — qu —)ai}
=1

Which pins down the equilibrium quantities, prices, and per-firm profits:

l1—c _l+nc (1—c)?
n+1 = (n+1)2

q; =
Profits in the full economy then are:
1 — Z n(1 — c)
(n+1)2
And the consumer surplus is:

1 ~n*(l—c¢)?
CS = 5(1 —p)g= m

The government selects n and ¢ to maximize a combination of consumer surplus and
tax revenue.

Vy(t,n) = BCS + tII — kt?

k is a cost of taxation, which might deter future investment. This functional form ensures
an interior solution for taxation. B is the weight that the government attaches to consumer

surplus, C'S. We assume that more democratic countries, and within authoritarian countries

5Note that because corporate taxation is applied to firm profits, it does not affect the firm’s maximization
problem. Each firm keeps (1 — t)m; of its profits. When taking the first order condition, divide both sides
by (1 —t), and it falls out of the model.



those with more widespread political participation, have a larger weight on consumer surplus.

The government’s first order conditions are:

oVy(t,n) _

Tt 11— 2kt =0 (1)
OV,(tn) _0CS ol

on =B on —H(?nio 2)

In the taxation equation (1), the first term represents the marginal benefit of a tax
increase, t, in that it increases government revenue proportional to firm profits. The second
term represents the marginal costs of the tax increase, in that it discourages future invest-
ments. In the antitrust equation (2), the first term again represents the marginal benefit
of increasing the number of firms, n, because consumer surplus is increasing in n. The sec-
ond term represents the marginal cost of increasing the number of firms, because profits are

decreasing as the number of firms increases.®

To see the full equation for antitrust, we can plug equation 1, t = %, into equation 2.7
AV, (t,n) (1 —2¢)*(1 —n)
———=0B =0 3
on * (n+1)2 3)
The second order condition is:®
?Vy(t,n)  —(1—c¢)? N 2(1 —c)*(n—1) @
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To compute the effect of political institutions, B, on antitrust policy, n, we use the

SProfits converge to zero as the number of firms grow.

"That is, 6‘%(;’") = BTES;C)); + n(l(_;fl()ls_") = 0. This simplifies to equation 3.
1—c)? 2(1—c)?(n—1)

8This expression is less than 0 as long as ((n+1)2 > 1) —n < 3. If n > 3, we would have a
corner solution. In this case, the government’s marginal cost to antitrust law is negative and increasing more
quickly than the marginal benefit is decreasing. This means the marginal benefit overwhelms the marginal
cost and the government would strengthen competition law and increase the number of n as much as possible
in this corner solution.




implicit function theorem.

Proposition 1. Increasing the government’s weight on consumer welfare has the following
effects:

1. It increases the provision of antitrust policy, increasing n.

2. It reduces firm profits.

3. It reduces the optimal tax rate.

Proof. For 1, use the implicit function theorem. The derivative of the government’s antitrust

FOC is ZValtm) — 1 The SOC is negative, so the overall effect is positive. For 2, see the

ondB
effect of an increase in n on total profits. Profits are ’A(LELIJF—T)); The derivative of profits with
. . (1—n)(1—c)2 . . . .
respect to n is negative (W), as long as n > 1. For 3, the optimal tax policy is t = 5,
which decreases when II decreases. O

In sum, we should observe a weakening of antitrust policy accompanied by an increase
in corporate taxation as countries become more authoritarian. Put simply, authoritarian
governments are more willing than democratic governments to offer weak antitrust, especially
as it allows them to raise revenue through taxation.

Limitations. The model is highly stylized and simplified, which induces several lim-
itations. First, there are markets where firms form cartels and are able to elevate prices.
Adding an additional firm to the cartel may not have competitive effects. Absent cartels or
coordination of market strategies however, the expectation is that adding more firms to a
market will make the marketplace more competitive.

Second, we model autocracies and democracies as differing only in their weights on con-
sumer welfare. There are plausibly other differences that could be relevant here. Democracies
may also place higher value on liberal market competition, and authoritarian governments
may prefer to use intervention in the economy to pick winners and support their regime.

Democratic governments may also have effective institutional protections in place that pre-



vent them from implementing biased policies, which would otherwise privilege individual
firms with political connections. These alternatives are largely consistent with the logic of
the formal model and would motivate similar insights. We retain the Cournot model in
the text, as we want to display the microfoundations for competition, prices, and consumer
effects.

In the Appendix, we formalize an alternative model that emphasizes the government’s
preference for biased policies. We assume that increasing antitrust policy improves eco-
nomic performance overall but harms politically connected firms, as they would typically
benefit from biased policies, which are ruled out by unbiased interpretations of antitrust law
(which yields competition for all). In this model, authoritarian leaders value these politically-
connected firms, relative to overall economic performance, more than democratic leaders do.
The model in the Appendix emphasizes the tradeoff between revenue from growing markets
versus from taxing politically connected firms, which is an alternative mechanism that pro-
vides an explicit connection to the seminal literatures on revenue and political institutions
(Olson, 1965; Levi, 1988) and on particularist policy benefits for politically connected firms
in autocracy (Menaldo, 2016; Betz and Pond, 2023b).

Historical examples. The historical record provides many examples of governments
offering weak competition policies or even monopoly rights in exchange for revenue, espe-
cially in undemocratic settings. In 1600, the British government granted the East India
Company monopoly rights over trade between England and modern India and China. When
the monopoly was set to expire, the Company secured an extension by providing revenue
to the government, as well as lobbying and bribes: “To seal the deal and prevent future
competitive challenges, the East India Company extended a 3.2 million pound loan to the
British Treasury, which, in exchange, again granted the monopoly of trade” (Zingales, 2017,
117).

Similar deals were struck in the banking sector in Mexico. Under President and General

10



Porfirio Diaz, bankers were offered high returns in exchange for agreeing to operate a bank
and to provide loans to the government.® The bankers benefited from the large profits they
enjoyed, politicians benefited from having a capital pool they could tap into when needed,

and citizens paid the cost. In sum:

“Diaz and Mexico’s financiers crafted a set of institutions designed to coazxe cap-
ital into the banking system by systematically limiting competition. The rents
generated by this system of segmented monopolies were then split between the
bankers..., bank minority shareholders..., the government (which obtained ac-
cess to low interest loans), and the individuals in control of the government...
Everyone outside this coalition—uwhich is to say the vast majority of Mexican
population—was left out in the cold, with no political voice, no credit, and limited

opportunities for economic mobility.” (Calomiris and Haber, 2014, 332)

These examples are consistent with several assumptions and findings in the model.
First, the absence of antitrust policy — and indeed the active creation of monopolies —
increased profits for those with political connections, while consumers and the aggregate
economy suffered. Second, these heightened profits benefited both the politically connected
bankers and the politicians, who were able to finance their expenditures. Third, the policy
exchange, competition for transfers, took place under authoritarian institutions.

While historically these sorts of agreements are common, they are hard to locate in the
contemporary period. This is plausibly because politicians have an incentive to hide unpop-
ular and inefficient policies. Citizens widely recognize the benefits of a competitive market,
so politicians must obscure their support for non-competitive policies (Kono, 2006). Ac-
cordingly, although we do not expect to observe politicians loudly proclaiming their support

for un-competitive policies, their support should nevertheless be captured in contemporary

9Monopoly rights for the bank also ensured that the government could not selectively steal from banks.
A concentrated banking industry could punish the government for expropriation.
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market outcomes. In the next section, we examine the extent to which this pattern endures
in the present era and the extent to which it is reflected beyond trade and financial sector
policies. We assess whether politicians, especially those who come to power under undemo-
cratic political institutions, create barriers to competition and in exchange receive increased

revenues.

Cross-national Data

The theory anticipates that governments trade-off transfers for market competition. They
are more willing to make this trade in authoritarian countries, as governments are thought to
value consumer welfare and competitive markets less. To assess the theoretical predictions,
we first draw on firm-level, cross-national, time-series data to capture competition, corporate
tax revenue, and the level of representation. We expect to observe competitive markets where
governments introduce and enforce pro-competition policies.

Our dependent variable is the extent of competition and antitrust in the country. We
draw on two different measures. We first use the Herfindahl-Hirschman index (HHI) of
market concentration, calculated for each industry. The index is calculated by summing up
the value of the market share for each firm operating in each industry, at the 4-digit NACE
level.! We log the HHI to reduce the effect of extreme values. We expect that industries
will be allowed to grow more concentrated when firms, operating in the industry, provide
substantial tax revenue — particularly in more authoritarian countries. The HHI and all firm-
level variables detailed below are calculated using data from the Orbis Historical Database.!!
Concentration varies at the industry-level.

Our second dependent variable is logged firm size, as captured by the firm’s total

10T his level of aggregation differentiates for example between (2331) the manufacture of ceramic tiles and
flags and (2332) the manufacture of ceramic bricks, tiles and construction products, in baked clay.

