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Abstract 

 

This paper provides novel evidence that corporate political influence operates through 

renegotiations of existing government contracts. Using detailed data on contractual terms and 

renegotiations around sudden deaths and resignations of local politicians, the estimates show that 

politically connected firms initially bid low and successfully renegotiate contract amounts, 

deadlines, and incentives. The effects hold across different industries and contract types, enhance 

firm value, and persist around the exogenous increase in contract supply due to the American 

Recovery and Reinvestment Act. Overall, this paper establishes an unexplored link between 

political influence, ex post renegotiations, and ex ante bidding of government contracts. (JEL D72, 

H57, P16) 
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This paper studies detailed contractual agreements awarded by the U.S. federal government to the 

private sector. By tracing each contract from signing through all subsequent renegotiations, the 

estimates show that contract renegotiations account for the vast majority of the funds allocated 

through government contracts. In the sample, ex post renegotiations of existing contracts are 

responsible for the allocation of $1.9 trillion out of $2.3 trillion in total. 

Even more strikingly, political connections play a key role in contract renegotiations. 

Politically connected firms were three times more likely to successfully renegotiate for contract 

improvements after winning a contract. In fact, of the $1.9 trillion invested through contract 

renegotiations during the sample period, $1.4 trillion (about 76.5%) was allocated to politically 

connected firms. Politically connected firms also renegotiated for extensions in deadlines of 2.8 

years and increases of $588.7 billion in unmonitored funds, which were unaccompanied by 

restrictions, performance-based incentives, or penalties. In anticipation of successfully 

renegotiating contracts, connected firms submitted initial bids that were, on average, 5.4% lower 

than those of unconnected firms. These estimates provide first evidence on the crucial role that ex 

post contract renegotiations and ex ante bidding play in resource allocation and political economy, 

and highlight the importance of studying the renegotiation of government contracts. 

Contract renegotiations also play an important role in economic theory. A large body of 

work studies the implications of contract renegotiations for economic outcomes and optimal 

contract design.1 Despite the importance of contract renegotiations in theoretical work and their 

apparent empirical prominence, prior empirical work on government contracts, such as Goldman, 

Rocholl, and So (2013), Tahoun (2014), and Schoenherr (2019), has focused almost exclusively 

 
1 Examples include Hart and Tirole (1988), Fudenberg and Tirole (1990), Laffont and Tirole (1990), Edin and 

Hermalin (2000), Battaglini (2007), Plambeck and Taylor (2007), Evans and Reiche (2015), and Maestri (2017). 
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on initial contract allocations. Furthermore, there has been virtually no work on the role of contract 

renegotiations in corporate political influence. 

The purpose of this paper is to fill this gap by providing evidence on the link between 

political influence and firms’ bidding strategies and contract renegotiations. However, several 

empirical challenges make it difficult to obtain causal estimates on the role of corporate political 

influence in government contracts, renegotiations, and bidding. First, routine government contracts 

that directly affect firms are often difficult to observe and map to individual firms. Second, even 

if those contracts could be observed, it would be difficult to assess the role of renegotiations 

without considering the full set of contractual terms throughout the life of a contract, including 

renegotiated amounts, extensions, and built-in incentives. Third, firms’ political influence is 

nonrandom and hard to separate from confounding economic factors. 

We address these identification challenges by focusing on government procurement 

contracts. The focus on procurement contracts is motivated by several factors. First, these contracts 

capture substantial government spending: $426.8 billion a year on average, representing 76.9% of 

gross government investment. Second, this setting allows us to observe detailed information about 

the evolving terms of each contract throughout its life, including all renegotiated amounts, deadline 

extensions, and monitoring features. Third, each new contract and all subsequent changes can be 

directly linked to an individual firm and to a particular district or state of a local politician based 

on the contract’s place of performance. This setting therefore generates within-firm, within-

location, and through-time variation in government contract renegotiations that can be linked to 

changes in local political influence. 

We collect detailed data on procurement contracts between 2001 and 2012, which cover 

roughly $5.1 trillion in government spending. We augment these data with hand-collected 
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information on the signing date of each contract, going back to 1979. We hand-match the data to 

firms in Compustat, and identify 3,560 firms that received a total of $2.3 trillion in about 5.4 

million government contracts during the sample period. The size of the average initial contract is 

$0.1 million. About 10.9% of the contracts are renegotiated after signing for an average increase 

in contract amount of $0.8 million and an average deadline extension of 1.3 years. 

We measure corporate political influence using firms’ campaign contributions to a local 

political candidate from the district (House representative) or state (senator) in which each contract 

is performed. To separate the treatment effect of corporate political influence from confounding 

factors such as the selection of politically active firms, the analyses focus on within-firm and 

within-region variation in renegotiated contractual terms around the sudden death or resignation 

of a local politician. We hand-collect information on 50 such events and manually determine the 

reasons for each resignation using contemporaneous news articles.2 

This identification strategy holds constant the political connections of a firm within an 

election cycle and, conditional on being politically active, estimates the effect of losing a political 

connection. It relies on hand-matching firms’ contributions to local politicians and renegotiations 

of locally performed contracts. This approach provides a tight link between local political activity 

and contracts, holding constant firm-level and macroeconomic conditions. The focus on 

renegotiations of preexisting contracts at the same firm and the use of unexpected shocks to 

political connections mitigate concerns about selection on both political activity and government 

contracts. 

 
2 Appendix B provides details on two examples of unexpected resignations in our sample. Bill Janklow (Republican 

of South Dakota) was convicted of second-degree manslaughter and resigned on the day of his sentencing. Jay Inslee 

(Democrat of Washington) faced a difficult gubernatorial campaign and resigned to focus on the election race. 
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In the main analyses, we find that the likelihood of successfully renegotiating an existing 

contract for better terms drops by 5.2% following the death or unexpected resignation of the locally 

connected politician from the district or state where the contract is performed. These effects are 

economically substantial, representing a drop of 49.5% relative to the sample-wide likelihood of 

contract renegotiations of 10.5%. They also persist across a host of contractual terms. The 

likelihood of successfully renegotiating for an increased contract amount drops by 4.1%, whereas 

the likelihood of successfully renegotiating for an extension drops by 4.3%. Firms are also 

considerably less likely to obtain unmonitored funds that exclude performance-based incentives 

following the sudden departure of connected politicians. These effects are all highly statistically 

significant at the 1% level and hold after controlling for event-time fixed effects and firm-event-

region fixed effects. 

We conduct several robustness tests. First, we examine the dynamics of the difference-in-

differences treatment effects and show that they do not precede the unexpected loss of a political 

connection, consistent with the parallel trends assumption. Second, we show in triple-differences 

specifications that the effects are driven by the loss of political connections rather than local 

politicians. Third, we show that the findings hold across different industries, contract sizes, and 

event windows. 

In the analyses of the ex ante effects of contract renegotiations, we provide evidence that 

politically connected firms make lower initial bids (“underbid”). The estimates suggest that 

underbidding is 2.9% to 5.5% higher for politically connected firms. Furthermore, underbidding 

drops by 3.2% to 3.4% following the death or unexpected resignation of a politician. These results 

are highly statistically and economically significant, and continue to hold after including firm-

region, month, product, industry and contract-type fixed effects. 
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These findings indicate that politically connected firms submit low initial bids to win 

government contracts without sacrificing their overall payoffs. The low initial bids are offset by 

ex post renegotiations of contract amounts, deadlines, and monitoring. The findings highlight the 

dual role of political connections in winning government contracts ex ante and adjusting them ex 

post to extract additional resources. Importantly, low initial bids maintain the appearance of a 

competitive bidding process for government contracts, benefiting both firms and politicians. This 

evidence is consistent with the theoretical predictions that ex post renegotiations affect ex ante 

behavior (e.g., Dewatripont and Maskin 1990; Aghion, Dewatripont, and Rey 1994). 

To further isolate the causal effect of political influence, we exploit the exogenous increase 

in the supply of government contracts due to the American Recovery and Reinvestment Act of 

2009 (ARRA). This setting has several important features. First, the act provided a sizable stimulus 

package of $831 billion that was not anticipated by firms during the 2008 election cycle. Second, 

stimulus contracts were likely accompanied by little oversight, providing politicians with 

discretion over their allocation and design. Third, each stimulus contract is uniquely marked in our 

data set, unlike previous government interventions such as the Troubled Asset Relief Program 

(TARP). 

We find that connected firms were 2.7% more likely to successfully renegotiate for an 

increase in stimulus contract amounts and 1.9% more likely to successfully renegotiate for an 

extension. These results are consistent with the evidence on political favoritism in the allocation 

of bailout capital (e.g., Faccio, Masulis, and McConnell 2006; Duchin and Sosyura 2012) and 

provide direct evidence supporting the concerns of many macroeconomists that fiscal policy is 

implemented by political institutions and therefore influenced by political motives. 
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We provide several extensions. First, we investigate the channels through which firms’ 

connections to the legislative branch (Congress) affect procurement contracts, which are handled 

mostly by federal agencies and the executive branch. The evidence suggests that connections to 

Congress members serving on key budgetary and oversight committees play a particularly 

important role in the renegotiation of contracts. Second, we explore the role of political influence 

in the renegotiation of different contract types. We find that the effects hold across contract types, 

suggesting that they operate through channels that are unrelated to the ex ante design of contracts. 

Third, we consider the role of competition in contract renegotiations and political influence. We 

show that the effects of political connections are significantly weaker in more competitive 

contracts, suggesting that competition mitigates the role of political influence. Lastly, we 

investigate cross-sectional differences in the intensity of political activity and contract 

renegotiations. We find that firms with high historical levels of political activity or contract 

renegotiations experience substantially larger declines in contract renegotiations following the loss 

of political connections. 

In the final set of analyses, we study the relation between political influence, contract 

renegotiations, and firm value. First, we examine cumulative abnormal returns (CAR) around the 

sudden deaths or resignations of connected politicians. In the three-day window surrounding an 

unexpected loss of a political connection, the CAR is –68 basis points (bps) adjusted for the market 

model and –49 bps adjusted for the Fama-French three-factor model. Second, we investigate if the 

negative effect of lost political connections on firm value is more pronounced for firms that 

received greater government investments through contract renegotiations. We find that the CARs 

surrounding the sudden deaths or resignations of connected politicians are nearly twice as negative 

for firms that received more capital through contract renegotiations. Interpreted broadly, these 
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estimates imply that contract renegotiations are an important channel through which political 

influence affects firm value. 

Overall, the results in this article provide first evidence on the role of political influence in 

contract renegotiations and bidding. Political influence improves firms’ access to government 

investment through ex post renegotiations, thus increasing firm value and allowing firms to bid 

lower to win government contracts. The evidence also provides a novel explanation for prior 

findings that connected firms are more likely to win government contracts (e.g., Goldman, 

Rocholl, and So 2013; Tahoun 2014; Schoenherr 2019). This paper is also the first to study the 

role of political influence in contractual terms such as deadlines and incentives, thus providing 

evidence on channels that likely remain less detected by regulators. 

Our paper contributes to the literature on corporate political influence. Several studies find 

that firm value increases when firms establish political connections (Roberts 1990; Fisman 2001; 

Faccio 2006; Cooper, Gulen, and Ovtchinnikov 2010; Chen, Parsley, and Yang 2015; Akey 2015) 

and decreases when they lose political connections (Faccio and Parsley 2009). Other studies find 

that politically connected firms suffer from higher agency problems and have lower valuations (Yu 

and Yu 2011; Coates 2012). 

Our paper is also related to the empirical research on firms’ access to capital. Prior work 

finds that firms with political influence have better access to capital (Johnson and Mitton 2003; 

Cull and Xu 2005; Dinç 2005; Khwaja and Mian 2005) and are more likely to be bailed out (Faccio, 

Masulis, and McConnell 2006; Duchin and Sosyura 2012). 

 Finally, our paper contributes to political science research that studies congressional 

influence over the executive branch (MacDonald 2007; Clinton, Lewis, and Selin 2014). It also 

contributes to research on nonmarket strategies in winning procurement contracts (Flammer 2018) 
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and to an extensive literature in industrial organization that studies optimal procurement design 

(Tadelis 2012; Bajari, Houghton, and Tadelis 2014). 

1. Government Contracts 

The United States government regularly enters into contracts with firms and individuals to 

purchase goods and services. In fact, based on the Compustat segments database, the U.S. federal 

government was the largest customer of the private sector every year during the sample period, 

2001–2012, by an order of magnitude of 3.7 to 5.5 relative to the next largest customer. 

An opportunity for a contract begins when an agency of the federal government, such as 

the Department of Education, requires a good or service. A contracting officer for the agency 

provides information about the opportunity on the Federal Business Opportunities website 

(fbo.gov). Potential bidders review the solicitation and can submit offers for the contract, which 

are evaluated by agency employees. Contracting with the government has become increasingly 

unified, particularly with the creation of the Federal Acquisition Regulation in 1984. This 

regulation provides guidelines for many aspects of contracts, including their management and 

reporting. Yet considerable discretion is provided to federal agencies and the respective 

contracting officers. Common contracting clauses in the Federal Acquisition Regulation allow for 

changes to be made at any time (see Feldman and Keyes 2011 for extensive details). 

The Federal Procurement Data System (FPDS) tracks procurement contracts of the U.S. 

Federal Government. This comprehensive system provides detailed information on nearly all 

federal contracts for about 65 different branches, departments, and agencies of the federal 

government. 3  The U.S. government began providing data on procurement contracts in 1978, 

though reporting is often incomplete prior to 2000 (Liebman and Mahoney 2017). Given these 

 
3 The FPDS excludes data on classified contracts, in addition to those from the U.S. Postal Service and the legislative 

and judicial branches. 
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data limitations, we begin constructing our sample in 2001 to ensure that we capture the full 

renegotiation history of each contract. 

We obtain detailed contractual data from the USAspending.gov website. The Federal 

Funding Accountability and Transparency Act of 2006 led to the creation of the USAspending.gov 

website, which provides data from the FPDS starting in 2000. Specifically, the system reports 

comprehensive details on any contract with a transaction value of at least $3,000. Since our focus 

is on the entire renegotiation process of each contract, we gather additional data directly from the 

FPDS prior to 2000. Linking these data with contracts available on USAspending.gov allows us 

to determine whether a contract-level observation is an initial allocation or renegotiation. Overall, 

this procedure allows us to link $585.2 billion in contract amounts to initiations before the sample 

period. 

