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Abstract

This study examines how state ownership of banksheae contributed to the ascending
to power of Vladimir Putin during the president&éctions of March 2000. We analyze
how firm loans granted by the dominating state-awvrmank Sberbank can have
influenced the outcome of these elections. We stdyelation at the regional level and
analyze the variation in Sberbank firm loans and ihcrease of Putin’s popularity
between the Duma elections of December 1999 angrésdential elections of March
2000. We assume that Sberbank lending has beentasgabvide incentives to firm
managers in order to mobilize voting of the empbsy@ favor of their regime. We find
evidence that Sberbank lending increased beforeldgations to favor Putin victory. We
do not find that regions with the greater incregs@utin’s popularity would have been
rewarded with a stronger growth in Sberbank lendgr results therefore support the
view that Sberbank loans granted before the presalelections can have supported the
success of Vladimir Putin in the presidential etats of March 2000.
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1. Introduction

State ownership of banks can influence economicooogs in various ways, for
example by affecting the nature of bank lendingvagt(e.g., Fungacova, Herrala and
Weill, 2013; Bertay, Demirguc-Kunt and Huizinga, 120, or more generally by
influencing the performance of the banking indugieyg., Karas, Schoors and Weill,
2010).

Next to economic outcomes, state ownership of bamkg also exert an impact on
political outcomes. Sapienza (2004) distinguishvas broad views on how the behavior
of state-owned banks may impact political outcordesording to the political view, the
incumbent government uses state-owned banks tag@itssown interests, like enhancing
its chances of reelection or avoiding social anltitipal unrest. According to the social
view, the government instructs its state-owned bankstitutions to address collective
action problems that follow from the failure of rerclusive and non-rival projects to
attract private funding, even though these projactssocially valuable. The empirical
literature mainly provides evidence in favor of fhaitical view. Dinc (2005) shows that
lending of state-owned banks is correlated with ekectoral cycle in a cross-country
study: state-owned banks increase lending in elecyiears relative to private banks,
implying that the lending activity of state-owneanis may influence political outcomes.
Berkowitz, Hoekstra and Schoors (2014) show thditipgl connections play an
important role in Russia’s emergent banking systemd that banks with old political
connections tend, under certain conditions, to sttpgmployment rather than growth by
lending to zombie firms.

Russia provides an event of prime interest to itigate the influence of state-
owned banks on political outcomes with the ascemdm power of Vladimir Putin.
President Boris Yeltsin appointed Mr. Vladimir Ruéis Prime Minister of Russia on the
o™ of August 1999. Russia’s presidential electionsenscheduled to be held in June
2000 and a new president had to come, as the tdiwsti of that moment did not allow
Yeltsin to run for a third consecutive term of pdesit. In December 1999 the Russian
Federation held its Duma elections. A newly foungady that explicitly supported the

new prime minister Vladimir Putin did surprisinglyell, though falling well short of a



quarter of the national vote. On 31st December 1889 unexpected New Year speech
resignation of President Yeltsin led to the immesdliascension of relatively unknown

Putin to the position of Acting President of Russiais resignation was followed by

early presidential elections on the 26th of Mar@®@ Putin managed to bring in a
decisive victory in the first round, bringing higsekar rise to presidential power to a
successful end.

During this time, the state-owned bank Sberbank datbminating market share
throughout the country. This bank was — and still-imajority-owned by the Central
Bank of the Russian Federation, resulting in a éalhtrol of the government over its
activities. The aim of our study is to investigateether Sberbank lending has been used
as a political instrument to influence the outcashéhe Russian elections of March 2000.
To investigate this question, we analyze the matetween the regional variation in
loans provided by Sberbank and the regional vanaiti Putin’s popularity. We test two
hypotheses.

First, we examine if Sberbank lending increasethexmonths preceding elections
in an attempt to boost Putin’s popularity. This rfad’ argument is related to Dinc
(2005)’s findings and is based on the hypothesi¢ kanding is boosted to convince
voters through the pressures of employers. Thenaegtiis based on the fact that the
workplace in Russia is a key site of political midaition in Russia, as stressed by Frye,
Reuter and Szakonyi (2014). They observe that dtereng voters through the labor
market can play a more important role in voter b@rathan positive incentives largely
described in academic literature on clientelism”’andgers have several levers of
influence on employees, combining ‘carrots’ likéasg increases and ‘sticks’ like cuts of
salaries or benefits. As a consequence, bankrigndia means to give incentives for
employers, in particular private firms, to influenthe voting behavior of employees.
Whereas state-owned firms can be influenced by idmiss to influence votes of
employees, bank lending provides a more generaniine which particularly affects
private companies. However, as a period of threethsois rather short to organize such
a lending campaign, the political agents involveshrot reasonably expect a strong

influence of any pre-election lending surge on thange in Putin’s popularity. It is



therefore possible that the agents chose not tty #pig instrument ex ante, or did apply
the instrument unsuccessfully.