1We thank Timm Betz for essential help in collecting and cleaning the data. The data was accessed
through the license purchased by the Technical University in Munich.
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assets. We expect that firms, which provide substantial revenue, will be allowed to grow
larger, especially in more authoritarian countries. This variable varies at the firm-level.

Our independent variables of interest must capture corporate taxation and the extent of
autocracy. To measure corporate taxation, we use the logged total taxes paid by businesses.
The variable is larger for firms that are more important sources of government revenue.
Because we expect the effect of corporate taxation on competition and antitrust to depend
on political institutions, we also require a measure of authoritarianism in each country. We
draw on the Polity2 data from Marshall, Jaggers and Gurr (2017). Since our theory is about
less representative institutions, we use the inverted Polity2 score, the autocracy score. We
interact the autocracy score with tax revenue, as we expect to observe a stronger, negative
association between tax revenue and competition in more authoritarian countries.

We control for several, potentially confounding factors. First, we include the profit
margin and the logged number of employees of the firms, as larger firms plausibly earn higher
profits and pay more tax revenue. We also control for state capacity, using the Quality of
Government indicator from the International Country Risk Guide (ICRG), as a stronger state
has a greater ability to tax firms and to enforce regulations, and democracies frequently have
more state capacity. Third, we control for domestic economic conditions: market size (logged
GDP), wealth (GDP per capita), the annual growth rate, and unemployment (all economic
variables are from the World Bank, World Development Indicators). We expect that a
wealthier state has more resources to enforce regulations. We also expect that economic
conditions affect tax revenue and antitrust, as governments may approve mergers or refrain
from antitrust enforcement to stave off business failure and stimulate economic activity
(Hylton and Lin, 2010).

We also include country fixed effects, which account for time-invariant, country specific
effects, and industry fixed effects at the 4-digit level (NACE). Industry fixed effects account

for differences in industry, like returns to scale, which could be related to firm size, market
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concentration, profits, and tax revenue. Moreover, if democracy affects industrial develop-
ment (Nunn, 2007), industry could be related to political institutions. We also include year
fixed effects, which provide for a flexible time trend and control for shared shocks to antitrust,
political institutions, and taxation over time. We cluster standard errors by country.

Once merged, our data includes over 22 million observations from 127 countries from
1992 to 2017. Our theory anticipates that governments may be more willing to accept
weak competition if they are compensated through revenue. This trade-off should be more
pronounced in countries with less representative institutions. To evaluate our theoretical
expectations, we conduct linear regression and interact corporate taxation with autocracy.
Results

Table 1 reports the estimates of the relationship between taxation and antitrust condi-
tional on regime type. Odd columns include firm-level controls, while even columns add the
set of country-level controls. In columns (1) and (2), the dependent variable is log industrial
concentration. In (3) and (4), the dependent variable is log firm size (total assets).

From columns (1) to (4), the taxation measure and its interaction with the autocracy
variable are statistically significant and positive. The results suggest that an increase in
corporate tax revenue is associated with an increase in industrial concentration and an
increase in firm size and the effects increase in countries with more authoritarian political
institutions. Drawing on column (2) and (4), we illustrate the marginal effects of corporate
tax revenue across the autocracy scores in Figure 1. Consistent with our expectations, the
marginal effects on industrial concentration and firm size increase in more authoritarian
countries.

In democratic countries where the autocracy score is smaller than -8.5, an increase in
corporate tax revenue is associated with a decrease in industrial concentration. This effect
reverses as political institutions become more autocratic, and corporate tax revenue is asso-

ciated with more concentrated industries. In countries with the autocracy score larger than

14



Table 1: Corporate Taxation and Competition Policy Enforcement

Concentration Firm Size
(1) (2) (3) (4)
Log tax 0042%** .0023** HYHHk LYK
(.0016)  (.0012) (.10) (.10)
Log tax X autocracy score .00062*** .00037***  021** 0217
(.00019) (.00013) (.011) (.011)
Autocracy score -.012 -.012 -.16* -.16*
(.016) (.012) (.083) (.095)
State capacity .093 .39
(.14) (.24)
Log GDP -.088 1.88%#*
(.23) (.60)
GDP per capita -.024 -1.26%*
(.22) (.52)
Growth .00467%+* 016*
(.0016) (.0085)
Unemployment .0020 .010*
(.0018) (.0052)
Profit margin -.000083  -.000098*  -.0055%*F* - 0055%**
(.000056)  (.000053)  (.0019) (.0019)
Log number of employees .0016** .00094 HYHAk {0
(.00079) (.00070) (.033) (.033)
Constant 11.2%%* 12,47+ 5.30%**  _27.6%H*
(.13) (3.62) (.79) (10.0)
Number Obs. 22774046 22587047 22760676 22573764
Number Countries 127 111 127 111
Country fixed effects yes yes yes yes
Year fixed effects yes yes yes yes
Industry fixed effects yes yes yes yes

Robust standard errors in parentheses, clustered by country: * p < 0.05, ** p < 0.01, *** p < 0.001. The
level of analysis is the firm-year. In columns (1) and (2), the dependent variable is log industrial
concentration at the 4-digit level. In (3) and (4), it is log firm size (total assets).
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0, an increase in corporate tax revenue significantly correlates with an increase in indus-
trial concentration. The results in more authoritarian countries accord with our theoretical
expectations, but our theory did not predict the negative association between tax revenue
and concentration in democratic countries. This negative association could be explained
by policy motives in democracy: In democracy, the political opposition has an incentive to
identify unpopular policies (like policy privileges for large firms), and democracies may also
be better at preventing biased policies and extracting revenue. The result is theoretically
and empirically related to state capacity, as democratic countries may be more capable of
extracting revenue and limiting market concentration. Indeed the size of the coefficient on
tax revenue decreases by over 40 percent when we add the control for state capacity to the
model.

The results for firm size accord more closely with our theoretical expectations. Across
countries with democratic and authoritarian political institutions, firms that provide more
tax revenue are larger on-average, and the association between revenue and size becomes
larger still in more authoritarian countries.

Robustness

Errors clustered by industry. We report results in the Appendix with standard errors
clustered by industry. The results remain statistically significant. We leave the errors clus-
tered at the country-level in the main analysis, because this is more conservative and the
autocracy score is measured at the country-level.

Dichotomous autocracy. We report results drawing on a dichotomous autocracy score.
The dummy variable takes a value of one if Polity2 is under six, and it takes a value of
zero otherwise. The results are less stable but overall similar. In democracy, tax revenue
is associated with less concentrated industries, but the relationship reverses itself in the
expected way in autocracies. The results for firm size are similar when using the dichotomous

and continuous autocracy measures.
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Figure 1: Marginal effects of corporate tax revenue from Table 1
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Within autocracy. Our argument assumes that autocratic regimes are more willing
to trade competition for revenue than democracies. This can be more true for some types
of autocracy (multi-party autocracy) than others (military and one-party autocracies). In
the Appendix, we report the heterogeneous interaction effects depending on the types of
autocracy.

National measures. Our main results relied on firm-level taxation and market outcomes
to measure concentration and firm size. In the Appendix, we report the results of similar
empirical models in Table 1 but replace the variables with country-level measures of the
extent of antitrust. We report associations with both the Effectiveness of Antimonopoly
Policy (EAP) from the World Economic Forum and Competition Law Index (CLI) from
Bradford et al. (2019).'? The direction of the associations is consistent with the theory but
fails to consistently reach statistical significance.

The association with the CLI is only significant without country fixed effects in the
model. This is a de jure measure of legal competition or antitrust law. Like many other
legal measures it lacks substantial within country variation over time, and thus country fixed
effects explain much of the variation in the index. The EAP measure alternatively gains
significance when country fixed effects are in the model, suggesting that there are many
differences between how countries implement antimonopoly policy, which are not captured
by the polity score. However, within countries, firm executives plausibly take notice when

the government’s policy stance changes (even if the laws have changed little).

12Gee https://reports.weforum.org/global-competitiveness-index-2017-2018 /downloads/ for the WEF
measure. We use one of the survey questions to capture the Effectiveness of Antimonopoly Policy (EAP):
“In your country, how effective are anti-monopoly policies at ensuring fair competition?” The respondents
rate the effectiveness from 1 (not effective at all) to 7 (extremely effective).
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Within Country Analysis from Turkey

We now turn to a within-country analysis that allows us to explore variation in antitrust
and competition, as it relates to political institutions. Looking at competition within a
single country holds many potentially confounding factors constant. This is important, as
enforcement can vary dramatically across countries, even among those with similar legal
institutions (Arslan, 2021).

We select Turkey as our country of interest for various reasons. First, Turkey has
substantial variation in its political institutions in recent years. Its authoritarianism score
(the reversed Polity2 score) decreased from negative seven to negative nine in 2011, indicating
movement towards greater democratization. Then, Turkey experienced a dramatic increase
in authoritarianism moving from negative nine to negative three in 2014 and then moving
further from negative three to positive four in 2016, as Turkey’s President Recep Tayyip
Erdogan suppressed dissent. In terms of the binary concept, these authoritarianism scores
correspond to movement from democracy to autocracy in 2014. Figure 2 displays Turkey’s
authoritarianism score over time.