We hand-match each contract in the FPDS to firms in Compustat. Appendix A.2 details 

the matching procedure for linking contracts to firms in Compustat. The FPDS provides detailed 

information on the terms of each contract, including its amount, duration, and the monitoring 

features that accompany the contract. Moreover, the system tracks all subsequent renegotiations 

for changes in the amount awarded, completion deadlines, and monitoring features. 

Table 1 provides summary statistics for the sample. Detailed variable definitions are given 

in Appendix A.1. Panel A shows contract-level details at initiation and through ex post 

renegotiations. The Initial award (in millions of dollars) of a contract is on average $0.1 million. 

Contract improvement is an indicator variable equaling one if a firm renegotiates a contract for an 

increase in its award or an extension. About 10.9% of contracts are favorably renegotiated. 

Increase award is an indicator variable equaling one if a firm receives an increase in a contract 

after its initial award. In the overall sample, 9.2% of contracts are increased after their initial 
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signing. Award change is the change in the award amount of a renegotiated contract after its initial 

award (in millions of dollars).4 Conditional on renegotiating, the average contract is increased by 

$0.8 million, which is 8 times more than the average initial award. 

Panel A of Table 1 also describes additional contractual terms such as deadlines, 

extensions, and incentive structures. Increase length is an indicator variable equaling one if a firm 

renegotiates a contract for an extension, which occurs in 8.6% of contracts. Extension is the total 

change in the contract completion date after its initial award. On average, renegotiated contracts 

are extended by 1.3 years. Weak monitoring is the renegotiated contract amount that excludes 

incentive or performance features (in millions of dollars), which is $0.4 million for the average 

contract. 

To highlight the breadth of contracting captured in the data set, panel B reports the count 

and size of contracts across different industries, which is based on the Fama-French five-industry 

classification. Panel B shows that the Consumer sector received the highest number of contracts 

(2.3 million), followed by the Manufacturing sector (1.1 million) and the High Tech sector (1.0 

million). In terms of dollars, the Manufacturing sector received the largest investment of $1.1 

trillion in government contracts, followed by the High Tech sector, which received $663.5 billion 

in contracts. Overall, these estimates show that government contracts meaningfully cover different 

sectors of the economy. 

 To motivate the empirical focus on contract renegotiations, Table 2 describes the economic 

importance of ex post renegotiations in procurement contracts relative to the initial contract terms. 

Panel A provides summary statistics on all contracts in the sample along three dimensions: contract 

 
4 The variable Award change includes both renegotiated increases and renegotiated decreases in contract amounts. In 

the sample, 86.3% of amount renegotiations are upward renegotiations, and the remaining 13.7% are downward 

renegotiations. In unreported analyses, we obtain similar results when we separate upward renegotiations and 

downward renegotiations. 
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amount, contract duration, and contract monitoring. The main message of panel A is twofold. First, 

panel A shows that renegotiations play a substantially larger economic role across the different 

contractual terms. The aggregate amount allocated at the signing of procurement contracts is 

$427.1 billion, compared with an aggregate amount of $1.9 trillion dispensed during the 

renegotiations of these contracts. Proportionally, renegotiated amounts are 4.3 times larger than 

the amount apportioned initially. Similarly, deadline extensions allocated through renegotiations 

are, on average, 1.8 years, or 7.6 times larger than the time to completion set initially. Panel A also 

shows that the amount allocated through renegotiations for weakly monitored capital is more than 

twice the amount of weakly monitored capital allocated initially ($831.8 billion compared with 

$328.4 billion). 

 Second, panel A shows that the role of contract renegotiations is significantly stronger in 

politically connected firms. Out of the $1.9 trillion allocated through renegotiations, $1.4 trillion 

is allocated to politically connected firms. Similarly, the average renegotiated extension for 

connected firms is 2.8 years, compared with merely 0.8 years for unconnected firms. Connected 

firms also receive $588.7 billion in unmonitored capital through contract renegotiations, compared 

with $243.2 billion for unconnected firms. Taken together, the results in panel A highlight the 

importance of contract renegotiations in government contracts and emphasize the crucial role that 

political connections play in renegotiations. 

 Panel B provides evidence on the role of renegotiations and political connections in large 

contracts that make up the majority of government investment. The 1% largest contracts are 

responsible for 64.0% of the total government investment in procurement contracts during the 

sample period. Panel B shows that renegotiations play an important role in the largest contracts, 

particularly in politically connected firms. The aggregate amount allocated through renegotiations 
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of large contracts is $1.2 trillion, 3.9 times the amount of $297.7 billion initially awarded. 

Similarly, extensions to a contract’s deadline provided through renegotiations more than double 

the total time to completion allocated for large contracts, and renegotiated amounts with weak 

monitoring are 2.1 times larger than initial awards. Furthermore, Figure 1 shows that the frequency 

of renegotiations increases monotonically in the size of the initial contract. 

Panel B also shows that political connections play a particularly crucial role in the 

renegotiation of the largest contracts. For example, out of the total renegotiated capital of $1.2 

trillion in the 1% largest contracts, $956.3 billion is awarded to politically connected firms. 

Further, renegotiated extensions and weakly monitored capital are more than 2.0- and 3.7-fold, 

respectively, in connected firms relative to unconnected firms. Overall, given the skewed 

distribution of procurement contracts and the crucial importance of large contracts in government 

investment, panel B provides compelling evidence on the strong economic role that renegotiations 

and political connections play in government procurement. 

 

2. Identification Strategy 

To measure corporate political influence, we focus on contributions to candidates running for 

political office in the House of Representatives or Senate. Firms can contribute to candidates 

running for office in the House of Representatives or Senate in each election cycle, using political 

action committees (PACs). In particular, a firm forms a PAC that contributes to a candidate’s 

election PAC, which distributes the contributions to the candidate’s campaign. Under the 

Bipartisan Campaign Reform Act of 2002, contributions from a firm’s PAC to each candidate’s 
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PAC are limited to $10,000 per election cycle.5 

Political influence is clearly nonrandom since companies choose to become politically 

active. In particular, companies choose whether or not to contribute to political campaigns, and if 

they do, to which ones. These choices can be correlated with firms’ interests in government 

contracts, as well as other observable or unobservable firm characteristics that affect the 

renegotiation of government contracts. 

We address these concerns by exploiting sudden deaths and unexpected resignations of 

politicians as a source of exogenous variation in a firm’s political influence. Using CQ Press’s 

Congress and the Nation, we hand-collect data on deaths and resignations of politicians in 

Congress from 2001 to 2012. Table A.2 in the Appendix lists each sudden death and unexpected 

resignation in our sample, including the politician’s term and the reason for the lost connection 

based on contemporaneous news articles. 

Firms often provide goods and services throughout the country, potentially confounding 

the link between political connections, firms, and contracts. We offer a novel approach by 

matching a firm’s contributions to politicians in the location where it performs its contracts. 

Following this strategy, we focus on renegotiated contracts in connected locations. We define a 

connected location as a House district in which a firm contributed to a House representative’s 

PAC, if the lost connection is a House representative, or as a state in which a firm contributed to a 

senator’s PAC, if the lost connection is a senator. 

Panel C of Table 1 provides summary statistics on political influence in the overall sample 

of contracts. Connection to local representative is defined as an indicator variable equaling one if 

 
5 Data on firms’ campaign contributions are provided by the Federal Election Commission (FEC). We manually match 

the contributions listed in this database to Compustat firms following the method described in Appendix A.3. Detailed 

data on general elections, including election outcomes, are also obtained from the FEC. 
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a firm is connected to a House representative in the congressional district where the contract is 

performed. Similarly, Connection to local senator is an indicator variable equaling one if a firm is 

connected to a U.S. senator in the state where the contract is completed. About 15.5% of contracts 

are performed in congressional districts where a firm is connected to the House representative, and 

27.5% of contracts are completed in states in which a firm is connected to a senator. Local 

connections is an indicator variable equaling one if Connection to local representative or 

Connection to local senator equals one. We report that 29.4% of contracts are performed in a 

congressional district or state where a firm is connected to a local politician. 

We construct a panel of monthly renegotiations at the contract level. For each sudden death 

or unexpected resignation, we focus on contract changes six months before and after the event. 

This window is truncated to remain within an election cycle.6 Since every event occurs on a 

particular day and our sample is at the monthly frequency, we omit the month of the event in our 

sample. 

A contract renegotiation is considered “treated” if it is performed in a location where a 

firm’s connection to a representative or a senator is unexpectedly lost. A contract renegotiation is 

defined as a “control” if a firm provides goods or services in a location where it is connected to a 

local politician, but this connection remains intact. Contract renegotiations that enter the treatment 

group are never placed into the control group. Additionally, contract renegotiations are restricted 

to enter the control group only once, around the earliest event that they are matched to. 

The baseline difference-in-differences regression specification is given by: 

                          𝑌𝑐𝑒𝑖𝑗𝑡 = 𝜂𝑒𝑖𝑗 + 𝜇𝑡 + 𝛽 ∙ 𝐿𝑜𝑠𝑡 𝑐𝑜𝑛𝑛𝑒𝑐𝑡𝑖𝑜𝑛𝑐𝑒𝑖𝑗 × 𝐴𝑓𝑡𝑒𝑟𝑡 + 𝜀𝑐𝑒𝑖𝑗𝑡 ,                      (1) 

where 𝑌𝑐𝑒𝑖𝑗𝑡 is the outcome of interest for contract c awarded to firm i in location j for event e in 

 
6 An election cycle is defined as one of the following two-year windows: 2001–2002, 2003–2004, 2005–2006, 

2007–2008, 2009–2010, and 2011–2012. 
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event month t. Location j is a congressional district if the lost connection is a House representative 

or a state if the lost connection is a senator. Detailed variable definitions for each outcome variable 

are given in Appendix A.1, and panel A of Table 1 reports summary statistics on these variables. 

We also include firm-event-location fixed effects (𝜂𝑒𝑖𝑗) to absorb unobserved firm and district 

characteristics for a particular event. To account for the effect of business cycle and nationwide 

temporal variation, all regressions include event-month fixed effects (𝜇𝑡).7 Standard errors are 

clustered at the firm-event level. The coefficient of interest is 𝛽, which captures the marginal effect 

of an unexpected decrease in a firm’s political influence due to the loss of a political connection. 

The identifying assumption is that the political connection is randomly lost with respect to a firm. 

 Following this approach, we identify the effect of political influence on contract 

renegotiations by exploiting within-firm variation. Holding fixed time-invariant unobservable firm 

and location characteristics, we compare contract renegotiations for a firm exogenously losing a 

political connection where the contract is performed (treated) relative to contract renegotiations 

for the same firm in locations where it remains connected to the local politician (control). This 

allows us to precisely estimate the causal effect of connections to local politicians on 

renegotiations of procurement contracts. 

 

3. Main Results 

3.1  Univariate evidence on ex post renegotiations 

The novel data allow us to observe the exact location where a contract is performed, providing a 

tight link between the politician and the contracted firm. We define Connected as an indicator 

variable equaling one if a firm is connected to a House representative or a senator where the 

 
7 We obtain similar results if we instead include indicators for each calendar month. 
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contract is performed. Similarly, Unconnected is defined as a binary variable, which equals one if 

a firm is not connected to a House representative or a senator where the contract is performed. 

Table 3 provides univariate evidence on the allocation and renegotiation of government 

contracts across politically connected and unconnected firms. Panel A studies the full sample of 

5.4 million procurement contracts. Based on the estimates for Initial award, connected firms 

receive significantly larger initial contracts. This finding is consistent with prior evidence that 

firms with connections to government officials obtain more procurement contracts (Goldman, 

Rocholl, and So 2013; Tahoun 2014; Schoenherr 2019). 

However, as shown in Table 2 and discussed earlier, the vast majority of capital 

investments, time allocations, and contract monitoring occur during renegotiations that take place 

following the initial contract signing. Thus, the remaining estimates in panel A focus on 

renegotiations and highlight the substantial differences in renegotiations between connected and 

unconnected firms. 

The results in panel A indicate that connected firms are 14.0% more likely to receive an 

improvement in the terms of a contract compared with unconnected firms. Firms with connections 

to local politicians are 13.5% more likely to receive an increase in a contract’s award, and the 

average increase is $0.3 million. Additionally, firms with political influence tend to receive 

preferential treatment in the renegotiation of contract deadlines, with an average extension of more 

than four months relative to firms with no connections to local politicians. Finally, connected firms 

are five times more likely to renegotiate for unmonitored funds compared with unconnected firms. 

Panel B of Table 3 focuses on the 1% largest contracts that collectively account for 64.0% 

of total government spending in the sample. The evidence in panel B shows that connected firms 

are 13.1% more likely to renegotiate a large contract compared with unconnected firms. Firms 

D
ow

nloaded from
 https://academ

ic.oup.com
/rfs/advance-article/doi/10.1093/rfs/hhaa093/5893489 by guest on 26 August 2020



16 

 

connected to local politicians are awarded an additional $5.0 million, which is about 19.3 times 

larger than the estimate for the average renegotiation. Additionally, connected firms receive an 

average extension of more than six months relative to unconnected firms. 

Overall, panels A and B show that connected firms receive preferential treatment in 

contract renegotiations across several terms, including contract amounts, deadlines, and 

monitoring. Furthermore, the resulting changes in contract amounts, deadlines, and monitoring are 

economically considerably higher for large contracts compared with the average contract. 

A possible concern is that procurement contracts, renegotiations, and political influence 

are highly concentrated in certain industries. Panel C of Table 3 explores the differences across 

industries, which are defined according to the Fama-French five-industry classification. The 

evidence in panel C shows that procurement contracts are ubiquitous across all five industries, and, 

moreover, that the effects of political connections on contract renegotiations hold consistently 

across the different industries. Across all five industries, the differences in renegotiated amounts, 

extensions, and monitoring between connected and unconnected firms are economically important 

and highly statistically significant. At the same time, panel C shows nontrivial differences in the 

effects of political connections on contract renegotiations across industries, with stronger effects 

in the High-Tech, Manufacturing, and Consumer industries. In the remaining analyses, we control 

for these differences by exploiting within-firm variation in political connections due to sudden 

deaths and unexpected resignations of connected politicians. 