Second, recent reforms in Turkey demonstrate the political importance of antitrust
enforcement (Arslan, 2021, 265-266). Although the competition authority had previously
been relatively independent of political oversight, President Erdogan has reformed the struc-
ture of the agency to increase his influence on policy. In 2005, he reduced the number of
commissioners. In 2011, he increased the share of commissioners that he appoints, and in
2018, he took the power to appoint all commissioners. He also increased the oversight of the
authority by the central ministries (2011), and reduced the independence of the authority by
levelling salaries (2012) and allowing less autonomy in hiring (2013). Looking for evidence
of political influence in Turkey’s antitrust enforcement therefore seems plausible. Increas-

ing political influence with the competition authority may allow politicians to interfere in
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competition policy on behalf of politically connected firms, and interference may be facili-
tated by authoritarian institutions, where there are fewer institutional limits on government

authority.

-10
2010 2012 2014 2016 2018

Figure 2: Authoritarianism Score in Turkey

Third, Turkey makes data on the enforcement of antitrust publicly available at the
sector level. Turkey reports the number of concluded antitrust investigations in each sector
of the economy. Finally, Turkey also has a relatively large economy with detailed firm-level
information — including tax data and data on mergers and acquisitions (M&As) — available
from Bureau van Dijk’s Orbis Database.'® Looking at M&As is appropriate in Turkey, be-
cause the competition authority is explicitly tasked with investigating and approving mergers
(Bradford et al., 2019). The law states that firms must notify the competition authority of
planned mergers prior to the sale. The law also directs the agency to prohibit mergers that
would create a dominant position (which is relatively broad and does not require that the
prohibition be based on abusive acts by the firm) or that would restrict competition. Based
on these legal provisions, we expect that — if the competition authority sought to enforce
antitrust laws — stricter enforcement of antitrust law would result in fewer M&As and in

M&As that produce less concentration. Turkey thus allows us to assess how antitrust and

Bwww.bvdinfo.com Orbis provides data used commonly in studies using firm-level data. See Beazer and

Blake, 2018; Betz, Pond and Yin, 2021; Cory, Lerner and Osgood, 2021.
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taxation respond to changes in political institutions, holding many other factors constant.

We collect detailed data from Orbis reporting the completed number of M&A deals,
the characteristics of the M&A, and the participating firm characteristics for each firm from
2010 to 2018. We merge the M&A data with the Turkish firm-level database using company
name and year as an identifier.!* We construct two distinct datasets: one at the firm-level
and another at the M&A deal-level. The firm-level dataset includes Turkish firms, while the
deal-level dataset compiles information on M&A transactions. For the firm-level data, the
unit of observation is a firm in a given year, and it is a deal in a given year for the deal-level
data. To measure the tax revenue, profits, and employees at stake in the M&A deals for each
firm, we take an average of the values reported by the acquirer and target firms. Averaging
the firm data helps improve missingness (for example, we have data on the operating revenue
of both acquirer and target firms for only 167 firms - see column (6) in Table 3).

We draw on several measures of antitrust and the competitiveness of the market. First,
we conduct a firm-level analysis in Turkey. We code a count variable that captures the
number of M&A deals that each firm participated in during each year. Second, we look
at the character of M&A deals in the deal-level analysis. For each deal, we code a set of
variables capturing characteristics of the M&A transaction. Our first dependent variable is
the deal size. We then code dummy variables capturing whether the acquiring and target
firms are located in the same industry and whether the acquiring firm gains at least 50 percent
ownership. We also code the average level of industrial concentration of the acquiring and
target firms’ industries, and the size difference, which we square, between the acquiring and
target firm. We expect that as Turkey became more authoritarian, we should observe weaker
antitrust and thus a stronger association between tax revenue and the number of M&As. We

should also observe larger M&As, M&As where the acquiring firm gains majority ownership,

14The names often do not align perfectly. After cleaning the data and removing common identifiers (e.g.,
“corp”, “inc”, “Itd”, etc), we use the Stata matchit fuzzy matching package to link the M&A and balance sheet
data. We retain observations with a similarity score of over .76.
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and M&As in more concentrated industries. We might also observe more M&As with larger
size differentials, as regulators do not prevent |[hostile| takeovers.

Figure 3 presents the average number of completed M&As (as a share of the total
number of firms) and the average number of investigations (as a share of all divisions).!
Figure 4 presents the share of competition cases by each NACE Section.!® Our data is at the

division level, which is more fine-grained than the section but would be difficult to include

in a single figure.
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Figure 3: antitrust Enforcement and Firm Activity in Turkey

Figures 3 and 4 demonstrate that M&A activity fluctuates considerably but has proba-
bly declined on-average, over time in Turkey. The decline in M&As as Turkey became more
authoritarian is on its face inconsistent with a weakening of antitrust. However, the decline
could plausibly be explained by the increased difficulty of access to financing. Table 2 reports
indicators capturing the availability of finance in Turkey over the period between 2008 and
2019. The table shows that fewer firms are taking out bank loans and using banks to finance
investments, and that the value of collateral needed to access loans increased since 2008. In
addition, our theory makes nuanced predictions about M&As. The theory anticipates more

M& As between firms that provide substantial revenue, as well as differences in the character

5Many firms did not engage in M&As and are in industries with no competition cases, making the
reported shares low.
16Some Sections are omitted for display purposes.
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Figure 4: Share of Competition Cases by NACE Section

Table 2: Access to financing in Turkey
Years 2008 2013 2019
Percent of firms with a bank loan 56.8 404 348
(Indicator code GFDD.AI.03)
Percent of firms using banks to finance investments 51.9 45.3  28.7
(Indicator code GFDD.AIL.28 )
Percent of loan value needed for collateral 89.9 206.1 174.5
(Indicator code GFDD.AIL.31)
Data are from the Global Financial Development Database.

of M&As. We expect regulators to be more permissive toward firms with substantial revenue
benefits, especially allowing M&As that increase market concentration or where the firms
are from the same industry. Evaluating these more nuanced predictions allows us to assess
whether the character of competition enforcement has changed as Erdogan strengthened his
control over politics, over regulators and over the economy.

In a second analysis, we measure the extent of antitrust using the number of investi-
gations into antitrust infringements reported by the Turkish Competition Authority. The

Authority provides the sectoral information about investigations from 2010 to 2017.17 We

Trekabet.gov.tr /en/Sayfa/publications/statistics /decision-statistics
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Figure 5: TAV Havalimanlari tax and acquisition activities
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hand-code the sectoral information from the Authority to match the widely used 2-digit
NACE division code, available from Orbis. We expect industries that are more important
sources of tax revenue to have fewer investigations, especially as Turkey’s political insti-
tutions became more authoritarian. Importantly, we assume here that the investigations
represent genuine competition investigations, and we expect political influence to result in
fewer investigations of those firms that are important tax revenue sources. If Erdogan is
able to wield policy to target his political opposition, we might actually observe more in-
vestigations as Turkey became more authoritarian. We thus interpret these regressions as
largely suggestive. That said, we do observe a positive association between concentration and
competition cases (see column 2 of Table 4), suggesting that on-average more concentrated
industries are more likely to be investigated.

Our independent variables of interest again measure the level of tax revenue and the
extent of representation. We use taxation, logged (all data from Orbis). In the industry-
level analysis of competition authority investigations, we use the average tax revenue from

each industry. As before, we use the authoritarianism score (the inverted Polity2 score) to
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measure the extent of representation.

To test our theoretical expectations, we again interact the measures of corporate
taxation with the authoritarianism score variable. We anticipate that Turkey supervised
more competitive markets in years when its political institutions were more democratic. As
Turkey’s institutions became more authoritarian, we expect to observe that antitrust weakens
and competition is less pronounced for firms and industries that provide larger tax payments,
indicated by more and larger M&A deal completions in more concentrated industries and
fewer antitrust investigations.

We control for potential confounders, including the average profits of the firms that
participated in M&As'® and the average number of employees, logged. We also include year
and industry fixed effects to account for trends over time and stable industry effects (e.g.,
returns to scale).

Two examples provide an illustration of the sorts of activities captured in the data.
In the case of the TAV Havalimanlari (airport) Holding Company, we observe high levels of
tax revenue and elevated numbers of acquisitions, both relative to the industry average for
holding companies.'® Figure 5 plots the tax revenue and acquisitions of TAV over time. TAV
is a Turkish aviation company. The aviation, transportation, and construction industries are
thought to be closely connected to Erdogan and have been ‘mired in corruption’ in recent
years.? TAV acquired several transport and airport development companies between 2012
and 2019. Importantly, aviation is a sector with high fixed costs, which could pose entry
barriers for competitor firms. Traditionally, M&As in industries with high fixed costs are

closely scrutinized by regulators. TAV does not seem to have been subject to this scrutiny.

8When one firm was missing, we used the values of the other firms participating in the same deal.

19This is the industry-average for NACE code 6420.

20https://turkishdemocracy.com /news /tdp-asks-fraport-ag-to-clarify-business-operations-in-turkey /
TAV specifically has been associated with providing Erdogan with bribes in exchange for airport
concessions: https://nordicmonitor.com/2023/06/insiders-revelation-put-a-spotlight-on-erdogans-huge-
wealth-accumulated-through-bribes-and-kickbacks/
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Another firm in our sample that engaged in a large number of M&As is Sise ve Cam
Fabrikalari (or simply Sisecam). Sisecam is a glass manufacturer and an important source
of tax revenue. Sisecam also increasingly pursued M&A deals over the course of Erdogan’s
rise. Sisecam is owned by Isbank,?! one of the largest banks operating in Turkey. Isbank in
turn is owned about a third by the main opposition party.?? Erdogan has tried to takeover
ownership, but has not yet been successful.?®> The size and importance of Isbank and Sisecam
plausibly make them attractive targets. At the same time, Erdogan would not want to
jeopardize their functioning — and the tax revenue they provide — by doing anything too
disruptive. Tax revenue may thus provide some cover to firms, even those who are not
owned by Erdogan supporters.

These examples are merely illustrative of how incentives could play out with respect to
a specific firm. We now turn to the data to examine whether these firm’s experiences show
up in a broader cross-section of firms and industries.

Results

Table 3 reports the estimates of the relationship between corporate taxation and an-
titrust conditional on regime type in Turkey. Column (1) reports the results of the firm-level
analysis, and columns (2) to (6) report the deal-level analysis results. The dependent vari-
able in column (1) is the number of M&As that each firm participated in; in column (2), it is
the deal size; in column (3), it is the dummy capturing whether the acquirer and target are
in the same industry; in column (4), the dependent variable is the dummy for the transfer of
majority ownership; in column (5), it is the average industrial concentration of the acquiring
and target firms, and in column (6), the dependent variable is the size difference between
the acquirer and the target, squared. Note that the constitutive effect of the autocracy score

is absorbed by the year fixed effects, as there is no variation in the autocracy score in each

2https://www.sisecam.com.tr/en /about-us /history
2Zhttps:/ /www.isbank.com.tr /en /about-us /ownership-structure
Zhttps://www.reuters.com/article/turkey-isbank-erdogan-idUSLSN1WW34D /
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year. We can nevertheless estimate the interactive effect of autocracy and tax revenue.

Although the effects of tax revenue are insignificant on the M&As within the same
industry and acquisitions leading to new majority ownership (columns 3 and 4), the coeffi-
cients are statistically significant for the number of M&As that the firm engages in (at the
10 percent level), the value of the M&A transaction, the average industrial concentration,
and the average size difference (at the five percent level). Furthermore, the estimates of the
interaction term are statistically significant in columns 2, 4, and 5. For the remaining re-
sults, despite their insignificance, the directions of the coefficients align with our theoretical
expectations.

Drawing on these results, we plot the marginal effects of tax revenue in Figure 6. The
associations between corporate taxation and different M&A activities become larger as the
regime becomes more authoritarian. Especially, in more authoritarian years, the marginal
effects of tax revenue become significantly positive for the deal value (column 2), the average
industrial concentration (column 5), and the average size difference between acquiring and
target firms (column 6). The results suggest that, as Erdogan consolidated his power, firms
that provided more tax revenue engaged in higher value transactions, in M&As in concen-
trated industries, and in deals with counterparts with larger size differences. Additionally,
the marginal effects of tax revenue on the acquisition leading to new majority ownership are
statistically significant and negative under democratic institutions (column 5): Thus, before
Erdogan’s presidency, firms with higher tax payments were less likely to make acquisitions
to gain new majority ownership. Taken together the results help corroborate the idea that
antitrust authorities scrutinized M&As from firms that are important sources of tax revenue
less, as Turkey became more authoritarian. The results are consistent with politicians fore-
going the benefits of market competition in exchange for tax revenue in countries with less
representative political institutions.

Table 4 presents the results for antitrust investigations. The level of analysis is the
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Figure 6: Marginal effects of corporate tax revenue from Table 3
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Table 3: Corporate tax revenue and M&As

(1) (2) (3) (4) () (6)

Log tax 1N bl 0022 -.0046  .028%F*  3.93%**
(.32)  (.039)  (.0028) (.0091) (.0074) (1.34)
Log tax x autocracy score .024  .015%** 00034  .0024** .0018** .30
(.032) (.0046) (.00031) (.0010) (.00083) (.20)
Log profits -58 .33k _0033  .034%** 0078 @ -13.8%**
(.45)  (.057)  (.0038)  (.013) (.010) (1.50)
Log number of employees -.40 A3 .0063 .0063 .00060 15
(44)  (.060)  (.0042) (.014)  (.011)  (1.65)
Constant 8.93  5.46***  -.012 -.29 T.87FFK 95 GHHH
(14.7)  (.82) (.055) (.18) (.15) (32.8)
Number Obs. 1,535 903 982 982 982 167
Year fixed effects yes yes yes yes yes yes
Industry fixed effects yes yes yes yes yes yes

Standard errors in parentheses: * p < 0.05, ** p < 0.01, *** p < 0.001. In column (1), the data is run at the
firm-level and the dependent variable is the number of M&As. In all other columns, the data is at the
M&A deal-level, and the dependent variables by column are: (2) the deal size, (3) a dummy indicating that
the acquirer and target are in the same industry, (4) a dummy indicating that the deal was an acquisition
leading to a new majority owner, (5) the average industrial concentration of the acquirer and target, and
(6) the operating revenue of the acquirer minus the target, squared.

industry-year level. While the coefficient for tax revenue is negatively correlated with inves-
tigations, this association does not reach statistical significance. However, the interaction
effect is statistically significant and in the expected direction, and its significance persists
even after controlling for industrial concentration. This pattern is consistent with tax revenue
preventing Turkey’s authorities from investigating specific firms. Additionally, the positive
association between concentration and investigations suggests that at least on-average the
investigations are being pursued for competitive purposes. To further explore this relation-
ship, we graph the marginal effects of corporate tax revenue on competition cases in Figure 7.
The marginal effect of tax revenue becomes statistically significant when the authoritarianism
score exceeds 1. This implies that as Turkey’s political institutions grew more authoritarian,
authorities were less inclined to investigate industries that generated higher tax revenues.

Taken together, the results suggest that Turkey’s authority is neither entirely politicized nor
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Table 4: Corporate tax revenue and competition cases

(1)

(2)

Log tax - 17 -.25
(.37) (.37)
Log tax x autocracy score -.070*** - Q77%**
(.025) (.026)
Log profits -.60 -.88
(.62) (.64)
Log number of employees -.080 -.22
(.34) (.35)
Log concentration 1.21%
(.70)
Constant 8.47* 3.30
(4.48) (5.37)
Number Obs. 347 347
Year fixed effects yes yes
Industry fixed effects yes yes

Standard errors in parentheses: * p < 0.05, ** p < 0.01, *** p < 0.001. The dependent variable is the
number of competition investigations in each industry-year. Tax, profit, and employee variables are
industry averages.

entirely motivated by programmatic objectives: Turkey pursues cases on-average in more
concentrated industries. At the same time, it is less likely to investigate firms that provide
important sources of tax revenue, and this pattern has become more pronounced as Turkey

became more authoritarian.
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Figure 7: Marginal effects of corporate tax revenue on cases from Table 4, Column 2
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Conclusion

We argue here that governments are willing to accept lower levels of market competition for
firms that provide more important revenue sources. We further argue that this pattern is
more pronounced in countries with less representative political institutions, as they plausibly
have a greater ability to ignore consumer interests and to intervene in the market in ways
that reward their political supporters.

We report three sets of evidence that are consistent with the theory. First, drawing
on firm-level datasets across countries and over time, we show that increases in tax revenue
are associated with firms operating in more concentrated industries and with larger firms
— in non-democratic contexts. Second, drawing on data from Turkey, we show that tax
revenue is associated with more M&As, with larger M&As, and with M&As that increase

concentration, when Turkey became more authoritarian. Third, we report that Turkish
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regulators became less likely to investigate industries that are important sources of tax
revenue, as it became more authoritarian. Although merely correlational, these findings are
consistent with weaker antitrust and less competition for firms that provide more tax revenue
in authoritarian countries.

The results suggest several avenues for future research. First, we stress the need for
increased research into the political incentives for antitrust and the broader context in which
antitrust policy is made. For example, antitrust was created not only to ensure free and fair
markets but also to ensure the persistence of democratic institutions (Wu, 2018). Because
large firms operating in concentrated industries have more political influence (Olson, 1965;
Hart, 2003; Bombardini, 2008; Osgood, 2018), the risk that firm pressures will dominate
politics increases as firms grow. Understanding when politicians will respond to market
concentration with increased antitrust emerges as an important question for predicting the
durability of political institutions. While some scholars are not optimistic that regulators will
be able to wrest political control away from concentrated special interests (Zingales, 2017;
Callander, Foarta and Sugaya, 2022, 2024), others expect strengthened antitrust enforcement
when it is most needed (Hofstadter, 1964).