Another concern is that politically connected firms are larger than unconnected firms and 

therefore win larger and more complex government contracts, which are more likely to be 

renegotiated. Under this view, the relation between political connections and contract 

renegotiations is spurious and driven by firm size. To address this concern, in panel D of Table 3 
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we compare contract renegotiations across connected and unconnected firms within quintiles 

sorted on firm size. The estimates in panel D suggest that political connections continue to be 

associated with higher levels of contract renegotiations even after controlling for firm size. The 

effects hold across for contract amount increases, deadline extensions, and weaker incentives, and 

the differences between connected and unconnected firms are highly statistically significant in 

each size quintile. 

 

3.2  Regression evidence on ex post renegotiations 

In this subsection, we study contract renegotiations for firms that unexpectedly lose a political 

connection to a representative or a senator in the U.S. Congress. The identification approach 

compares renegotiations in the congressional district or state where the political connection is lost 

to renegotiations for the same firm and at the same time in congressional districts or states where 

the connection to the representative or senator is not unexpectedly dissolved. This empirical 

strategy allows us to account for unobserved firm and location heterogeneity for a particular event, 

in addition to general time trends. 

 Panel A of Table 4 reports regression estimates for the effect of political connections on 

the renegotiation of 188,355 government contracts. Based on column 1, after a sudden loss of a 

political connection, the likelihood of receiving an improvement in the terms of a contract declines 

by 5.2%. This effect is statistically significant at the 1% level and economically meaningful, 

representing a 49.5% drop in the likelihood of a favorable renegotiation relative to the sample 

mean. Columns 2 and 3 study changes in the likelihood of receiving an increase in the contract 

award and in the dollar amount of the award, respectively. We find that the unexpected loss of a 

political connection leads to a 4.1% decrease in the likelihood of receiving an award increase, and 
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the average renegotiated award drops by 55.6% relative to the sample mean. 

Next, we turn to analyze other contract terms that have not been studied in prior research. 

Based on column 4, the likelihood of receiving a deadline extension declines by 4.3% for firms 

that unexpectedly lose a political connection. This effect is statistically significant at the 1% level 

and is economically large, as it represents a 46.2% decrease in deadline extensions compared with 

the sample mean. Column 5 shows that the average contract extension drops by over two months 

when firms unexpectedly lose a political connection. This decrease reflects a reduction of 37.7% 

relative to the sample mean of just over a half-year extension. 

Our data also provide information on renegotiated contract amounts without monitoring 

features, which reward firms for the quality and timeliness of the goods and services they provide. 

Column 6 reports that the firms with an unexpected loss of a political connection receive 62.5% 

fewer contract awards without these features relative to the sample mean. This effect is statistically 

significant at the 1% level. 

Taken together, the regression evidence shows that firms employ political connections to 

extract preferential treatment during renegotiations of government contracts. In our setting, we 

study the response of renegotiations to exogenous disruptions in these connections. The estimates 

indicate that firms are significantly less likely to continue receiving preferential renegotiations 

after a connection is lost. These effects are highly important, both economically and statistically. 

We investigate the dynamic treatment effects in panel B of Table 4 and plot them in Figure 

2. Panel B of Table 4 provides estimates from dynamic regression specifications that include 

interaction terms for the months surrounding the exogenous losses of political connections. We 

provide these analyses for each outcome variable and collapse distant months to reduce noise. In 

the analyses, the month of the lost connection is defined as the base month.  Figure 2 plots the 
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monthly evolution of the difference-in-differences treatment effects. Each panel corresponds to an 

outcome variable from the baseline regressions. 

Panel B of Table 4 and Figure 2 yield two important conclusions. First, there are no 

substantial differences between treatment and control groups before the loss of political 

connections, consistent with the parallel trends assumption. Second, there are large, statistically 

significant effects following exogenous connection losses. The effects of connection losses hold 

for contract improvements, award changes, deadline extensions, and weaker monitoring. They start 

two months after the connections are lost and persist through the sixth month after their loss. 

Combined, these findings are consistent with the exogenous and unexpected nature of the 

connection losses, which lead to higher contractual benefits for politically connected firms. 

 

3.3  Robustness tests 

In this subsection, we provide estimates from subsample regressions (panel A of Table 5) and triple 

differences specifications (panel B) to address several concerns about the analyses. For brevity, 

panel A reports only the coefficient on the interaction term Lost connection X After. 

A possible concern is that resignations are anticipated by firms. Additionally, politicians 

might preserve political clout in the federal government even after they resign. To alleviate these 

concerns, we subset the sample to sudden deaths, which are arguably unexpected by firms and 

disrupt the continuation of any preferential treatment.8 

The first row in panel A of Table 5 reports the estimates for this subsample. We find 

strikingly similar estimates across most specifications. Column 1 reports a 4.2% decline in contract 

improvements for firms losing a connection, compared with an estimate of 5.2% in panel A of 

 
8 Table A.2 details the list of events in our sample. 
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Table 4. Similarly, the coefficient estimates in columns 2 to 6 are economically comparable to the 

baseline estimates. They also remain highly statistically significant at the 5% level or better. 

Overall, these findings suggest that the effects are not driven by the resignations of connected 

politicians, which could be less unexpected and disruptive than sudden deaths. 

Another concern is that the effects are concentrated in industries that tend to be more reliant 

on government contracts, and consequently more subject to political influence. To address this 

concern, we reestimate the baseline specifications for the sample of contracts excluding the 

Manufacturing and High-Tech industries, which are the two top industries based on the aggregate 

dollar amount of procurement contracts. The second row in panel A of Table 5 reports the 

regression estimates for this subsample. The results indicate that political connections play an 

equally important role in contract renegotiations even outside of the Manufacturing and High-Tech 

sectors. The exogenous loss of a political connection leads to a decline of 3.4% in the likelihood 

of favorable contract renegotiations (column 1), a decline of 2.5% in the likelihood of renegotiating 

an increase in contract amount (column 2), and a decline of 2.8% in the likelihood of renegotiating 

an extension (column 4). Once again, the results are highly statistically significant, and comparable 

in economic magnitude to the estimates in Table 4. 

Next, we show that the results are not driven by a small subset of very large contracts by 

providing estimates from specifications that exclude the largest contracts. As shown in the third 

and fourth rows of panel A in Table 5, which exclude the top 5% or top 1% of contracts, 

respectively, we obtain similar results after excluding the largest contracts. In particular, following 

the exogenous loss of political connections, the likelihood of contract improvements, amount 

increases, and deadline extensions drops. Furthermore, renegotiated amounts and extensions are 

lower, and monitoring is weaker. These effects remain statistically significant at the 1% level, and 
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their magnitude is similar to that of the estimates in Table 4. 

We also explore the robustness of the results across different event windows. Our empirical 

design keeps all event windows within the same election cycle because elections represent a shock 

to firms’ networks of political connections that can confound the analyses. In particular, the results 

of congressional races can be correlated with local economic changes that can affect the 

procurement process. However, a possible concern with this design is that political turnovers that 

occur close to an election cycle truncate the “after” period disproportionally and can lead to a 

mechanical decline in contract renegotiations in the “after” period. To address these concerns, we 

reestimate the regressions after excluding nine lost connections that occur less than six months 

before an election. In the fifth row of panel E in Table 5, we find that the results remain 

economically and statistically significant in this subsample, suggesting that the effects are not 

mechanically driven by asymmetric event windows around election cycles. 

In the last two rows of panel A of Table 5, we provide estimates from two alternative event 

windows: 3 months before and after the exogenous loss of political connections, and 12 months 

before and after the loss of connections. The estimates show that the effects continue to hold in the 

modified event windows and remain highly economically and statistically significant, suggesting 

that they are not driven by the choice of the event window. 

In panel B of Table 5, we provide estimates from a triple-differences specification to 

examine whether the baseline results are driven by the loss of a political connection or by the loss 

of a local politician. To estimate this specification, we construct a sample of contracts awarded to 

connected and unconnected firms around the death or resignation of a local politician. The key 

variable of interest in these analyses is the triple interaction term Lost politician X After X 

Connected, which captures the incremental effect of an unexpected death or resignation of a local 
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politician on politically connected firms. If political connections play an important role in contract 

renegotiations, we should find a significant negative coefficient on the triple interaction term. 

The estimates suggest that the change in contract renegotiations is concentrated in 

politically connected firms, as implied by the significant coefficients on the triple interaction term 

(Lost politician X After X Connected) across all the dependent variables: contract amounts, 

deadline extensions, and changes in incentives. These estimates are highly statistically significant 

at the 1% level and are economically large. In contrast, we find considerably smaller effects, which 

are often statistically insignificant at conventional levels, following the unexpected deaths or 

resignations of local politicians for unconnected firms (Lost politician X After). Interestingly, these 

effects have the opposite sign, suggesting that unconnected firms might benefit when collocated 

politically connected firms unexpectedly lose their connections to local politicians. 

Taken together, these results indicate that political influence on contract renegotiations 

operates primarily through active connections to politicians that firms cultivate through campaign 

contributions, rather than through implicit, passive connections to local politicians. 

 

3.4  Evidence on powerful politicians 

In this subsection, we examine the channels through which members of Congress (legislative 

branch) affect government procurement, which is largely handled by federal agencies and the 

executive branch. We conjecture that Congress can exert influence on federal agencies and the 

executive branch through the power of the purse and the power of oversight. Hence, we provide 

cross-sectional analyses that focus on Congress members who serve on key budgetary and 

oversight committees in the House of Representatives and in the Senate.9 

 
9 Committee membership data are provided by Charles Stewart III at http://web.mit.edu/17.251/www/data_page.html. 
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The empirical analyses focus on unexpected deaths or resignations of members of the 

following committees: House Committee on Appropriations; House Committee on Oversight and 

Reform; House Committee on Armed Services; House Committee on the Budget; House 

Committee on Transportation and Infrastructure; House Committee on Energy and Commerce; 

Senate Committee on Appropriations; Senate Committee on Homeland Security and 

Governmental Affairs; Senate Committee on the Budget; Senate Committee on Commerce, 

Science, and Transportation; and Senate Committee on Energy and Natural Resources. We identify 

17 cases of unexpected deaths or resignations of members of the majority party on these 

committees, which correspond to about half the number of contract-level observations compared 

with the full sample. 

Panel A of Table 6 provides the results in this subsample for each variable of interest in 

our analyses, including renegotiated contract amounts, extensions, and incentives. Panel B of 

Table 6 reports the results for the subset of the remaining, not powerful politicians. To facilitate a 

comparison between the two subsets, the reported estimates in panels A and B are scaled by the 

mean of the dependent variable. Hence, the interpretation of each measure is the change in contract 

renegotiation relative to the sample-mean level of contract renegotiations. 

We find significantly stronger effects in the subsample of powerful politicians who serve 

on key budgetary and oversight congressional committees. These results hold robustly across the 

different dimensions of contract renegotiations, and are economically large. On average, the effect 

of an exogenous loss of a connection to a politician who serves on the above key committees is 

22.3% larger compared with the loss of connections to other politicians in panel B. These estimates 

are also highly statistically significant. 

Taken together, these results have twofold implications. First, they provide further support 
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that political connections affect the renegotiation of procurement contracts by showing that the 

effects are amplified by connections to politicians who likely exert more influence on the 

procurement process. Second, they uncover an important link between the legislative and 

executive branches, whereby members of the legislative branch exert influence on decisions of 

members of the executive branch through the power of the purse (budgetary committees) and the 

power of oversight (oversight committees). 

 

3.5  Evidence on ex ante bidding 

This subsection analyzes the role that renegotiations play in ex ante bidding for government 

contracts. Favorable contract renegotiations might provide connected firms with an incentive to 

initially bid lower for government contracts. Low initial bids increase the likelihood of winning 

government contracts and maintain the appearance of a competitive bidding process. Politically 

connected firms can undo their low ex ante bidding strategy through ex post renegotiations for 

additional funds, deadline extensions, and improved terms. 

To study initial bidding strategies, we construct a contract-level measure of Underbidding, 

which is defined as one minus the ratio of the initial bid awarded to the total amount awarded 

including ex post renegotiations throughout the life of the contract. Higher values of this measure 

correspond to an increase in underbidding since a smaller fraction of the overall contract award is 

allocated through the initial bid awarded. 

In panel A of Table 7, we provide sample-wide descriptive evidence on the correlation 

between low initial bids (“underbidding”) and political influence. We measure political influence 

by Local connections, which is an indicator variable equaling one if a firm is connected to a House 

representative or senator in the congressional district or state, respectively, where the contract is 
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performed. In column 1, we find that firms connected to local politicians tend to underbid on 

government contracts by 5.5% relative to unconnected firms. This regression model includes year 

fixed effects, which absorb macroeconomic time trends that might influence bidding for 

government contracts. 

In columns 2–4 of panel A, we sequentially introduce additional fixed effects. Column 2 

augments the regression model with product fixed effects, which absorb unobservable differences 

in bidding across contracts for different product types. Column 3 adds industry fixed effects to 

absorb time-invariant heterogeneity across industries. Finally, column 4 incorporates contract-type 

fixed effects to absorb variation across fixed-price and cost-plus contracts, as discussed in detail 

in Section 4.2. The association between firms’ political connections and their initial bidding 

strategies remains highly statistically significant at the 1% level and economically meaningful. We 

find that underbidding is 2.9% to 3.5% higher for connected firms compared with those firms 

without local political connections. 

Next, we seek to provide causal evidence on ex ante underbidding by politically connected 

firms. Using a similar empirical approach to Section 3.2, we study changes in underbidding 

following the loss of a political connection due to the sudden death or resignation of a local 

politician. We note, however, that the loss of a political connection can simultaneously affect both 

the initial bids for new contracts and the renegotiations of existing contracts, and these effects can 

offset each other since they will have the opposite effect on our measure of Underbidding. To 

mitigate these concerns, we extend the analyses to the full sample of government contracts and 

specifically exclude those contracts that are awarded to firms in a region before a political 

connection is lost and subsequently renegotiated. 

Panel B of Table 7 reports the results from regressions estimating the effect of losing 
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political connections on firms’ initial bidding. The estimate in column 1 suggests that the 

exogenous loss of a political connection due to death or an unexpected resignation leads to a 

decrease of 3.4% in underbidding. We include firm-region and month fixed effects to absorb 

unobserved firm and district characteristics and to account for the effect of business cycle and 

nationwide temporal variation, respectively. 