Second, revenue considerations are relevant in many policy areas, including antitrust.
To the extent that antitrust is studied in political science, we often consider antitrust from
the standpoint of competitive markets versus targeted benefits for politically connected firms
(Weymouth, 2016). Antitrust also has important revenue effects. Although declining in im-
portance as a share of total revenue, corporate revenue remains an important revenue source,
particularly as governments seek to restore lost revenues from international tax competition
(Arel-Bundock, 2017) and trade liberalization (Queralt, 2015; Bastiaens and Rudra, 2016;
Betz and Pond, 2023a). Because market competition may reduce firm profits, it can also
undermine revenue collection from corporate taxation. We thus join a broader movement

to incorporate revenue considerations into models of policy choice in diverse areas (Flores
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and Nooruddin, 2016). The paper also has implications for the literature on the ‘middle
income trap’ (Doner and Schneider, 2016; Goenaga and Hanson, 2024). If a country’s inabil-
ity to grow out of middle income is caused by economic favoritism and limited competition
(Acharya, Haber and Lee, 2024), the revenue costs of competitive markets discussed here
may further reinforce the trap.

Third, the paper uncovers how the absence of competition allows some firms to grow
larger, to earn elevated profits, and to provide larger transfers to the government. However,
we do not have clear expectations about which firms receive these benefits. A large literature
on political connections would suggest that connected firms may be more likely to receive
these benefits (Fisman, 2001; Earle and Gehlbach, 2015; Markgraf and Rosas, 2019; Resimic,
2021; Betz and Pond, 2023b). At the same time, the literature on asset mobility suggests
that firms may gain influence from their characteristics (Bates and Lien, 1985; Oatley, 1999;
Boix, 2003; Kerner and Lawrence, 2014; Pond and Zafeiridou, 2020; Johns and Wellhausen,
2020), and providing revenue may be a lever for gaining political influence — separate from
political connections. We leave to future research considerations about which firms receive
preferential treatment and the extent to which firms can gain influence from revenue.

Finally, we joined others in arguing that democratic governments value public goods
like consumer welfare more highly than authoritarian governments (Mansfield, Milner and
Rosendorff, 2000; Lake and Baum, 2001; Bueno de Mesquita et al., 2003; Baker, 2005). Re-
cent evidence has brought this claim into question (Betz and Pond, 2019), especially as
individual consumer costs are small and spread throughout the population and citizens are
unlikely to vote on consumer costs alone (Guisinger, 2009; Naoi and Kume, 2011; Bearce and
Moya, 2020). Moreover, firm influence is likely to counter consumer influence, and demo-
cratic governments provide firms with many avenues of political influence (Ehrlich, 2011;
Bearce and Roosevelt, 2022). Indeed, citizens in democracy value outcomes like jobs beyond

consumer welfare (Short, 2022), and authoritarian governments value consumer welfare, as
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consumption affects protest behavior (Ballard-Rosa, 2016). Consistent with this latter ar-
gument, antitrust policy has targeted price increases of outward facing consumer goods in
Russia and China (Avdasheva and Shastitko, 2011; Zhang, 2021). Understanding how po-
litical institutions affect consumer and producer influence, especially in the face of inflation

and price instability, remains a pressing question for political scientists.

34



References

Acharya, Avidit, Stephen Haber and Alexander Lee. 2024. “The Political Economy of
Middle Income.” Working Paper .
URL: https:/ /www.rochester.edu,/ college /faculty/alexander _lee/wp-
content/uploads/2024,/09/Middle_ Income-7.pdf

Arel-Bundock, Vincent. 2017. “The unintended consequences of bilateralism: treaty shopping

and international tax policy.” International Organization 71:349-371.

Arslan, Melike. 2021. Unruling Markets: How the Fight Against Monopolies Derailed Glob-

ally Dissertation Northwestern University Evanston, IL: .

Arslan, Melike. 2022. “Legal diffusion as protectionism: the case of the U.S. promotion of

antitrust laws.” Review of International Political Economy 30(6):2285-2308.

Avdasheva, Svetlana and Andrei Shastitko. 2011. “Russian anti-trust policy: power of en-

forcement versus quality of rules.” Post-Communist Economies 23(4):493-505.

Baker, Andy. 2005. “Who Wants to Globalize? Consumer Tastes and Labor Markets in a

Theory of Trade Policy Beliefs.” American Journal of Political Science 49(4):924-938.

Ballard-Rosa, Cameron. 2016. “Hungry for Change: Food Imports, Urban Bias, and the
Political Economy of Debt Default in Autocracies.” International Organization 70(2):313—
346.

Basinger, Scott J. and Mark Hallerberg. 2004. “Remodeling the Competition for Capital:
How Domestic Politics Erases the Race to the Bottom.” American Political Science Review

98(2):261-276.

Bastiaens, Ida and Nita Rudra. 2016. “Trade liberalization and the challenges of revenue

35



mobilization: can international financial institutions make a difference?” Review of Inter-

national Political Economy 23(2):261-289.

Bates, Robert and Donald Lien. 1985. “A Note on Taxation, Development and Representative

Government.” Politics and Society 14(1):53-70.

Bearce, David H. and Magan Roosevelt. 2022. “Firm Lobbying by Political Regime: Can it
Explain Trade and Currency Policy Differences?” Political Science Research and Methods

Forthcoming.

Bearce, David H. and Samantha L. Moya. 2020. “Why is the mass public not more sup-
portive of free trade? Evidence from the United States.” International Studies Quarterly

64(2):380-391.

Beazer, Quintin H. and Daniel J. Blake. 2018. “The Conditional Nature of Political Risk:
How Home Institutions Influence the Location of Foreign Direct Investment.” American

Journal of Political Science 62(2):470-485.

Betz, Timm. 2017. “Trading Interests: Domestic Institutions, International Negotiations,

and the Politics of Trade.” Journal of Politics 79(4).

Betz, Timm and Amy Pond. 2019. “The Absence of Consumer Interests in Trade Policy.”

Journal of Politics 81(2):585-600.

Betz, Timm and Amy Pond. 2023a. “Governments as Borrowers and Regulators.” Review of

International Organizations Forthcoming.

Betz, Timm and Amy Pond. 2023b. “Politically Connected Owners.” Comparative Political
Studies 56(4):561-595.

Betz, Timm, Amy Pond and Weiwen Yin. 2021. “Investment Agreements and the Fragmen-

tation of Firms across Countries.” Review of International Organization 16:755-791.

36



Bodea, Cristina and Masaaki Higashijima. 2017. “Central Bank Independence and Fiscal
Policy: Can the Central Bank Restrain Deficit Spending?” British Journal of Political

Science 47(1):47-70.

Boix, Carles. 2003. Democracy and Redistribution. Cambridge, U.K.: Cambridge University

Press.

Bombardini, Matilde. 2008. “Firm heterogeneity and lobby participation.” Journal of Inter-
national Economics 75:329-348.

Bradford, Anu, Adam S. Chilton, Christopher Megaw and Nathaniel Sokol. 2019. “Competi-
tion Law Gone Global: Introducing the Comparative Competition Law and Enforcement

Datasets.” Journal of Empirical Legal Studies 16(2):411-443.

Bueno de Mesquita, Bruce, Alastair Smith, Randolph M. Siverson and James D. Morrow.
2003. The Logic of Political Survival. Cambridge, M.A.: MIT Press.

Bueno de Mesquita, Bruce, James D. Morrow, Randolph M. Siverson and Alastair Smith.
2002. “Political Institutions, Policy Choice and the Survival of Leaders.” British Journal

of Political Science 32(4):559-590.

Callander, Steven, Dana Foarta and Takuo Sugaya. 2022. “Market Competition and Political

Influence: An Integrated Approach.” Econometrica 90(6):2723-53.

Callander, Steven, Dana Foarta and Takuo Sugaya. 2024. “The Dynamics of a Policy Out-
come: Market Response and Bureaucratic Enforcement of a Policy Change.” American

Journal of Political Science Forthcoming.

URL: https://onlinelibrary.wiley.com/doi/abs/10.1111/ajps. 1278/

Calomiris, Charles W. and Stephen H. Haber. 2014. Fragile by Design: The Political Origins

of Banking Crisis and Scarce Credit. Princeton, N.J.: Princeton University Press.

37



Carey, John M. and Mathew Soberg Shugart. 1995. “Incentives to Cultivate a Personal Vote:

a Rank Ordering of Electoral Formulas.” Electoral Studies 14(4):417-439.

Cory, Jared, Michael Lerner and Iain Osgood. 2021. “Supply Chain Linkages and the Ex-

tended Carbon Coalition.” American Journal of Political Science 65(1):69-87.

Doner, Richard F. and Ben Ross Schneider. 2016. “The Middle-Income Trap.” World Politics
68(4):608-644.

Dove, John A. 2014. “Antitrust enforcement by state attorneys general: institutional, legal

and political considerations.” Business and Politics 16(2):291-312.

Earle, John S. and Scott Gehlbach. 2015. “The Productivity Consequences of Political
Turnover: Firm-Level Evidence from Ukraine’s Orange Revolution.” American Journal of

Political Science 59(3):708-723.

Ehrlich, Sean D. 2011. Access Points: An Institutional Theory of Policy Bias and Policy

Complezity. Oxford, U.K.: Oxford University Press.

Faith, Roger L., Ronald R. Leavens and Robert D. Tollison. 1982. “The Antitrust Pork
Barrel.” The Journal of Law and Economics 15:329-342.

Fisman, Raymond. 2001. “Estimating the Value of Political Connections.” American Eco-

nomic Review 91(4):1095-1102.

Flores, Thomas Edward and Irfan Nooruddin. 2016. FElections in Hard Times: Building

Stronger Democracies in the 21st Century. Cambridge, U.K.: Cambridge University Press.

Foster, Chase. 2021. “Varieties of neoliberalism: courts, competition paradigms and the
Atlantic divide in anti-trust.” Socio-Economic Review 20(4):1653-1678.

URAL: https://doi.org/10.1093/ser/mwab050

38



Foster, Chase. 2022. “The Politics of Global Regulatory Enforcement: Evidence from Cartel
Prosecutions Involving Foreign Firms.” Working Paper August:1-50.

URL: https://www.chasefoster.com/ _files/ugd/892¢c68 1d782d8e5eff}8c09a8a8397953b938. pdf

Foster, Chase and Kathleen Thelen. 2024. “Coordination Rights, Competition Law and

Varieties of Capitalism.” Comparative Political Studies Forthcoming.

Franzese, Robert J. and Jude C. Hays. 2008. “Interdependence in Comparative Politics:

Substance, Theory, Empirics, Substance.” Comparative Political Studies 41(4/5):742-780.

Garrett, Geoffrey and Peter Lange. 1999. “Political responses to interdependence: what’s

“left” for the left?” International Organization 45(4):539-564.

Goenaga, Agustin and Jonathan Hanson. 2024. “State Capacity, Economic Complexity, and

the Middle Income Trap.” Working Paper Presented at the annual meeting of APSA:1-41.

Guisinger, Alexandra. 2009. “Determining Trade Policy: Do Voters Hold Politicians Ac-

countable?” International Organization 63(3):533-557.

Gulotty, Robert. 2020. Narrowing the Channel: The Politics of Regulatory Protection in

International Trade. Chicago, IL: University of Chicago Press.

Hadenius, Axel and Jan Teorell. 2007. “Pathway from Authoritarianism.” Journal of Democ-

racy 18(1):143-157.

Hart, David M. 2003. “Political Representation in Concentrated Industries: Revisiting the

“Olsonian Hypothesis”.” Business and Politics 5(3):261-286.
Hofstadter, Richard. 1964. “Antitrust in America.” Commentary 38(2):47-53.

Hylton, Keith N. and Haizhen Lin. 2010. “Optimal Antitrust Enforcement, Dynamic Com-

petition, and Changing Economic Conditions.” Antitrust Law Journal 77(1):247-276.

39



Johns, Leslie and Rachel L. Wellhausen. 2020. “The price of doing business: Why replaceable

foreign firms get worse government treatment.” Economics € Politics 33:209-243.

Kerner, Andrew and Jane Lawrence. 2014. “What’s the Risk? Bilateral Investment Treaties,
Political Risk and Fixed Capital Accumulation.” British Journal of Political Science
44(1):107-121.

Kim, In Song. 2017. “Political Cleavages within Industry: Firm-level Lobbying for Trade

Liberalization.” American Political Science Review 111(1):1-20.

Kono, Daniel Y. 2006. “Optimal Obfuscation: Democracy and Trade Policy Transparency.”
American Political Science Review 100(3):369-384.

Koop, Christel and Chris Hanretty. 2018. “Political Independence, Accountability, and the

Quality of Regulatory Decision-Making.” Comparative Political Studies 51(1):38-75.

Koop, Christel and Jacint Jordana. 2022. Handbook of Regulatory Authorities. Northampton,
MA: Edward Elgar Publishing Company chapter Chapter 14: Regulatory independence

and the quality of regulation.

Koop, Christel and Philip Kessler. 2021. “Keeping control of regulation? Domestic con-
straints on the creation of independent authorities in emerging and developing economies.”

Governance 34(2):545-564.

Lake, David A. and Matthew A. Baum. 2001. “The Invisible Hand of Democracy: Political

Control and the Provision of Public Services.” Comparative Political Studies 34(6):587—-621.
Levi, Margaret. 1988. Of rule and revenue. Berkeley: University of California Press.

Mansfield, Edward D., Helen V. Milner and B. Peter Rosendorff. 2000. “Free to Trade:
Democracies, Autocracies, and International Trade.” The American Political Science Re-

view 94(2):305-321.

40



Markgraf, Jonas and Guillermo Rosas. 2019. “On Board with Banks: Do Banking Connec-

tions Help Politicians Win Elections?” Journal of Politics 81(4):1-48.

Marshall, Monty G., Keith Jaggers and Ted Robert Gurr. 2017. Polity IV Project: Political
Regime Characteristics and Transitions 1800-2016. Dataset.

URL: http://www.systemicpeace.org/inscrdata.html

Menaldo, Victor. 2016. “The Fiscal Roots of Financial Underdevelopment.” American Jour-

nal of Political Science 60(2):456-471.

Menon, Anil and Tain Osgood. 2024. “The Wrong Winners: Anti-Corporate Animus and

Attitudes Towards Trade.” British Journal of Political Science Forthcoming:1-18.

Mitton, Todd. 2008. “Institutions and concentration.” Journal of Development Economics

86:367-394.

Naoi, Megumi and Tkuo Kume. 2011. “Explaining Mass Support for Agricultural Protec-
tionism: Evidence from a Survey Experiment During the Global Recession.” International

Organization 65(4):771-795.

Nielson, Daniel L. 2003. “Supplying Trade Reform: Political Institutions and Liberaliza-
tion in Middle-Income Presidential Democracies.” American Journal of Political Science

47(3):470-491.

North, Douglass C. and Barry Weingast. 1989. “Constitutions and Commitment: The Evo-
lution of Institutions Governing Public Choice in Seventeenth-Century England.” Journal

of Economic History 49(4):803-832.

Nunn, Nathan. 2007. “Relationship-Specificity, Incomplete Contracts, and the Pattern of

Trade.” The Quarterly Journal of Economics pp. 569-600.

41



Oatley, Thomas. 1999. “How Constraining is Capital Mobility? The Partisan Hypothesis in

an Open Economy.” American Journal of Political Science 43(4):1003-1027.

Olson, Mancur. 1965. The Logic of Collective Action; Public Goods and the Theory of Groups.

Cambridge, M.A.: Harvard University Press.

Osgood, lain. 2018. “Globalizing the Supply Chain: Firm and Industrial Support for US

Trade Agreements.” International Organization 72:455—484.

Perlman, Rebecca L. 2019. “For Safety or Profit? How Science Serves the Strategic Interests

of Private Actors.” American Journal of Political Science Forthcoming:1-16.

Perotti, Enrico and Paolo F. Volpin. 2004. “Lobbying on Entry.” Tinbergen Institute Discus-
sion Paper 04-088/2:1-43.

Philippon, Thomas. 2019. The Great Reversal: How America Gave Up on Free Markets.

Cambridge, M.A.: Harvard University Press.

Pond, Amy and Christina Zafeiridou. 2020. “The Political Importance of Financial Perfor-

mance.” American Journal of Political Science 64(1):152-168.

Queralt, Didac. 2015. “From Mercantilism to Free Trade: A History of Fiscal Capacity

Building.” Quarterly Journal of Political Science 10(2):221-273.

Resimic, Milos. 2021. “Network Ties and the Politics of Renationalization: Embeddedness,
Political-Business Relations, and Renationalization in Post-Milosevic Serbia.” Comparative

Political Studies 54(1):179-209.

Ro, Hyeon-Young. 2021. “Disguised Protectionism: Competition Laws and National Security
Policies as Barriers to Cross-border M&As.” Working Paper August:1-33.
URAL: https://hyeonyoungro.github.io/assets/pdf/Disquised-Protectionism_ Ro.pdf

42



Schultz, Kenneth A. and Barry R. Weingast. 2003. “The Democratic Advantage: Institutional

Foundations of Financial Power in International Competition.” International Organization

57(1):3-42.

Short,  Nicholas. 2022. “Antitrust Reform in Political Perspective: A
Constructive  Critique  for the Neo-Brandeisians.”  Working  Paper,  avail-
able at https://scholar.harvard.edu/files /nickshort/files /nick_short -

_antitrust_reform__in_ political _perspective.pdf pp. 1-41.

Swank, Duane. 2006. “Tax Policy in an Era of Internationalization: Explaining the Spread

of Neoliberalism.” International Organization 60(4):847-882.