Similar to panel A, columns 2–4 of panel B sequentially introduce product, industry, and 

contract-type fixed effects. The estimates across these columns suggest that the effect of losing 

political connections on firms’ initial bidding strategies remains highly statistically significant at 

the 1% level and economically meaningful after absorbing time-invariant product, industry, and 

contract-type heterogeneity. The estimated magnitudes in panel B range from 3.2% to 3.3% and 

are similar to the estimates reported in panel A. 

To further isolate the effects of political connections on the procurement bidding process, 

panel C provides estimates from triple-differences analyses of underbidding that investigate 

whether the effects are driven by the loss of a political connection or by the loss of a local 

politician. The key variable of interest is the triple interaction term Lost politician X After X 

Connected, which captures the incremental effect of an unexpected death or resignation of a local 

politician on politically connected firms. 

The estimates suggest that the changes in underbidding are driven by lost political 

connections. The coefficients on the triple interaction term Lost politician X After X Connected are 

highly statistically significant and similar in magnitude to the estimates across Table 7. 

Overall, the evidence in Section 3 suggests that political connections play a role throughout 

the life of government contracts, affecting both the initial bidding and subsequent renegotiations. 

Connected firms make lower initial bids ex ante and subsequently renegotiate for increases in 
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awarded amounts. This strategy serves to increase the likelihood of receiving government 

contracts, maintain the appearance of a competitive bidding process, and extract additional rents 

after the contract is signed. Moreover, the evidence on the initial bidding strategies of politically 

connected firms provides a novel and previously unexplored explanation for existing studies 

finding that connected firms are more likely to win government contracts (Goldman, Rocholl, and 

So 2013; Tahoun 2014; Schoenherr 2019). 

 

4. Extensions 

4.1 Renegotiations during the financial crisis 

This section studies the renegotiation of contracts awarded under the American Recovery and 

Reinvestment Act of 2009. This setting exploits the exogenous increase in the supply of 

government contracts due to the ARRA to further mitigate concerns about the endogeneity of 

political activism. It also allows us to compare the role of political influence in routine contracts 

studied in Section 3 and in nonroutine contracts that were awarded under a special government 

stimulus program. Importantly, these stimulus contracts are distinctly marked in our data set. We 

can therefore separate their renegotiation from routine contracts. 

 We use a difference-in-differences specification to evaluate the role of political 

connections in the renegotiation of stimulus and nonstimulus contracts. The specification for the 

subsamples of contract renegotiations in this section is: 

 

                                   𝑌𝑐𝑖𝑗𝑡 = 𝜂𝑖 + 𝜇𝑡 + 𝛽 ∙ 𝐿𝑜𝑐𝑎𝑙 𝑐𝑜𝑛𝑛𝑒𝑐𝑡𝑖𝑜𝑛𝑠𝑐𝑖𝑗𝑡 + 𝜀𝑐𝑖𝑗𝑡,                                (2) 

where 𝑌𝑐𝑖𝑗𝑡 is a contract-level renegotiation for contract c awarded to firm i in location j at date t. 

Detailed variable definitions for each outcome of interest are provided in Appendix A.1. Local 

connections is an indicator variable equaling one if firm i is connected to a House representative 
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or senator in the congressional district or state (denoted by location j), respectively, where the 

contract is performed. We include firm fixed effects (𝜂𝑖) to absorb unobserved time-invariant firm 

heterogeneity and year fixed effects ( 𝜇𝑡)  to capture temporal variation. Standard errors are 

clustered at the firm level. 

An important distinction between this analysis and the main specification is that it does not 

rely on sudden deaths or resignations of politicians because there are too few such cases in the 

period surrounding the ARRA. We note, however, that the political connections we study in this 

section were largely formed during the elections of 2008 or earlier, before the signing of the ARRA 

in February 2009. 

We form two samples of contract renegotiations to evaluate the role of political influence 

in the renegotiation of stimulus contracts compared to routine contracts. The first sample contains 

renegotiations of contracts awarded through the American Recovery and Reinvestment Act of 

2009. The second sample includes routine contracts, which we define as non-ARRA contracts, 

awarded to firms that also receive stimulus contracts. Since nearly 90% of the stimulus 

observations in our sample occur in 2010, we focus on routine contracts signed in this year. 

 Table 8 studies the role of political influence in the renegotiation of stimulus versus routine 

contracts. Panel A reports the estimates for renegotiations of contracts awarded through the ARRA. 

Column 1 shows that connected firms are 2.3% more likely to favorably renegotiate stimulus 

contracts, which is a 65.7% increase relative to the sample mean. Columns 2 and 3 show that 

connected firms are 2.7% more likely to win increases in awards and that the average award change 

is an increase of $0.14 million, respectively. Columns 4 and 5 report that firms with local 

connections are 1.9% more likely to extend stimulus contracts and receive an average increase of 

almost a month, which is a 95.2% increase relative to the sample mean. Column 6 finds that the 
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average award increase without monitoring features for stimulus contracts is $0.02 million. 

 Panel B of Table 8 presents the evidence for routine contracts signed during the financial 

crisis. We find that political connections continue to play an important role in the renegotiations 

of these contracts, though the estimate for Award change in column 3 is no longer statistically 

significant. Notably, this panel allows for a comparison of renegotiations for routine contracts 

relative to stimulus contracts. We find that, relative to the sample mean, the stimulus estimates are 

larger than the estimates for routine contracts for all renegotiated terms. For example, based on 

column 1 of panels A and B, relative to the sample mean, political connections increase the 

likelihood of renegotiated contract improvements by 65.7% in stimulus contracts compared with 

51.4% in routine contracts. This suggests that the role of political influence is heightened in the 

renegotiation of stimulus contracts compared with routine procurement contracts. 

 Taken together, the results in this section are consistent with the evidence on the role of 

political connections in the nonroutine allocation of emergency capital (e.g., Faccio, Masulis, and 

McConnell 2006; Duchin and Sosyura 2012), and provide direct evidence supporting the concerns 

of many macroeconomists that fiscal policy is implemented by political institutions and 

consequently influenced by political motives. 

 

4.2  Different contract types: Cost-plus and fixed-price contracts 

A large theoretical literature examines the optimal design of procurement contracts and 

distinguishes between cost-plus and fixed-price contracts (e.g., Tirole 1986; Laffont and Tirole 

1993(. Cost-plus contracts reimburse the seller for the costs and expenses plus a fee—the seller’s 

profit—which is usually stated as a percentage of the contract’s full amount. Fixed-price contracts 

provide a prespecified price to the seller, which does not depend on the costs incurred. 
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In an influential paper, Bajari and Tadelis (2001) argue that buyers and sellers of 

procurement contracts face uncertainty about ex post adaptations after a contract is signed, such 

as design failures, unanticipated site and environmental conditions, and changes in regulatory 

requirements. They conjecture that simple projects will be procured using fixed-price contracts 

and will be accompanied by high levels of design completeness. On the other hand, more complex 

projects will be procured using cost-plus contracts and will be accompanied by low levels of design 

completeness. In a more recent paper, Bajari, Houghton, and Tadelis (2014) use a similar 

framework to examine the link between contract renegotiations and post-signing required changes. 

In their model, renegotiations are driven by required ex post adaptations and are concentrated 

primarily in cost-plus contracts, which offer an optimal contracting solution for more complex 

projects. 

Our paper diverges from the Bajari, Houghton, and Tadelis (2014) model by proposing that 

contract renegotiations in government procurement can also result from political influence. 

Contract renegotiations are a natural conduit for political influence since they offer continuous, 

less monitored opportunities for favorable treatment and rent extraction. Nevertheless, given the 

link between optimal contract design and ex post renegotiations, it is important to study whether 

political influence plays a different role in cost-plus versus fixed-price contracts. 

 Table 9 provides evidence on renegotiations and political influence in cost-plus and fixed-

price contracts.10 Panel A provides regression estimates for the subsample of cost-plus contracts. 

Column 1 shows that an exogenous loss of political connections leads to a decline of 8.1% in the 

likelihood of favorably renegotiating government contracts. Based on columns 2 and 3, losing a 

political connection leads to a decline of 5.7% in the likelihood of renegotiating additional funds, 

 
10 More than 91% of the contracts in the sample can be classified as cost-plus or fixed-price contracts. 
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and to a reduction of $0.02 million in renegotiated funds, which represents a decrease of 55.2% 

relative to the sample mean. Columns 4 and 5 show that lost connections lead to a decrease of 

6.4% in the probability of renegotiated extensions and that the average extension drops by nearly 

six months, respectively. Column 6 shows that the loss of a political connection leads to a decrease 

of 56.0% in renegotiated weakly monitored contract amounts relative to the sample mean. These 

effects are all highly statistically significant at the 1% level. This evidence suggests that political 

influence plays an important role in the renegotiations of cost-plus contracts. 

 Panel B of Table 9 focuses on the subsample of fixed-price contracts. Column 1 shows that 

firms losing a connection to a representative or a senator are 4.6% less likely to receive 

improvements in the terms of fixed-price contracts. This effect reflects a 46.9% decrease relative 

to the sample mean, compared with a 54.0% decrease relative to the sample mean for cost-plus 

contracts. Based on columns 2 and 4, losing a political connection leads to a decline of 3.8% in 

the likelihood of renegotiating additional funds, and to a decrease of 3.7% in the probability of 

renegotiated extensions. Finally, column 6 shows that renegotiated amounts without monitoring 

features decline for fixed-price contracts after a political connection is lost. These effects are all 

highly statistically significant at the 5% level or better. 

All in all, our evidence suggests that political influence plays an important role in 

renegotiations of both cost-plus and fixed-price contracts. A possible interpretation of these 

findings is that political influence partially undoes the desired consequences of optimal contract 

design by fostering favorable renegotiations, even in fixed-price contracts that correspond to 

simple projects with high levels of design completeness that do not require frequent ex post 

adaptations or renegotiations. 
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4.3  Competition 

Bidders for government contracts vary in the extent to which they face competition from other 

firms. Some contracts are available for full and open competition, while other contracts are not 

competitive. On the one hand, competition for government contracts could increase the number of 

bidders and reduce distortions in the allocation of government spending. On the other hand, 

competition might provide an incentive for bidders to ex ante underbid for a contract. This could 

occur if the government has imperfect screening technology and cannot perfectly predict the ex 

post costs of renegotiation. Under this scenario, firms employ political connections to facilitate the 

successful renegotiation of contracts that are ex ante underbid. 

 To estimate the role of competition in government contracts, we construct an indicator 

variable, Competition, which equals one if the contract is available for competitive bidding and 

zero otherwise. Table 10 provides estimates from triple-differences specifications of the relation 

between contract-level competition and the role of political influence in the renegotiation of 

government contracts. The main variable of interest is the triple interaction term Lost connection 

X After X Competition, which captures the relation between competition and the effect of a lost 

connection on subsequent contract renegotiations. Across all the columns in Table 10, the 

coefficient on the interaction term Lost connection X After X Competition is positive, and mostly 

statistically significant at conventional levels. These estimates suggest that competition attenuates 

the effect of lost political influence on renegotiations. 

 The estimates are economically nontrivial. For example, based on column 1, a sudden loss 

of local political connections leads to a decline of 7.6% in the likelihood of successfully 

renegotiating for any contract improvement (increased amounts, extended deadlines, and weak 

monitoring) in contracts that are not available for competitive bidding. In contrast, this likelihood 
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drops by only 3.3% in competitive contracts. Based on columns 2 and 4, following the sudden loss 

of political connections, the likelihood of renegotiating for an increased amount or an extended 

deadline drops by 5.8% and 6.2%, in noncompetitive contracts, compared with respective drops 

of just 2.7% and 2.8% in competitive contracts. 

Overall, these findings suggest that the role of political connections in contract 

renegotiations is significantly smaller in competitive contracts than in noncompetitive contracts. 

Consequently, losing political connections has a considerably smaller effect on the renegotiation 

of competitive contracts. 

Interestingly, the results in Table 10 also suggest that irrespective of political connections, 

the baseline likelihood of contract renegotiations is higher in competitive contracts. This can be 

seen based on the positive and statistically significant coefficient on the variable Competition in 

Table 10. A possible interpretation of these findings is that firms underbid to win competitive 

contracts and extract additional resources after winning the contract through ex post renegotiations. 

Lastly, we caution the reader that a contract’s competitiveness is not randomly assigned. 

Thus, even though our analysis focuses on renegotiations of contract terms following unexpected 

changes in political connections due to sudden deaths and resignations of connected politicians, 

we note that the estimates should be interpreted as associations rather than causal estimates. 

 

4.4  The intensity of political activity and contract renegotiations 

This subsection explores cross-sectional variation in the intensities of firm-level political activity 

and contract renegotiations. Following Section 4.3, we estimate a triple-differences specification. 

We define High contributions as an indicator variable equaling one for firms with above-median 

aggregate amount of contributions to congressional candidates in the previous election cycle 
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(median = $601,629). Similarly, High renegotiations is defined as an indicator variable equaling 

one for firms with above-median aggregate renegotiated amounts in the year before a connection 

is lost relative to the total contracts received (median = 0.785). These intensities are measured at 

the firm level and are based on the previous election cycle and year, respectively, to mitigate 

concerns about a spurious relationship between these measures and contemporaneous contract 

outcomes. 

 Table 11 provides regression estimates on the link between the intensities of political 

activity and reliance on renegotiations and the effect of political connections on contract 

renegotiations. The triple-interaction terms Lost connection X After X High contributions and Lost 

connection X After X High renegotiations provide the marginal change for firms with elevated 

levels of political contributions or prior contract renegotiations, respectively. Since the intensity 

of political activity and previous renegotiations is measured at the firm level, the estimates for 

High contributions and Lost connection X High contributions are absorbed. 

In panel A, column 1 shows that firms losing a political connection are 3.5% less likely to 

successfully renegotiate government contracts. This effect is significantly amplified for firms with 

historically high levels of political activity, more than doubling to 7.4%. Columns 2 and 3 find that 

this effect is 2.3 and 4.5 times larger compared with firms with less political activity. As reported 

in columns 4 and 5, firms with relatively high political contributions are 2.6 times less likely to 

receive an increase in a contract’s length, and the average extension drops by 3.9 times relative to 

less politically active firms. Column 6 finds similar effects for renegotiating amounts with weak 

monitoring. 