Thelen, Kathleen. 2025. Attention Shoppers: American Retail Capitalism and the Rise of

the Amazon Economy. Princeton, N.J.: Princeton University Press.

Wahman, Michael, Jan Teorell and Axel Hadenius. 2013. “Authoritarian Regime Types
Revisited: Updated Data in Comparative Perspective.” Contemporary Politics 19(1):19-
34.

Weymouth, Stephen. 2012. “Firm Lobbying and Influence in Developing Countries: A Mul-

tilevel Approach.” Business and Politics 14(4):1-26.

Weymouth, Stephen. 2016. “Competition Politics: Interest Groups, Democracy, and An-

titrust Reform in Developing Countries.” The Antitrust Bulletin 61(2):296-316.

Whitman, James Q. 2007. “Consumerism versus Producerism: A Study in Comparative

Law.” Yale Law Journal 117(3):340-406.

Wu, Tim. 2018. The Curse of Bigness: Antitrust in the New Gilded Age. New York, N.Y.:

Columbia Global Reports.

43



Zhang, Angela Huyue. 2021. Chinese Antitrust Exceptionalism: How the Rise of China

Challenges Global Regulation. Oxford, U.K.: Oxford University Press.

Zhang, Angela Huyue. 2022. “Agility Over Stability: China’s Great Reversal in Regulating

the Platform Economy.” Harvard International Law Journal 63(457):1-60.

Zingales, Luigi. 2017. “Towards a Political Theory of the Firm.” Journal of Economic Per-
spectives 31(3):113-130.

44



Appendix

The following descriptive statistics and robustness checks are reported below for the cross-
national data.

1. Table A.1 reports the Summary Statistics for the variables used in Table 1.

2. Table A.2 reports results from the main model with errors clustered at the 4-digit
industry level.

3. Table A.3 replicates the main results using a dichotomous measure of democracy.

4. Table A.4 replicates the main results using a categorical measure of different types of
autocracy. We use the measurement of autocratic regime types from Hadenius and
Teorell (2007); Wahman, Teorell and Hadenius (2013). Democracy is the excluded
category. Multi-party regime shows consistent findings with our expectations: An in-
crease in corporate tax revenue in multi-party regime is associated with higher levels
of industrial concentration and firm size than democracy. On the contrary, corporate
tax revenue is negatively associated with industrial concentration in military regime,
and negatively correlates with firm size in one-party autocracy. The interaction re-
sults for anti-monopoly index achieve statistical significance in the model without the
country-level control variables with the expected direction.

5. Table A.5 reports results from the analysis using cross-national data and national
measures of competition policy. In columns (1) through (3), the dependent variable is
the EAP measure of perceptions of anti-monopoly index, and the tax variable captures
de facto (realized) tax revenue from the World Bank WDI. In columns (4) through (6),
the dependent variable is the competition law measure, and the tax variable captures
de jure (legal) tax rates from KPMG.

The following descriptive statistics are reported below for the data from Turkey.

1. Table A.6 reports the Summary Statistics for the variables used in column 1 of Table

3.

2. Table A.7 reports the Summary Statistics for the variables used in columns 2 to 5 of
Table 3.

3. Table A.8 reports the Summary Statistics for the variables used in Table 4.
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Table A.1: Summary statistics

Variable Obs Mean  Std. Dev. Min  Max
Year 22774046 2009.65 5.83 1980 2017
Log HHI 22774046 4.9 1.22 2.02  10.98
Log total assets 22760676  13.53 2.72 0 28.61
Log tax 22774046 9.09 2.79 0 25.09
Autocracy score 22774046  -8.59 2.62 -10 10
Profit margin 22774046 6.85 17.62 -100 100
Log number employees 22774046 2.4 1.71 0 20.29
State capacity 22639203 .66 .19 .19 1
Log GDP 22730297  27.56 1.34 21.14 30.78
GDP per capita 22730297  10.2 .39 6.19 11.77
Growth 22742870 1.77 2.98 -30.15 33.74
Unemployment 22721593 8.1 4.1 A2 37.25
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Table A.2: Taxation and competition, errors clustered at 4-digit industry level

Concentration Firm Size
(1) (2) (3) (4)
Log tax .0042* .0023 HOFH* HOFH*

(0022)  (.0020)  (.012)  (.012)
Log tax x autocracy score .00062*** .00037*  .021%** 02717
(.00024)  (.00021)  (.0011)  (.0011)

Autocracy score -.012 -.012 - 16%F* - 167
(.014) (.012) (.010) (.012)
State capacity .093 3Gk
(.13) (.065)
Log GDP -.088 1.88%**
(.20) (.12)
GDP per capita -.024 -1.26%%*
(.19) (.12)
Growth .0046** 0167+
(.0020) (.0013)
Unemployment .0020 010%**
(.0020) (.0012)
Profit margin -.000083  -.000098  -.0055%** - 0055%**
(.000089)  (.000089) (.00045)  (.00045)
Log number of employees .0016 .00094 HYFHE HYFE
(.0011)  (.0011)  (.014) (.014)
Constant 11.2%%* 12,47 5.30%F*  _27.6%**
(.11) (3.22) (.14) (1.86)
Number Obs. 22774046 22587047 22760676 22573764
Number Countries 127 111 127 111
Year Dummies yes yes yes yes
Country Dummies yes yes yes yes
Industry Fixed Effects yes yes yes yes

Robust standard errors in parentheses, clustered by 4-digit NACE industry code: * p < 0.05, ** p < 0.01,
*** p < 0.001. In columns (1) and (2), the dependent variable is log industrial concentration (Herfindahl
Index), at the 4-digit level. In (3) and (4), the dependent variable is log firm size (total assets).
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Table A.3: Taxation and competition, dichotomous measure of autocracy

Concentration Firm Size
(1) (2) (3) (4)
Log tax -.0019*** - 0015%**  3gHH* 3-HAH
(.00053)  (.00043) (.031) (.031)
Log tax x autocracy dummy .0047***  .0032%** L9 L9
(.00060)  (.00080) (.027) (.027)
Autocracy dummy - 15HHk S 10%HE 141 ] 48
(.032) (.040) (.20) (.26)
State capacity .060 .35
(.14) (.26)
Log GDP -.060 1.94%%*
(.22) (.65)
GDP per capita -.0074 -1.33%*
(.20) (.53)
Growth .0038** 013
(.0017) (.0081)
Unemployment .0022 .0085*
(.0018) (.0050)
Profit margin -.000071  -.000088* -.0053%**  -.0053***
(.000053)  (.000052)  (.0019) (.0019)
Log number of employees .0015%* .0010 HYFE Y
(.00076)  (.00066) (.032) (.032)
Constant 11.3%%* 11. 7%+ 7.017%%* -26.5%*
(.030) (3.52) (.28) (10.6)
Number Obs. 22774046 22587047 22760676 22573764
Number Countries 127 111 127 111
Year Dummies yes yes yes yes
Country Dummies yes yes yes yes
Industry Fixed Effects yes yes yes yes

Robust standard errors in parentheses, clustered by 4-digit NACE industry code: * p < 0.05, ** p < 0.01,
*** p < 0.001. In columns (1) and (2), the dependent variable is log industrial concentration (Herfindahl
Index), at the 4-digit level. In (3) and (4), the dependent variable is log firm size (total assets).
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Table A.4: Taxation and competition, categorical measures of different types of autocracy

Concentration Firm Size
(1) (2) (3) (4)
Log tax -.0024%F% - 0018** 36K 367K
(.00083)  (.00081)  (.030)  (.030)
Log tax x Military -.0036 -.0047* 041%* .044%*
(0022)  (.0027)  (.024)  (.023)
Log tax x One-party .00038 .00012 -.055% -.057*
(.0034)  (.0037)  (.031)  (.032)
Log tax x Multi-party .0031#%* .0016* TR TR
(.00063)  (.00090) (.021) (.021)
Log tax x Other -.018*** - (18%F* -.015 -.014
(.0033)  (.0031)  (.022)  (.023)
Military L0k R -.33 -.31
(013)  (.014) (.37) (.42)
One-party Riiooe 0 1.05%* 0
(12) () (-48) ()
Multi-party -.00024 -.017 ~1.35%Kx ] 3%k
(030)  (.029) (.18) (.18)
Other 45K o 61%F 68+
(.060)  (.061) (.24) (.26)
State capacity 12 B Riooa
(.12) (.19)
Log GDP _.16 2.08##*
(.26) (.54)
GDP per capita .029 -1.44%%*
(.26) (.53)
Growth .0036** .0058
(.0015) (.0062)
Unemployment .0021 .0062
(.0023) (.0055)
Profit margin -.000029  -.000049  -.0049*%*  -.0049**

(.000079) (.000076)  (.0022)  (.0022)
Log number of employees .0026***  .0019** BT BTHFFF
(00094)  (.00096)  (.033)  (.033)

Constant 11.6%** 13.8%** 7 19%** 28 g*Hk
(.047) (3.95) (.27) (8.20)
Number Obs. 17090197 16915629 17083634 16909109
Number Countries 137 113 137 113
Year Dummies yes yes yes yes
Country Dummies yes yes yes yes
Industry Fixed Effects yes yes yes yes

Robust standard errors in parentheses, clustered by country: * p < 0.05, ** p < 0.01, *** p < 0.001. In
columns (1) and (2), the dependent variable is log inziiglstrial concentration (Herfindahl Index), at the
4-digit level. In (3) and (4), the dependent variable is log firm size (total assets).