 Panel B of Table 11 evaluates firm-level reliance on contract renegotiations. Column 1 

finds that firms that were historically more dependent on renegotiations of government contracts 
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experience a 3.5 times larger decline in the likelihood of receiving a contract improvement 

following the sudden loss of a political connection. Columns 2 and 3 report that award increases 

and amount changes are 3.5-fold and 9-fold lower, respectively, for firms previously reliant on 

renegotiations. Columns 4 and 5 show a significant drop in the likelihood and magnitude of 

renegotiated extensions for renegotiation-dependent firms, while renegotiated amounts with weak 

monitoring drop by 8.0 times for these firms (column 6). 

Overall, the evidence suggests that firms traditionally investing more in political 

connections and more reliant on favorable contract renegotiations are more affected by the loss of 

a political connection. These results are consistent with the interpretation that a disruption to a 

firm’s political influence inhibits its ability to extract rents through the preferential renegotiation 

of procurement contracts. 

 

5. Firm Value 

In the final set of analyses, we investigate the relation between political connections, contract 

renegotiations, and firm value. The hypothesis is that political connections and the role that they 

play in contract renegotiations have a positive effect on firm value. The goal of this section is to 

provide evidence on the direction and magnitude of these effects. 

 To test this hypothesis, we proceed in two steps. First, we study the effect of sudden deaths 

or resignations of connected politicians on firm value. Second, we examine the role of contract 

renegotiations in these value effects by comparing firms with varying degrees of reliance on 

contract renegotiations. The analyses use an event study framework to estimate the response of 

market participants to news about a connected politician’s death or resignation from the House or 

Senate. Note that while previous sections studied the role of political connections in renegotiations 
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at the contract level, the analyses in this section study their role at the overall firm level because 

returns are observed at the firm level. 

The market response is measured using abnormal returns, which are defined as follows: 

                                                             𝐴𝑅𝑖𝑝𝑡 = 𝑅𝑖𝑝𝑡 − 𝐸[𝑅𝑖𝑝𝑡],                                                   (3) 

where 𝑅𝑖𝑝𝑡 is the realized excess return for firm i that lost a connection to politician p on event 

date t, and 𝐸[𝑅𝑖𝑝𝑡] is the expected excess return for firm i that lost a connection to politician p on 

event date t. The model for expected excess returns is estimated using both a market model and a 

three-factor model for the 61 to 260 trading days prior to the loss of the connection. The market 

model uses the market return as the factor, whereas the three-factor model also includes the SMB 

(small minus big) and HML (high minus low) factors.11 The analyses consider the cumulative 

abnormal return (CAR) around two event windows—one day before to one day after the 

connection is lost ([–1,1]) and one day before to three days after the connection is lost ([–1,3]). 

The regressions include industry and year fixed effects to absorb time-invariant industry 

heterogeneity and time variation, respectively. Standard errors are clustered at the event level. 

Panel A of Table 12 reports the market reaction around the sudden death or unexpected 

resignation of a connected politician. Column 1 reports the findings for a market model and an 

event window from one day prior to the event to one day afterwards. The estimates show that firm 

value declines by 68.4 basis points when a political connection is lost. Column 2 presents the 

results using a three-factor model for the same event window of one day prior to the event to one 

day afterwards. The estimates show that firm value drops by 48.9 basis points when a connection 

is lost. These effects are highly statistically significant at the 1% level. Columns 3 and 4 report the 

 
11 Data on the factors are provided by Ken French at http://mba.tuck.dartmouth.edu/pages/faculty/ 

ken.french/data_library.html. 
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corresponding CARs in the [–1,3] event window. The estimates are larger than those obtained in 

the [–1,1] event window. Firm value drops by 104.2 basis points based on the market model 

estimates and by 54.3 basis points based on the three-factor model estimates. As before, these 

estimates are highly statistically significant at the 1% level. 

Overall, the negative stock price reactions to political connection losses suggest that some 

benefits of political influence will be foregone. However, the costs of influencing the politician 

are sunk by that point, and hence one cannot infer the overall efficacy of political connections. 

In panel B of Table 12, we assess the role of contract renegotiations in the firm value 

effects. To this end, we include in the event-study regressions a measure of firms’ ex ante reliance 

on contract renegotiations. We define High renegotiations as an indicator variable equaling one if 

a firm receives above-median amount increases through renegotiations in the year before a 

connection is lost relative to the total contract amounts that it receives. 

Panel B of Table 12 presents these results. Column 1 focuses on the market model in a  

[–1,1] event window. It shows that firm value declines by 50.5 basis points when a political 

connection is lost and, more importantly, that firms ex ante more dependent on contract 

renegotiations experience an additional drop of 39.0 basis points in value. This additional drop is 

statistically significant at the 5% level and economically meaningful, as it represents a further 

decrease of 77.2% in firm value (39.0 basis points relative to 50.5 basis points) compared with the 

average drop in value when a political connection is lost. Column 2 presents the results from a 

three-factor model for the same event window. The estimates suggest that firm value declines on 

average by 19.8 basis points when a political connection is lost, with an additional drop of 63.6 

basis points for firms that are more dependent on contract renegotiations. This effect is highly 

statistically significant at the 1% level and represents a further decrease of more than three times 
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the value of firms that relied on contract renegotiations in the past. 

Columns 3 and 4 report the results for the longer event window of [–1,3]. The estimates 

suggest that firm value drops by 40.4 basis points and 60.0 basis points based on a market model 

and a three-factor model, respectively. As before, these estimates are highly statistically significant 

at the 5% and 1% levels, respectively, and represent an additional drop of 47.1% and 2.2 times the 

value of firms that relied more on contract renegotiations in the past. 

Collectively, the findings provide several insights. First, the negative market reaction to 

lost connections is consistent with the evidence in prior studies that political connections have a 

positive effect on firm value (e.g., Fisman 2001; Faccio and Parsley 2009; Akey 2015). Second, 

the estimates highlight that market participants do not completely anticipate the death or 

resignation of a politician, consistent with the key identifying assumption of the approach in 

Section 2. Lastly, by showing that renegotiation-dependent firms experience a greater decline in 

value following the loss of political connections, the results demonstrate heterogeneity in the effect 

of political influence on firm value. This last finding provides a direct estimate of the importance 

of contract renegotiations in the overall value of political connections. 

 

6. Conclusion 

Using hand-collected data on government contracts awarded to public U.S. firms, this paper shows 

that political influence facilitates favorable ex ante bidding strategies and ex post contract 

renegotiations. The estimates suggest that over 81% of total government procurement is allocated 

through ex post renegotiations of existing contracts, with the bulk of the renegotiated funds 

awarded to politically connected firms. Moreover, ex post renegotiations allow connected firms to 

submit significantly lower initial bids, which likely increase the chance of receiving government 
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contracts and maintain the appearance of a competitive bidding process. 

The findings in this paper provide new evidence along several additional dimensions. First, 

political influence plays a role in renegotiations of contractual terms beyond contract amounts, 

including deadline extensions and removal of monitoring or incentive features. Second, the role of 

political influence is even stronger in nonroutine contracts such as the stimulus contracts that were 

awarded under the American Recovery and Reinvestment Act of 2009 and are explicitly identified 

in our data. Third, the ex post renegotiation of existing contracts is an important channel through 

which political connections affect firm value. 

These analyses are made possible by detailed contractual data on each contract from 

signing through all subsequent renegotiations which have not been available to researchers in prior 

studies. Collectively, they expand our understanding of government contracting with the private 

sector and carry important lessons for the design of government contracts. The findings suggest 

that government oversight and watchdog groups should pay special attention to a host of 

contractual features that can be changed throughout the life of a contract and have nontrivial 

implications for firm value and for the design of the bidding process. Moreover, the evidence 

highlights the importance of monitoring the procurement process during economic downturns, 

when large emergency investments are made relatively quickly and with little oversight.  
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Appendix A. Variable Definitions and Data Construction 

A.1  Sample and Variable Definitions 

U.S. federal contract data are from the Federal Procurement Data System (FPDS) and 

USAspending.gov. We define a unique contract based on the combination of the PIID (unique 

FPDS identifier) and parent company name. We drop contracts with a negative total award, 

including initial amount and any renegotiated changes in the award. Stimulus contracts are 

identified using the Description of Contract Requirement variable, which contains a brief 

description of the goods and services bought. This variable contains a code for stimulus contracts 

in the form TAS::XX XXXX XXX::TAS or TAS::XX XXXX::TAS.12 Campaign contributions 

and election data come from the Federal Election Commission (FEC). Table A.1 provides detailed 

descriptions of the variables, including the different data sources used in their construction. 

 

A.2  Matching Contracts to Compustat Firms 

In this section, we detail the matching procedure to combine U.S. federal government contracts 

from FPDS with Compustat. The FPDS data do not contain a unique identifier that can be matched 

directly to common unique identifiers, such as GVKEY or PERMNO. The data do contain the 

parent company name for each vendor. We use this field to match the FPDS data with Compustat 

company names based on the following process. 

For each firm in Compustat, we compute the Levenshtein distance between the company 

name in Compustat and each parent company name in FPDS, after removing punctuation and 

common characters and phrases. The Levenshtein distance is a method of computing the difference 

between two strings. This distance is approximately a count of the number of edits necessary to 

 
12 Additional details are available at https://www.fpds.gov/fpdsng_cms/index.php/en/newsroom/5-arra.html. 
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change one string into the other string. The Levenshtein ratio is calculated as (1 – L/S), where L is 

the Levenshtein distance and S is the length of the longest word. This process computes the 

Levenshtein distance and ratio for 13,867 Compustat names, each matched with 528,056 parent 

company names in FPDS. We keep all matches above a Levenshtein ratio of 0.95 and the next 

closest match after this cutoff. We hand-check each match of a Compustat company name with an 

FPDS parent company name to decide whether it is appropriate. We determine this based on name 

similarity, Hoovers database (which provides company information by DUNS number), and 

internet searches. This leads to 7,432 matches between Compustat company names and FPDS 

parent company names. 

 

A.3  Linking Campaign Contributions to Compustat Firms 

This section describes how we match campaign contributions from Compustat firms to political 

candidates running for office in the U.S. Congress. There is not a unique identifier to link data 

from the FEC with firms in Compustat. The FEC data contain the connected organization of a 

political action committee (PAC). We match this field with Compustat company names using the 

Levenshtein distance described in Section A.2. If a PAC’s connected organization is missing, we 

set it equal to the committee name. We remove punctuation, common characters, and phrases from 

the company names in FEC and Compustat data. Note that a firm can be linked to more than one 

PAC. We hand-check each match between a Compustat company name and a political action 

committee to determine whether it is appropriate, based on name similarity and location. This 

procedure leads to 1,382 matches of PACs for 1,200 Compustat firms.  

D
ow

nloaded from
 https://academ

ic.oup.com
/rfs/advance-article/doi/10.1093/rfs/hhaa093/5893489 by guest on 26 August 2020



42 

 

Table A.1 

Variable definitions 

Variable name Description Source 

Initial award Contract amount at initiation (in millions of dollars). FPDS and 

USASpending.gov 

Contract improvement An indicator variable equaling one if a firm renegotiates a contract for an 

increase in its award or an extension. 

FPDS and 

USASpending.gov 

Increase award An indicator variable equaling one if a firm receives an increase in a 

contract’s award after its initiation. 

FPDS and 

USASpending.gov 

Award change Change in the award amount of a contract, winsorized at the 1% level in 

each tail, after its initial award (in millions of dollars). 

FPDS and 

USASpending.gov 

Increase length An indicator variable equaling one if a firm renegotiates a contract for an 

extension. 

FPDS and 

USASpending.gov 

Extension Total change in the contract completion date after its initiation, winsorized 

at the 1% level in each tail (in years). 

FPDS and 

USASpending.gov 

Weak monitoring Contract amount awarded if there are no incentive or performance 

features, winsorized at the 1% level in each tail, after its initial award (in 

millions of dollars). Contracts with incentive features are defined as those 

contracts whose type is code L (“Fixed Price Incentive”), M (“Fixed Price 

Award Fee”), V (“Cost Plus Incentive”), R (“Cost Plus Award Fee”), or U 

(“Cost Plus Fixed Fee”). Contracts with performance features are defined 

as those contracts whose acquisition method is “Performance Based.” 

FPDS and 

USASpending.gov 

Underbidding One minus the ratio of the initial bid awarded to the total amount awarded 

including ex post renegotiations throughout the life of the contract. 

FPDS and 

USASpending.gov 

Fixed-price An indicator variable equaling one if the contract type is fixed price.  

Contract type is defined as fixed price if the code for the type of contract 

pricing is A (“Fixed Price Redetermination”), B (“Fixed Price Level of 

Effort”), J (“Firm Fixed Price”), K (“Fixed Price with Economic Price 

Adjustment”), L (“Fixed Price Incentive”) or M (“Fixed Price Award 

Fee”). 

FPDS and 

USASpending.gov 

Cost-plus An indicator variable equaling one if the contract type is cost plus.  

Contract type is defined as cost plus if the code for the type of contract 

pricing is R (“Cost Plus Award Fee”), U (“Cost Plus Fixed Fee”), V 

(“Cost Plus Incentive Fee”) or Y (“Time and Materials”). 

FPDS and 

USASpending.gov 

Competition  An indicator variable equaling one if the contract is available for 

competitive bidding.  Contracts are defined as competitive if the code for 

the extent of competition is A (“Full and Open Competition”), CDO 

(“Competitive Delivery Order”) or F (“Competed Under SAP”). 

FPDS and 

USASpending.gov 

High renegotiations An indicator variable equaling one for above-median renegotiations in the 

year before a connection is lost relative to the total contracts received. 

FPDS and 

USASpending.gov 

Connection to local 

representative 

An indicator variable equaling one if a firm is connected to a U.S. 

Representative in the congressional district where the contract is 

performed. 

Federal Election 

Commission 

Connection to local 

senator 

An indicator variable equaling one if a firm is connected to a U.S. Senator 

in the state where the contract is performed. 

Federal Election 

Commission 

Local connections An indicator variable equaling one if Connection to local representative or 

Connection to local senator equals one. 

Federal Election 

Commission 

Lost connection An indicator variable equaling one if a firm is connected to a U.S. 

Representative or Senator in a congressional district or state, respectively, 

where the contract is performed and this connection is lost due to the 

politician’s death or unexpected resignation. 

Federal Election 

Commission, CQ 

Press’s Congress 

and the Nation, 

and news articles 

High contributions An indicator variable for above-median contributions by firms to 

candidates for the U.S. House of Representatives and Senate. 

Federal Election 

Commission 
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Table A.2 

List of deaths and unexpected resignations from U.S. House of Representatives and Senate between 2001 and 2012 

Name 

Party and 

state Congress Term start Term end Reason Details about reason 

John Joseph 

Moakley 

Democrat of 

Massachusetts 

House January 3, 

1973 

May 28, 2001 Died Complications due to leukemia 

Charles Joseph 

Scarborough 

Republican of 

Florida 

House January 3, 

1995 

September 6, 

2001 

Resigned Spend more time with family 

Bill Janklow Republican of 

South Dakota 

House January 3, 

2003 

January 20, 

2004 

Resigned Convicted of second-degree 

manslaughter 

Christopher 

Cox 

Republican of 

California 

House January 3, 

1989 

August 2, 

2005 

Resigned Appointed as chairman of the 

Securities and Exchange 

Commission 

Duke 

Cunningham 

Republican of 

California 

House January 3, 

1991 

December 1, 

2005 

Resigned Pleaded guilty to tax evasion, 

conspiracy to commit bribery, mail 

fraud, and wire fraud 

Tom DeLay Republican of 

Texas 

House January 3, 

1985 

June 9, 2006 Resigned Involved in several scandals 

Charlie 

Norwood 

Republican of 

Georgia 

House January 3, 

2003 

February 13, 

2007 

Died Related to cancer 

Juanita 

Millender-

McDonald 

Democrat of 

California 

House March 26, 

1996 

April 22, 2007 Died Colon cancer 

Craig Thomas Republican of 

Wyoming 

Senate January 3, 

1989 

June 4, 2007 Died Leukemia 

Marty Meehan Democrat of 

Massachusetts 

House January 3, 

1993 

July 1, 2007 Resigned Appointed chancellor of University 

of Massachusetts at Lowell 

Jo Ann Davis Republican of  

Virginia 

House January 3, 

2001 

October 6, 

2007 

Died Breast cancer 

Dennis Hastert Republican of 

Illinois 

House January 3, 

1987 

November 26, 

2007 

Resigned Became a lobbyist 

Julia Carson Democrat of 

Indiana 

House January 3, 

1997 

December 15, 

2007 

Died Lung cancer 

Trent Lott Republican of 

Mississippi 

Senate January 3, 

1973 

December 18, 

2007 

Resigned Avoid lobbying restrictions 

Bobby Jindal Republican of 

Louisiana 

House January 3, 

2005 

January 14, 

2008 

Resigned Focus on gubernatorial campaign 

Richard Baker Republican of 

Louisiana 

House January 3, 

1987 

February 2, 

2008 

Resigned Became a lobbyist 

Tom Lantos Democrat of 

California 

House January 3, 

1981 

February 11, 

2008 

Died Esophageal cancer 

Albert Wynn Democrat of 

Maryland 

House January 3, 

1993 

May 31, 2008 Resigned Became a lobbyist 

Stephanie 

Tubbs Jones 

Democrat of 

Ohio 

House January 3, 

1999 

August 20, 

2008 

Died Brain hemorrhage 

Barack Obama Democrat of 

Illinois 

Senate January 3, 

2005 

November 16, 

2008 

Resigned Focus on transition period for the 

presidency 

Tom Davis Republican of 

Virginia 

House January 3, 

1995 

November 24, 

2008 

Resigned Became a consultant 

Rahm Emanuel Democrat of 

Illinois 

House January 3, 

2003 

January 2, 

2009 

Resigned Appointed chief of staff 

Joseph Biden Democrat of 

Delaware 

Senate January 3, 

1973 

January 15, 

2009 

Resigned Became vice president 

Ken Salazar Democrat of 

Colorado 

Senate January 3, 

2005 

January 20, 

2009 

Resigned Appointed interior secretary 

Hillary Clinton Democrat of 

New York 

Senate January 3, 

2001 

January 21, 

2009 

Resigned Appointed secretary of state 

Hilda Solis Democrat of 

California 

House January 3, 

2001 

February 24, 

2009 

Resigned Appointed secretary of labor 
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Table A.2 (continued) 

Name 

Party and 

state Congress Term start Term end Reason Details about reason 

Ellen Tauscher Democrat of 

California 

House January 3, 

1997 

June 26, 2009 Resigned Appointed Under Secretary of 

State for Arms Control and 

International Security 

Edward M. 

Kennedy 

Democrat of 

Massachusetts 

Senate November 7, 

1962 

August 25, 

2009 

Died Brain cancer 

Mel Martinez Republican of 

Florida 

Senate January 3, 

2005 

September 9, 

2009 

Resigned Became a lobbyist 

John McHugh Republican of 

New York 

House January 3, 

1993 

September 21, 

2009 

Resigned Appointed secretary of the Army 

Robert Wexler Democrat of 

Florida 

House January 3, 

1997 

January 3, 

2010 

Resigned Became executive director of the 

Center for Middle East Peace and 

Economic Cooperation 

John Murtha Democrat of 

Pennsylvania 

House February 5, 

1974 

February 8, 

2010 

Died Complications from gallbladder 

surgery 

Neil 

Abercrombie 

Democrat of 

Hawaii 

House January 3, 

1991 

February 28, 

2010 

Resigned Focus on gubernatorial campaign 

Eric Massa Democrat of 

New York 

House January 3, 

2009 

March 8, 2010 Resigned Health concerns and allegations 

surfaced that he sexually harassed a 

member of his congressional staff 

Nathan Deal Republican of 

Georgia 

House January 3, 

1993 

March 21, 

2010 

Resigned Focus on gubernatorial campaign 

Mark Souder Republican of 

Indiana 

House January 3, 

1995 

May 21, 2010 Resigned Extramarital affair with a member 

of his congressional staff 

Robert Byrd Democrat of 

West Virginia 

Senate January 3, 

1959 

June 28, 2010 Died Complications from dehydration 

and exhaustion 

Christopher 

Lee 

Republican of 

New York 

House January 3, 

2009 

February 9, 

2011 

Resigned Allegations of sexual harassment 

Jane Harman Democrat of 

California 

House January 3, 

2001 

February 28, 

2011 

Resigned Became president of Woodrow 

Wilson International Center for 

Scholars 

John Ensign Republican of 

Nevada 

Senate January 3, 

2001 

May 3, 2011 Resigned Affair with a campaign aide and 

corruption scandal 

David Wu Democrat of 

Oregon 

House January 3, 

1999 

August 3, 

2011 

Resigned Accused of unwanted sexual 

encounter 

Gabrielle 

Giffords 

Democrat of 

Arizona 

House January 3, 

2007 

January 25, 

2012 

Resigned Critically injured in a shooting near 

Tucson, Arizona 

Donald M. 

Payne 

Democrat of 

New Jersey 

House January 3, 

1989 

March 6, 2012 Died Colon cancer 

Jay Inslee Democrat of 

Washington 

House January 3, 

1993 

March 20, 

2012 

Resigned Focus on gubernatorial campaign 

Thaddeus 

McCotter 

Republican of 

Michigan 

House January 3, 

2003 

July 6, 2012 Resigned Did not quality for Republican 

primary because many petition 

signatures were deemed invalid 

and possible fraud 

Geoff Davis Republican of 

Kentucky 

House January 3, 

2005 

July 31, 2012 Resigned Family health issue 

Dennis 

Cardoza 

Democrat of 

California 

House January 3, 

2003 

August 15, 

2012 

Resigned Personal reasons, citing parenting 

challenges 

Jesse L. 

Jackson Jr. 

Democrat of 

Illinois 

House December 12, 

1995 

November 21, 

2012 

Resigned Allegations of misuse of campaign 

money 

Bob Filner Democrat of 

California 

House January 3, 

1993 

December 3, 

2012 

Resigned Focus on mayoral campaign in San 

Diego 

Daniel K. 

Inouye 

Democrat of 

Hawaii 

Senate August 21, 

1959 

December 17, 

2012 

Died Respiratory complications 
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Appendix B. Examples of Unexpected Resignations 

We identify unexpected losses of political connections by reading news articles surrounding the 

turnover of politicians. We conducted this search using LexisNexis Academic and ProQuest. For 

each event, we searched for the politician’s name in a window around the date of the event. In this 

section, we provide two examples of unexpected resignations and refer to the news articles about 

them. 

The first example is the unexpected resignation of Bill Janklow, a Republican representing 

South Dakota, who resigned from the House of Representatives in 2004 after being convicted of 

second-degree manslaughter. Known for his tendency to speed, Janklow missed a stop sign and 

hit a motorcyclist, who was thrown into a soybean field and killed on August 16, 2003. He resigned 

from his seat in the House on January 20, 2004, which was the day of his sentencing. A New York 

Times article highlights “a political gap for South Dakota” because of Janklow’s resignation.1 

The second example is the unexpected resignation of Jay Inslee. Facing a challenging 

election for the governor of Washington, Jay Inslee resigned from the House of Representatives 

on March 20, 2012, to focus on his gubernatorial campaign. He had represented the 1st 

congressional district of Washington since 1999, in addition to the 4th district of the state from 

1993 to 1995. At the time of his resignation, he was trailing his opponent, Rob McKenna. Inslee 

subsequently won the election by three points over McKenna. A Los Angeles Times article 

describes the resignation of Inslee.2  

 
1 M. Davey, “Lawmaker guilty of manslaughter; says he’ll resign,” New York Times, December 

9, 2003, https://www.nytimes.com/2003/12/09/us/lawmaker-guilty-of-manslaughter-says-he-ll-

resign.html. 
2 M. Memoli, “Another vacancy in the House,” Los Angeles Times, March 11, 2012, 

https://www.pressreader.com/usa/los-angeles-times/20120311. 
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Figure 1 

Renegotiation frequency 
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This figure reports the likelihood of contract renegotiations based on the size of the initial award. The sample includes contracts from 

the U.S. federal government to all firms in Compustat from 2001 to 2012. A renegotiation is defined as a change in a contract’s award 

amount or deadline. Initial award is the contract amount at initiation (in millions of dollars). 
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Figure 2 

Contract renegotiation and political influence: Dynamic difference-in-differences 

This figure plots the dynamics of the difference-in-differences estimates in panel B of Table 4. We estimate our baseline specification 

in Equation (1) and examine the difference-in-differences effects for the six months before and after the sudden death or unexpected 
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resignation of a political connection. The month of the lost connection is the base month. Each panel of this figure includes the estimated 

coefficients and the associated 95% confidence intervals. 
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Table 1 

Summary statistics 

 

A. Contracts 

Variable 

Number of 

observations Mean Minimum Maximum 

Standard 

deviation 

Initial award 5,404,401 0.099 0.000 11,110.073 6.523 

Contract improvement 5,404,401 0.109 0.000 1.000 0.312 

Increase award 5,404,401 0.092 0.000 1.000 0.289 

Award change 729,867 0.826 –0.579 1,430.982 9.969 

Increase length 5,404,401 0.086 0.000 1.000 0.281 

Extension 729,867 1.279 –1.959 17.584 2.588 

Weak monitoring 729,867 0.368 –0.450 697.034 4.053 

B. Industry composition  

Industry 

Number of 

contracts 

Average 

contract 

amount 

Maximum 

contract 

amount 

Standard 

deviation of 

contract amount 

Total 

contract 

amount 

Consumer 2,322,014 76 5,849,596 5,982 176,974,437 

Manufacturing 1,109,355 959 29,005,528 62,951 1,064,156,547 

High Tech 995,347 667 6,667,473 22,120 663,529,780 

Healthcare 658,249 49 1,327,660 5,051 32,566,943 

Other 319,436 1,075 23,422,850 65,996 343,462,582 

C. Political influence  

Variable 

Number of 

observations Mean Minimum Maximum 

Standard 

deviation 

Connections to local 

representative 
5,404,401 0.155 0.000 1.000 0.362 

Connections to local 

senator 
5,404,401 0.275 0.000 1.000 0.446 

Local connections 5,404,401 0.294 0.000 1.000 0.456 

This table provides summary statistics for contracts from the U.S. federal government to all firms in Compustat 

from 2001 to 2012. Panel A summarizes the sample of contracts at initiation and during renegotiation, panel B 

decomposes contracts by industry, and panel C details political influence. In panel A, Initial award is the contract 

amount at initiation (in millions of dollars). Contract improvement is an indicator variable equaling one if a firm 

renegotiates a contract for an increase in its award or an extension. Increase award is an indicator variable equaling 

one if a firm receives an increase in a contract’s award after its initiation. Award change is the change in the award 

amount of a renegotiated contract, winsorized at the 1% level in each tail, after its initial award (in millions of 

dollars). Increase length is an indicator variable equaling one if a firm renegotiates a contract for an extension. 

Extension is the total change in the completion date of a renegotiated contract after its initiation, winsorized at the 

1% level in each tail (in years). Weak monitoring is the contract amount awarded if there are no incentive or 

performance features, winsorized at the 1% level in each tail, after its initial award (in millions of dollars). In panel 

B, Average contract amount is the mean contract total award (in thousands of dollars) by industry, Maximum 

contract amount is the maximum contract total award (in thousands of dollars) by industry, Standard deviation of 

contract amount is the standard deviation of the contract total award (in thousands of dollars), and Total contracts 
value is the sum of contract awards to the industry (in thousands of dollars). In panel C, Connection to local 

representative is an indicator variable equaling one if a firm is connected to a U.S. representative in the 

congressional district where the contract is performed. Connection to local senator is an indicator variable equaling 

one if a firm is connected to a U.S. senator in the state where the contract is performed. Local connections is an 

indicator variable equaling one if Connection to local representative or Connection to local senator equals one. 

Table A.1 provides additional details on variable definitions. 
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Table 2 

Contract renegotiations 

A. All contracts 

Variable Initial Renegotiated Multiple Connected Unconnected 

Amount ($ billions) 427.111 1,853.580 4.340 1,417.495 436.085 

Length (in years) 0.241 1.843 7.647 2.770 0.842 

Weak monitoring 

($ billions) 
328.365 831.832 2.533 588.654 243.178 

B. Large contracts 

Variable Initial Renegotiated Multiple Connected Unconnected 

Amount ($ billions) 297.738 1,162.980 3.906 956.287 206.694 

Length (in years) 1.377 1.600 1.162 2.047 1.024 

Weak monitoring 

($ billions) 
214.716 454.750 2.118 358.207 96.543 

 

 

This table highlights the extent of renegotiations for procurement contracts from the U.S. federal 

government to all firms in Compustat from 2001 to 2012. Panel A includes all contracts and panel B 

subsets to large contracts, which are defined as the 1% largest contracts based on the total amount awarded. 