Table A.5: Taxation and competition, cross-national measures of competition policy

Anti-monopoly Competition Law
0 ® 6@ 6 (6)
Corporate tax x autocracy score -.0040*** -.0023*** .00030  -.00040 -.00012 -.00078***
(.0010)  (.00076) (.00071) (.00037) (.00040)  (.00026)
Corporate tax, actual -.016** -.0049 .0086
(.0071) (.0060) (.0061)
Corporate tax, legal -.0025 -.0051  -.0047***
(.0035)  (.0034)  (.0017)
Autocracy score .029* .037HH* 012 -.0092 -.014 015
(017)  (011)  (.025)  (.013)  (.014)  (.0096)
State capacity 3.33%** 1.19 044 097
(.22) (.79) (.20) (.17)
Log GDP 064** 1.48%** 047HH* .098
(029)  (.35) (018)  (.072)
GDP per capita -.073 -.65 .0100 017
(.050) (41) (.040) (.11)
Growth .0049%* .0038* -.0065 -.00077
(.0029)  (.0019) (.0053)  (.0011)
Unemployment -.0010 -.019%* -.00040 .00016
(012)  (.0093) (.0061)  (.0031)
Constant 3.99%** 1.24%* S2R. Q%K KK -.74 -2.13
(.15) (65)  (6.19)  (12)  (.56) (1.72)
Number Obs. 1,457 1,254 1,254 e 731 731
Number Countries 141 121 121 100 93 93
Year Dummies yes yes yes yes yes yes
Country Dummies no no yes no no yes

Robust standard errors in parentheses, clustered by country: * p < 0.05, ** p < 0.01, *** p < 0.001. The
analysis is at the country level. In columns (1) through (3), the dependent variable is the EAP
Anti-monopoly Policy Score. In columns (4) through (6), the dependent variable is the Comparative
Competition Law Index (Bradford et al., 2019).

Table A.6: Summary statistics

Variable Obs  Mean Std. Dev. Min Max
Year 1535 2014.18 2.55 2010 2018
Number of M&A deals 1535 1.44 14.49 0 450
Log tax 1535  6.91 2.22 -1.33  13.18
Autocracy score 1535 -2.79 5.5 -9 4
Log profits 1535 9.82 2.09 b2 1548
Log number of employees 1535 5.86 1.95 0 10.53
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Table A.7: Summary statistics

Variable Obs Mean Std. Dev. Min  Max
Year 982 2014.14 2.52 2010 2018
Deal size 903 7.75 2.13 - 11 14.53
Deal in the same industry 982 .01 12 1
Acquisition for a new onwership 982 23 42 1
Average industrial concentration 982 7.44 1 5.24 9.2
Average size difference (squared) 167  24.5 33.01 156.04
Log tax 982 6.44 2.69 -69 13.16
Autocracy score 982  -3.16 5.49 -9 4
Log profits 982 9.24 2.41 1.57  15.48
Log number of employees 982 5.43 2.32 10.53
Table A.8: Summary statistics
Variable Obs Mean Std. Dev. Min Max

Year 347  2013.48 2.27 2010 2017

Competition investigation 347 2.41 5.23 0 48

Log tax 347 5.45 1.66 1.07 11.07

Autocracy score 347  -4.08 5.14 -9 4

Log profits 347 8.77 1.31 6.31 13.35

Log number of employees 347 6.3 1.67 1.79  9.42

Log concentration 347 6.73 1.23 3.85  9.21
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Model Appendix

Alternative model where the mechanism works through growth

We assume that the government’s utility function takes the following form,
U= (1- B)y(a) + Bv(a), (5)

where a is the government’s selection of antitrust policy. The government values aggregate
economic performance, y(a), but also the performance of politically connected firms, v(a). In
theory, antitrust policy grows the economy, as it facilitates firm entry, increases competition,
and allows more products to be produced.?* Consistent with this interpretation, the value
of the economy is positive and increasing in antitrust policy at a decreasing rate, y(a) > 0,
% > 0 and % < 0.% B € 0,1] is the government’s bias toward politically connected firms
relative to the overall economy. We assume that B is larger in autocracy where governments
value firms more than public goods like aggregate economic performance (Lake and Baum,
2001; Bueno de Mesquita et al., 2003).

We define the utility of politically connected firms in the following way, v(a) = (1 —
t)m(a), where 7(a) are their profits and ¢ is the tax rate. The profits of politically connected
firms, 7(a), are assumed to be part of (and thus smaller than) the total economy, m(a) €
(0,y(a)). We further assume that stronger antitrust policy harms those firms with political
connections, who can no longer be protected from competition and cannot be privileged
relative to other firms; accordingly, g_;r < 0. We also assume % < 0.

In sum, although the economy is harmed on-average by weak antitrust policies where
market competition is limited and profits are captured by relatively few firms, those firms
that have political connections are likely to benefit.

To capture the government’s need for revenue, we simply assume that the government
must maintain some level of services to remain in power, which requires a fixed amount of
revenue, R. Revenue comes from taxation, ¢ € [0,1],%° in the following way R = ty(a).

This is a decision theoretic model, where we explore the decision of the government over
both the level of antitrust policy, a, and the level of corporate taxation, . The government
selects these policies to maximize its utility, given that the revenue constraint is satisfied.

24In practice, antitrust policy could shrink the economy if it is implemented in a biased manner; theoret-
ically, we focus on welfare-enhancing antitrust.

25We can conceptualize the total economy as the activities of the politically connected firms, m(a), and
the politically unconnected firms. If so, we assume the benefits of antitrust policies for the unconnected
firms overwhelm the costs for connected firms.

26This functional form could be motivated by a simple game. For example it would follow if the political
opposition only supports the government as long as political transfers are at least as larger as their value
from supporting the opposition, R. In this case, R > ty(a). Because the government will not provide larger
transfers than necessary, R = ty(a) in equilibrium. The model abstracts from the negative effects of taxation
on investment and assumes that increases in the tax rate increase government revenue.

o2



Solution

In order to make the maximization problem easier, we plug the performance of politically
connected firms and the necessary level of taxation into the government’s objective function,
U= (1-B)y(a)+B(1— %)ﬂ(@). This simplifies the government’s problem: the government

selects antitrust policy, a, to maximize utility, yielding the following first order condition.?”

ou BRn| Oy R| Or

—=1|1-28 —+B|l—-—| —=0. 6

da { i yQ}anr [ y]aa )
Margin;lr benefit Margi;lral cost

The first term captures the marginal benefit of antitrust policy, both for economic growth and
for tax revenue, which is a function of economic growth (recall that % > 0). The second term
captures the marginal cost of antitrust policy, which harms politically-connected firms that
would benefit from limited competition and market power (g—g < 0). An interior solution
requires that the second order condition be less than zero, which is met given the above

assumptions about second derivatives.?® The associated level of taxation is:
= ——. (7)

Because the aggregate economy, y(a), is increasing in antitrust policy, a, the equilibrium
level of taxation, t*, decreases when antitrust policy is increased.

Insights

Consistent with existing findings, authoritarian governments have weaker antitrust regula-
tions than democratic governments (Weymouth, 2016), which provides our first result.

Proposition 2. As institutions become less representative, we observe weaker provision of
antitrust policy.

Proof. Reductions in representative institutions indicate an increase in B. The proof relies on
the implicit function theorem. The derivative of the first order condition is always negative:

ouz _ Rrm | Oy R| or o R Rr " .
= [—1 + F] 3.+ [1 — —} Sas as 5o <0, < 1, 2 < 1 The second order condition is

dadB y | Oa’
also negative. This results in an overall negative effect of less representative institutions on

the equilibrium level of antitrust policy. O

The lower level of antitrust regulation in autocracies also has implications for corporate
taxation. Because weaker antitrust policy reduces the size of the aggregate economy, the
government also receives smaller aggregate tax payments. For this reason and in order to

2TFor ease of notation, we suppress the argument of the functions,

(a), and simply write, 7 and y.
2
28500C is: %ZE =|1-B+ %} % — [B—JE,"} (%) + B [1 — %} %. All terms are negative.

Y
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nevertheless satisfy the revenue constraint, a reduction in antitrust policy enforcement must
be accompanied by an increase in the tax rate.

Proposition 3. As institutions become less representative, we observe increases in the tax
rate.

Proof. Because this reduction in antitrust also reduces the size of the economy (recall that
% > (), it must be accompanied by an increase in taxation to nevertheless meet the political
constraint (R = ty(a)). O
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