Amount is the total contract amount awarded (in billions of dollars). Length is the average length of the 

contract at initiation or the average extension during renegotiation (in years). Weak monitoring is the total 

contract amount awarded if there are no incentive or performance features (in billions of dollars). Initial 

is the contract term at initiation. Renegotiated is the change in the contract term after its initial signing. 

Multiple is the contract term during renegotiation relative to the contract term at initiation. Connected 

reports renegotiated values if a firm that a contract is awarded to is connected to a U.S. representative or 

senator where the contract is performed. Unconnected reports renegotiated values if a firm that a contract 

is awarded to is not connected to a U.S. representative or senator where the contract is performed. Table 

A.1 provides additional details on variable definitions. 
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Table 3 

Contract renegotiations and political influence: Univariate evidence 

 

A. All contracts 

Variable Total observations Connected Unconnected Difference 

Initial award 5,404,401 0.208 0.054 0.154*** 

Contract improvement 5,404,401 0.208 0.068 0.140*** 

Increase award 5,404,401 0.188 0.053 0.135*** 

Award change 5,404,401 0.295 0.035 0.260*** 

Increase length 5,404,401 0.180 0.047 0.133*** 

Extension 5,404,401 0.443 0.060 0.383*** 

Weak monitoring 5,404,401 0.005 0.001 0.004*** 

B. Large contracts 

Variable Total observations Connected Unconnected Difference 

Initial award 54,044 8.239 4.340 3.899*** 

Contract improvement 54,044 0.612 0.481 0.131*** 

Increase award 54,044 0.550 0.429 0.122*** 

Award change 54,044 7.240 2.213 5.026*** 

Increase length 54,044 0.486 0.321 0.165*** 

Extension 54,044 1.032 0.496 0.536*** 

Weak monitoring 54,044 2.730 1.114 1.616*** 
 

C. Industries 

Variable Consumer Manufacturing High Tech Healthcare Other 

Initial award 0.056*** 0.368*** 0.216*** 0.016*** 0.037*** 

Contract improvement 0.206*** 0.145*** 0.147*** 0.007*** 0.012*** 

Increase award 0.210*** 0.130*** 0.131*** 0.006*** 0.015*** 

Award change 0.034*** 0.493*** 0.541*** 0.003*** 0.374*** 

Increase length 0.206*** 0.131*** 0.129*** 0.005*** 0.033*** 

Extension 0.655*** 0.327*** 0.275*** 0.013*** 0.247*** 

Weak monitoring <0.001*** 0.009*** 0.013*** <0.001** 0.003*** 

Total observations 2,322,014 1,109,355 995,347 658,249 319,436 
 

D. Firm size quintiles 

 Firm size quintile 

Variable 1 (Smallest) 2 3 4 5 (Largest) 

Initial award 0.127** 0.069** 0.583*** 0.098*** 0.151*** 

Contract improvement 0.298*** 0.419*** 0.250*** 0.065*** 0.144*** 

Increase award 0.170*** 0.336*** 0.216*** 0.055*** 0.138*** 

Award change 0.264*** 0.961*** 0.835*** 0.190*** 0.262*** 

Increase length 0.306*** 0.385*** 0.219*** 0.054*** 0.138*** 

Extension 1.218*** 1.334*** 0.861*** 0.110*** 0.392*** 

Weak monitoring –0.001*** 0.027*** 0.009*** 0.006*** 0.005*** 

 

This table reports difference in means estimates for contract allocation and renegotiation. Panel A provides 

estimates for the full sample of contracts. Panel B focuses on large contracts, which are defined as the 1% largest 

contracts based on the total amount awarded. Panel C compares renegotiated amounts for connected and 

unconnected firms by industry. Panel D provides the difference in means estimates across firm size quintiles. 

Contract variables are defined in Table A.1. Connected and Unconnected are determined by whether or not a firm 

that is awarded a contract is connected to a U.S. representative or senator where the contract is performed. ***, **, 

and * denote significance at the 1%, 5%, and 10% levels, respectively. 

D
ow

nloaded from
 https://academ

ic.oup.com
/rfs/advance-article/doi/10.1093/rfs/hhaa093/5893489 by guest on 26 August 2020



58 

 

  

D
ow

nloaded from
 https://academ

ic.oup.com
/rfs/advance-article/doi/10.1093/rfs/hhaa093/5893489 by guest on 26 August 2020



56 

 

Table 4 

Contract renegotiations and political influence: Regression evidence 

 

A. Difference-in-differences 

Dependent variable Contract improvement Increase award Award change Increase length Extension Weak monitoring 

Model (1) (2) (3) (4) (5) (6) 

Lost connection X After 
–0.052*** –0.041*** –0.005*** –0.043*** –0.191*** –0.005*** 

(0.009) (0.007) (0.001) (0.008) (0.054) (0.001) 

Firm-event-region fixed effects Yes Yes Yes Yes Yes Yes 

Event-time fixed effects Yes Yes Yes Yes Yes Yes 

R2 0.033 0.03 0.056 0.034 0.05 0.052 

Observations 2,182,536 2,182,536 2,182,536 2,182,536 2,182,536 2,182,536 

Sample mean 0.105 0.086 0.009 0.093 0.506 0.008 
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Table 4 (continued) 

B. Dynamic difference-in-differences 

Dependent variable Contract improvement Increase award Award change Increase length Extension Weak monitoring 

Model (1) (2) (3) (4) (5) (6) 

Lost connection X Month(<t–3) 
0.002 0.016* 0.000 –0.006 –0.118 0.001 

(0.012) (0.009) (0.002) (0.011) (0.083) (0.002) 

Lost connection X Month(t–3) 
0.010 0.009 –0.000 0.001 –0.075 –0.000 

(0.014) (0.010) (0.002) (0.013) (0.086) (0.002) 

Lost connection X Month(t–2) 
0.037 0.036 0.006** 0.004 –0.029 0.006*** 

(0.030) (0.028) (0.003) (0.013) (0.102) (0.002) 

Lost connection X Month(t–1) 
–0.005 0.000 –0.002 –0.005 –0.143** –0.001 

(0.013) (0.012) (0.002) (0.012) (0.066) (0.002) 

Lost connection X Month(t+1) 
–0.016 –0.009 0.000 –0.014 –0.007 –0.001 

(0.019) (0.016) (0.003) (0.018) (0.153) (0.002) 

Lost connection X Month(t+2) 
–0.034** –0.018 –0.004* –0.034** –0.262*** –0.003 

(0.015) (0.013) (0.002) (0.013) (0.087) (0.002) 

Lost connection X Month(t+3) 
–0.045*** –0.025** –0.004* –0.051*** –0.334*** –0.003* 

(0.015) (0.013) (0.002) (0.013) (0.100) (0.002) 

Lost connection X Month(>t+3) 
–0.066*** –0.039*** –0.007*** –0.065*** –0.443*** –0.005*** 

(0.015) (0.012) (0.002) (0.014) (0.100) (0.002) 

Firm-event-region fixed effects Yes Yes Yes Yes Yes Yes 

Event-time fixed effects Yes Yes Yes Yes Yes Yes 

R2 0.031 0.028 0.054 0.032 0.048 0.051 

Observations 2,393,804 2,393,804 2,393,804 2,393,804 2,393,804 2,393,804 

Sample mean 0.106 0.086 0.009 0.093 0.503 0.008 

 

This table examines how political influence affects the renegotiation of contracts awarded by the U.S. federal government. Panel A provides difference-in-differences 

estimates. Panel B reports the dynamics of these estimates over the six months before and after the sudden death or unexpected resignation of a connected politician, 

where the month of lost connection is the base month. Lost connection is an indicator variable equaling one if a firm is connected to a U.S. representative or senator 

in a congressional district or state, respectively, where the contract is performed and this connection is lost due to the politician’s death or unexpected resignation. 

Contract improvement is an indicator variable equaling one if a firm renegotiates a contract for an increase in its award or an extension. Increase award is an 

indicator variable equaling one if a firm receives an increase in a contract after its initial award. Award change is the change in the award amount of a contract, 

winsorized at the 1% level in each tail, after its initial award (in millions of dollars). Increase length is an indicator variable equaling one if a firm renegotiates a 

contract for an extension. Extension is the total change in the contract completion date after its initiation, winsorized at the 1% level in each tail (in years). Weak 

monitoring is the contract amount awarded if there are no incentive or performance features, winsorized at the 1% level in each tail, after its initial award (in millions 

of dollars). The sample includes all contracts to connected firms that lose a connection. The event window is six months before and after a connection is lost. Table 

A.1 provides additional details on variable definitions. All models include firm-event-region and event-time fixed effects, and an intercept term. Standard errors are 

reported in parentheses and clustered at the firm-event level. ***, **, and * denote significance at 1%, 5%, and 10%, respectively. 
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Table 5 

Robustness 
 

A. Subsample evidence 

Dependent variable Contract improvement Increase award Award change Increase length Extension Weak monitoring 

Model (1) (2) (3) (4) (5) (6) 

Connections lost due to death 
–0.042*** –0.032*** –0.005*** –0.036*** –0.172** –0.004*** 

(0.009) (0.009) (0.001) (0.009) (0.077) (0.001) 

Excluding Manufacturing and 

High Tech industries 

–0.034** –0.025** –0.003*** –0.028** –0.139** –0.003*** 

(0.013) (0.011) (0.001) (0.011) (0.066) (0.001) 

Excluding top 5%  

of contracts 

–0.052*** –0.041*** –0.004*** –0.041*** –0.154*** –0.004*** 

(0.009) (0.007) (0.001) (0.008) (0.048) (0.001) 

Excluding top 1%  

of contracts 

–0.052*** –0.040*** –0.005*** –0.042*** –0.178*** –0.004*** 

(0.009) (0.007) (0.001) (0.008) (0.053) (0.001) 

Dropping events within 6 

months of election cycle 
–0.050*** –0.038*** –0.005*** –0.042*** –0.197*** –0.004*** 

(0.009) (0.007) (0.001) (0.008) (0.058) (0.001) 

Event windows of 3 months 

around lost connection 

–0.049** –0.038** –0.008** –0.037** –0.138 –0.008*** 

(0.022) (0.018) (0.004) (0.018) (0.140) (0.003) 

Event windows of 12 months 

around lost connection 

–0.033*** –0.024*** –0.002*** –0.023*** –0.064 –0.002*** 

(0.008) (0.007) (0.001) (0.007) (0.041) (0.000) 
 

B. Connected and unconnected firms 

Dependent variable Contract improvement Increase award Award change Increase length Extension Weak monitoring 

Model (1) (2) (3) (4) (5) (6) 

Lost politician X After  

   X Connected 
–0.174*** –0.148*** –0.012*** –0.151*** –0.583*** –0.010*** 

(0.013) (0.015) (0.002) (0.013) (0.071) (0.002) 

Lost politician X After 
0.021** 0.012 0.003* 0.013 0.022 0.003* 

(0.009) (0.011) (0.002) (0.009) (0.051) (0.001) 

Connected Absorbed Absorbed Absorbed Absorbed Absorbed Absorbed 

After X Connected 
0.061*** 0.062*** 0.004*** 0.057*** 0.311*** 0.003*** 

(0.005) (0.006) (0.000) (0.005) (0.026) (0.000) 

Lost politician X Connected Absorbed Absorbed Absorbed Absorbed Absorbed Absorbed 

Firm-event-region fixed effects Yes Yes Yes Yes Yes Yes 

Event-time fixed effects Yes Yes Yes Yes Yes Yes 

R2 0.062 0.064 0.072 0.070 0.079 0.070 

Observations 10,429,844 10,429,844 10,429,844 10,429,844 10,429,844 10,429,844 

This table explores the robustness of the effects of political influence on the renegotiation of procurement contracts. Panel A provides subsample regression 

estimates. For brevity, it reports only the coefficient on the interaction term Lost connection*After. Panel B compares between connected and unconnected 

firms around the deaths and resignations of local politicians. All variables are defined in Table A.1. ***, **, and * denote significance at the 1%, 5%, and 

10% levels, respectively. 
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Table 6 

Powerful politicians 

 

A. Powerful politicians 

Dependent variable Contract improvement Increase award Award change Increase length Extension Weak monitoring 

Model (1) (2) (3) (4) (5) (6) 

Lost connection X After 
–0.547*** –0.472*** –0.731*** –0.513*** –0.431** –0.855*** 

(0.017) (0.013) (0.002) (0.015) (0.096) (0.002) 

Firm-event-region fixed effects Yes Yes Yes Yes Yes Yes 

Event-time fixed effects Yes Yes Yes Yes Yes Yes 

R2 0.029 0.026 0.051 0.030 0.039 0.046 

Observations 1,259,706 1,259,706 1,259,706 1,259,706 1,259,706 1,259,706 

B. Not-powerful politicians 

Dependent variable Contract improvement Increase award Award change Increase length Extension Weak monitoring 

Model (1) (2) (3) (4) (5) (6) 

Lost connection X After 
–0.420*** –0.512*** –0.324** –0.335*** –0.295** –0.386*** 

(0.014) (0.012) (0.002) (0.012) (0.075) (0.001) 

Firm-event-region fixed effects Yes Yes Yes Yes Yes Yes 

Event-time fixed effects Yes Yes Yes Yes Yes Yes 

R2 0.039 0.035 0.056 0.040 0.060 0.053 

Observations 922,830 922,830 922,830 922,830 922,830 922,830 

 

This table examines the role of powerful politicians in the renegotiation of government contracts. Panel A subsets the sample to powerful politicians that serve on 

key congressional oversight and budgetary committees. Panel B subsets the sample to other politicians that do not serve on these key committees. All variables are 

defined in Table A.1. The sample includes all contracts to connected firms that lose a connection. The event window is six months before and after (excluding the 

event month) a connection is lost. All models include firm-event-region and event-time fixed effects, and an intercept term. The reported estimates are scaled by 

the mean of the dependent variable. Hence, the interpretation of each measure is the change in contract renegotiation relative to the sample-mean level of contract 

renegotiations. The standard errors are based on the unscaled measures. They are reported in parentheses and clustered at the firm-event level. ***, **, and * denote 

significance at the 1%, 5%, and 10% levels, respectively. 
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Table 7 

Underbidding 
 

A. Local connections 

Model (1) (2) (3) (4) 

Local connections 
0.055*** 0.035*** 0.031*** 0.029*** 

(0.018) (0.012) (0.010) (0.010) 

Year fixed effects Yes Yes Yes Yes 

Product fixed effects No Yes Yes Yes 

Industry fixed effects No No Yes Yes 

Contract-type fixed effects No No No Yes 

R2 0.077 0.130 0.148 0.158 

Observations 5,184,700 5,184,700 5,184,700 5,184,700 

Sample mean 0.054 0.054 0.054 0.054 
 

B. Lost connections 

Model (1) (2) (3) (4) 

Lost connection X After 
–0.034*** –0.033*** –0.033*** –0.032*** 

(0.003) (0.003) (0.003) (0.003) 

Firm-region fixed effects Yes Yes Yes Yes 

Month fixed effects Yes Yes Yes Yes 

Product fixed effects No Yes Yes Yes 

Industry fixed effects No No Yes Yes 

Contract-type fixed effects No No No Yes 

R2 0.400 0.407 0.407 0.414 

Observations 5,178,245 5,178,245 5,178,245 5,178,245 

Sample mean 0.054 0.054 0.054 0.054 

 

C. Connected and unconnected firms 

Model (1) (2) (3) (4) 

Lost politician X After 

     X Connected 

–0.029*** –0.028*** –0.028*** –0.027*** 

(0.003) (0.003) (0.003) (0.003) 

Lost politician X After 
0.036*** 0.035*** 0.035*** 0.035*** 

(0.004) (0.004) (0.004) (0.0043) 

Firm-region fixed effects Yes Yes Yes Yes 

Month fixed effects Yes Yes Yes Yes 

Product fixed effects No Yes Yes Yes 

Industry fixed effects No No Yes Yes 

Contract-type fixed effects No No No Yes 

R2 0.401 0.408 0.408 0.414 

Observations 5,178,245 5,178,245 5,178,245 5,178,245 

Sample mean 0.054 0.054 0.054 0.054 

This table studies the role of political influence in underbidding for government contracts. Panel A provides sample-wide estimates 

for all connections to local politicians. Panel B provides estimates for connections lost due to the death or unexpected resignation 

of a local politician. Panel C compares connected and unconnected firms around the death or resignation of a local politician. 

Underbidding equals one minus the ratio of the initial bid awarded to the total amount awarded including ex post renegotiations 

throughout the life of the contract. All other variables are defined in Table A.1. Product fixed effects are based on the product 

service code provided by the federal government.  Industry is based on the Fama-French five-industry classification. Contract 

type is classified as fixed-price, cost-plus, or other. Standard errors are reported in parentheses and clustered at the firm level in 

panel A and firm-month level in panels B and C. ***, **, and * denote significance at the 1%, 5%, and 10% levels, respectively. 
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Table 8 

The American Recovery and Reinvestment Act of 2009 

 

A. Stimulus estimates 

Dependent variable Contract improvement Increase award Award change Increase length Extension Weak monitoring 

Model (1) (2) (3) (4) (5) (6) 

Local connections 
0.023** 0.027** 0.138* 0.019** 0.059** 0.017* 

(0.010) (0.011) (0.077) (0.009) (0.026) (0.010) 

Firm fixed effects Yes Yes Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes Yes Yes 

R2 0.273 0.286 0.043 0.236 0.289 0.062 

Observations 212,692 212,692 212,692 212,692 212,692 212,692 

Sample mean 0.035 0.025 0.054 0.024 0.062 0.012 

B. Non-stimulus estimates 

Dependent variable Contract improvement Increase award Award change Increase length Extension Weak monitoring 

Model (1) (2) (3) (4) (5) (6) 

Local connections 
0.072*** 0.066*** 0.088 0.064*** 0.094*** 0.015** 

(0.022) (0.019) (0.057) (0.020) (0.031) (0.006) 

Firm fixed effects Yes Yes Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes Yes Yes 

R2 0.207 0.198 0.022 0.189 0.172 0.022 

Observations 306,110 306,110 306,110 306,110 306,110 306,110 

Sample mean 0.140 0.107 0.066 0.105 0.105 0.015 

This table examines the role of political influence on the renegotiation of contracts awarded through the American Recovery and Reinvestment Act of 2009. 

Panel A details the estimates for stimulus contracts, and panel B reports the estimates for nonstimulus contracts awarded to firms winning stimulus contracts 

at the same time. Local connections is an indicator variable equaling one if a firm is connected to a U.S. representative or senator in the congressional district 

or state, respectively, where the contract is performed. Contract variables are defined in Table A.1. All models include firm and year fixed effects, and an 

intercept term. Standard errors are reported in parentheses and clustered at the firm-event level. ***, **, and * denote significance at the 1%, 5%, and 10% 

levels, respectively. 
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Table 9 

Contract type 

 

A. Cost-plus contracts 

Dependent variable Contract improvement Increase award Award change Increase length Extension Weak monitoring 

Model (1) (2) (3) (4) (5) (6) 

Lost connection X After 
–0.081*** –0.057*** –0.016*** –0.064*** –0.479*** –0.014*** 

(0.012) (0.011) (0.003) (0.012) (0.095) (0.003) 

Firm-event-region fixed effects Yes Yes Yes Yes Yes Yes 

Event-time fixed effects Yes Yes Yes Yes Yes Yes 

R2 0.067 0.065 0.074 0.065 0.081 0.074 

Observations 256,426 256,426 256,426 256,426 256,426 256,426 

Sample mean 0.150 0.102 0.029 0.127 0.938 0.025 

B. Fixed-price contracts 

Dependent variable Contract improvement Increase award Award change Increase length Extension Weak monitoring 

Model (1) (2) (3) (4) (5) (6) 

Lost connection X After 
–0.046*** –0.038*** –0.003** –0.037*** –0.130** –0.003*** 

(0.010) (0.009) (0.001) (0.009) (0.060) (0.001) 

Firm-event-region fixed effects Yes Yes Yes Yes Yes Yes 

Event-time fixed effects Yes Yes Yes Yes Yes Yes 

R2 0.027 0.028 0.048 0.029 0.04 0.044 

Observations 1,794,080 1,794,080 1,794,080 1,794,080 1,794,080 1,794,080 

Sample mean 0.098 0.083 0.006 0.088 0.438 0.005 

This table studies contract type and the role of political influence on the renegotiation of contracts from the U.S. federal government. Panel A provides the estimates 

for cost-plus contracts, and panel B details the estimates for fixed-price contracts. Lost connection is an indicator variable equaling one if a firm is connected to a 

U.S. representative or senator in a congressional district or state, respectively, where the contract is performed and this connection is lost due to the politician’s 

death or unexpected resignation. Contract variables are defined in Table A.1. For panel A, the sample includes cost-plus contracts to connected firms that lose a 

connection. For panel B, the sample includes fixed-price contracts for connected firms that lose a connection. The event window is six months before and after 

(excluding the event month) a connection is lost. All models include firm-event-region and event-time fixed effects, and an intercept term. Standard errors are 

reported in parentheses and clustered at the firm-event level. ***, **, and * denote significance at the 1%, 5%, and 10% levels, respectively. 
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Table 10 

Competition 

 

Dependent variable Contract improvement Increase award Award change Increase length Extension Weak monitoring 

Model (1) (2) (3) (4) (5) (6) 

Lost connection X After 

   X Competition 
0.043*** 0.031*** 0.003 0.034** 0.279*** 0.002 

(0.014) (0.012) (0.002) (0.014) (0.099) (0.002) 

Lost connection X After 
–0.076*** –0.058*** –0.007*** –0.062*** –0.342*** –0.006*** 

(0.010) (0.009) (0.001) (0.009) (0.064) (0.001) 

Competition 
0.021*** 0.016*** 0.005*** 0.020*** 0.134*** 0.004*** 

(0.005) (0.004) (0.001) (0.005) (0.029) (0.001) 

After X Competition 
–0.030*** –0.024*** –0.002 –0.032*** –0.147*** –0.001 

(0.010) (0.008) (0.001) (0.009) (0.051) (0.001) 

Lost connection X Competition 
–0.014 –0.000 0.003 –0.011 –0.176* 0.002 

(0.009) (0.008) (0.002) (0.009) (0.105) (0.002) 

Firm-event-region fixed effects Yes Yes Yes Yes Yes Yes 

Event-time fixed effects Yes Yes Yes Yes Yes Yes 

R2 0.034 0.03 0.056 0.035 0.05 0.053 

Observations 2,182,536 2,182,536 2,182,536 2,182,536 2,182,536 2,182,536 

Sample mean 0.105 0.086 0.009 0.093 0.506 0.008 

This table explores contract-level competition and how political influence affects the renegotiation of procurement contracts. Lost connection is an indicator variable 

equaling one if a firm is connected to a U.S. representative or senator in a congressional district or state, respectively, where the contract is performed and this 

connection is lost due to the politician’s death or unexpected resignation. Competition is an indicator variable equaling one if the contract is available for competitive 

bidding. Contract variables are defined in Table A.1. The sample includes all contracts for connected firms that lose a connection. The event window is six months 

before and after (excluding the event month) a connection is lost. All models include firm-event-region and event-time fixed effects, and an intercept term. Standard 

errors are reported in parentheses and clustered at the firm-event level. ***, **, and * denote significance at the 1%, 5%, and 10% levels, respectively. 
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Table 11 

Political activity and reliance on renegotiations 

 

A. High contributions 

Dependent variable 
Contract 

improvement 
Increase award Award change Increase length Extension Weak monitoring 

Model (1) (2) (3) (4) (5) (6) 

Lost connection X After  

   X High contributions 

–0.039*** –0.033*** –0.007*** –0.039*** –0.238*** –0.005*** 

(0.014) (0.012) (0.002) (0.013) (0.084) (0.001) 

Lost connection X After 
–0.035*** –0.026*** –0.002* –0.024** –0.082 –0.002** 

(0.010) (0.008) (0.001) (0.010) (0.051) (0.001) 

After X High contributions 
0.058*** 0.045*** 0.007*** 0.051*** 0.337*** 0.006*** 

(0.009) (0.008) (0.001) (0.009) (0.046) (0.001) 

Firm-event-region fixed effects Yes Yes Yes Yes Yes Yes 

Event-time fixed effects Yes Yes Yes Yes Yes Yes 

R2 0.035 0.031 0.056 0.036 0.051 0.053 

Observations 2,182,536 2,182,536 2,182,536 2,182,536 2,182,536 2,182,536 

Sample mean 0.105 0.086 0.009 0.093 0.506 0.008 

 

B. High renegotiations 

Dependent variable 
Contract 

improvement 
Increase award Award change Increase length Extension Weak monitoring 

Model (1) (2) (3) (4) (5) (6) 

Lost connection X After 

   X High renegotiations 

–0.058*** –0.045*** –0.008*** –0.054*** –0.345*** –0.007*** 

(0.015) (0.013) (0.002) (0.013) (0.099) (0.001) 

Lost connection X After 
–0.023** –0.018* –0.001 –0.016 –0.021 –0.001 

(0.011) (0.010) (0.001) (0.010) (0.081) (0.001) 

After X High renegotiations 
0.049*** 0.038*** 0.006*** 0.047*** 0.322*** 0.005*** 

(0.010) (0.008) (0.001) (0.009) (0.049) (0.001) 

Firm-event-region fixed effects Yes Yes Yes Yes Yes Yes 

Event-time fixed effects Yes Yes Yes Yes Yes Yes 

R2 0.035 0.031 0.056 0.035 0.051 0.053 

Observations 2,182,536 2,182,536 2,182,536 2,182,536 2,182,536 2,182,536 

Sample mean 0.105 0.086 0.009 0.093 0.506 0.008 

       

 

This table studies the relation between ex ante measures of reliance on contract renegotiations and the role of political influence in the renegotiation of procurement 

contracts. Panel A provides estimates based on High contributions, which is an indicator variable for above-median contributions. Panel B provides estimates based 
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on High renegotiations, which is an indicator variable for above-median renegotiations in the year before a connection is lost relative to the total contracts received. 

All variables are defined in Table A.1. The event window is six months before and after (excluding the event month) a connection is lost. All models include firm-

event-region and event-time fixed effects. Standard errors are reported in parentheses and clustered at the firm-event level. ***, **, and * denote significance at the 

1%, 5%, and 10% levels, respectively.
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Table 12 

Firm value 

 

A. Baseline estimates 

Dependent variable CAR[–1,1] CAR[–1,1] CAR[–1,3] CAR[–1,3] 

Model (1) (2) (3) (4) 

Constant 
–0.00684*** –0.00489*** –0.01042*** –0.00543*** 

(0.00032) (0.00051) (0.00033) (0.00054) 

Industry fixed effects Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes 

Asset-pricing model Market 3-factor Market 3-factor 

R2 0.005 0.006 0.037 0.075 

Observations 1,799 1,799 1,799 1,799 

B. Renegotiation intensity 

Dependent variable CAR[–1,1] CAR[–1,1] CAR[–1,3] CAR[–1,3] 

Model (1) (2) (3) (4) 

High renegotiations –0.00390** –0.00636*** –0.00404** –0.00600*** 

(0.00186) (0.00209) (0.00164) (0.00162) 

Constant 
–0.00505*** –0.00198* –0.00857*** –0.00267*** 

(0.00079) (0.00113) (0.00074) (0.00098) 

Industry fixed effects Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes 

Asset-pricing model Market 3-factor Market 3-factor 

R2 0.007 0.009 0.039 0.077 

Observations 1,799 1,799 1,799 1,799 

 

This table studies the market reaction for firms whose connection to a U.S. representative or senator is lost due to 

death or unexpected resignation. Panel A reports the average returns for all events, and panel B explores variation 

by renegotiation intensity. Cumulative abnormal returns (CAR) are measured from one day before to one day after 

or one day before to three days after the connection is lost. Expected returns are estimated using the market or 

Fama-French three-factor model. High renegotiations is an indicator variable equaling one for above-median 

renegotiations in the year before a connection is lost relative to the total contracts received. All models include 

industry (at the Fama-French five-industry level) and year fixed effects, and an intercept term. Standard errors are 

reported in parentheses and clustered at the event level.  ***, **, and * denote significance at the 1%, 5%, and 10% 

levels, respectively. 
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