A second, and hitherto unstudied, mechanism bychvipoliticians may use
lending to improve the election outcome is to ergagan implicit contract with (former)
state firm managers. The politician could credibbmmit that regions where he does
well in the election will be rewarded more credieathe election. Compared to ex ante
rewards, this mechanism is incentive compatiblenFnanagers that get their people to
vote for the right candidate will only be rewardéthey indeed exert the effort and urge
their workers to vote. The politician in this watgers away from the hold-up problem
that would arise if lending already increases letbe election and also avoids any risk
of his opponents exposing the scheme before thetiae On the other hand, firm
managers know that the politician has strong ingestnot to renege this contract once
he has won, because the elections are a repeatesl @ad reneging may endanger his
chances in the next election. We can test the pcesef such an implicit contract
mechanism by investigating whether regions thatceaded in enhancing Putin’s
popularity between December 1999 and March 2008 r@lseived more Sberbank loans
in the post-election period.

To investigate this issue, we use monthly data egional Sberbank lending
activities. The “carrot hypothesis” is examineddmnsidering the variation in Sberbank
loans in the period of three months prior to thesptential elections of March 2000. The
“reward” hypothesis is investigated by lookingla wariation in Sberbank loans between
March 2000 and December 2000. We relate theseapepost-election regional changes
in Sberbank lending to the regional change in Paipopularity. After the announcement
of the early Presidential elections of March 20@/R, the party of former Prime
Minister Primakov and then Moscow Mayor Luzhkovegdged itself to support the
presidential bid of Putin and urged its voters tdevfor Putin. The regional change in
Putin’s popularity between December 1999 and M&@00 is therefore measured by
calculating the difference between the electoralgoemance of Putin in the March 2000
elections and the sum of the electoral performamée$e Putin supporting parties in
December 1999, namely Putin’s Unity party and OVR.



The paper contributes to the literature on threatf. First, it provides evidence on
the influence of state-owned banks on politicacouates by benefiting from the Russian
context of 1999-2000 as an experiment. The advardhgtudying the Russian context is
that we can base our analysis on within countryatian of Putin’s popularity within a
very short period of three months and on the mgrdaht regional variation of lending of
the major state-owned Sberbank. This allows usxtdude many of the confounding
factors that create identification problems in srosuntry studies or studies that use
annual data. By relating monthly variation in tiegional distribution of Sberbank firm
credits to regional variation in the increase ofifPsi popularity, we can cleanly identify
the effect of lending by state banks on politicaicomes.

Second, this is the first paper to propose andaestw and economically sound
mechanism of politically inspired lending by goverent banks: politicians may after the
election reward regions or managers that performeltiin the election with loans from
government banks. As a robustness test we veritiven governors whose regions see
the score for Putin increase substantially betw2ecember 1999 and March 2000 are
subsequently rewarded with longer tenure.

Lastly, our investigation contributes to the debedacerning the explanations of
the rise of Vladimir Putin. His sudden transforroatfrom a largely unknown figure in
early 1999 to elected President of the Russianréida in March 2000 has raised
guestions. There is a relation between Putin’s faojty and his success in raising
patriotic feelings during the second, and this tis@ccessful, Chechnya military
campaign, launched under his auspices as primestainiTwo additional factors have
been advanced to explain his rise, namely medidraoand electoral fraud. Our
contribution is to add, next to patriotic feelingaedia control and electoral fraud, a
fourth element to the list of factors that may explPutin’s success at the March 2000
elections, namely the use of Sberbank lendingtasldo achieve political results.

Enikolopov, Petrova and Zhuravskaya (2011) proedelence on the influence of
media control and on the presence of independentiahnel during the 1999 Duma
elections. They show that the access to NTV sicgifily decreased the vote for the
government party in the December 1999 electionsti@rother hand, it is clear that the

role of media control in Putin’'s popularity was Wwea in 2000 than in subsequent



presidential elections. In 2000 two state televisthannels (RTR and ORT) were
supporting the Kremlin, but the then independentVNdhannel, owned by oligarch
Gusinsky, was fiercely opposing Putin. NTV was om#ken over by state-related
interests in 2001, after a protracted power striggihe two remaining mildly

independent national TV channels were wound dowthiwitwo years after NTV’s

acquisition. Therefore media control was far froomplete in 2000 and cannot fully
explain Putin’s spectacular march to power.

Klimek et al. (2012) find clear indications thateetoral fraud and specifically
ballot stuffing were a substantial problem in Rassi2011 parliamentary and 2012
presidential elections. Enikopolov et al. (2013Jdad estimate that Unity’s score in the
2011 parliamentary would have been substantiaNyetowithout fraud, but also that
fraud was a lot less pronounced in those pollirsgicets were neutral observers were
present. This implies that the impact of electicauél on the outcomes in the 1999-2000
elections should be a lot less important, becatigbaa time, the communist party still
had an influential candidate and a strong locabhoization capable of mobilizing local
representative to guarantee a more or less obgeeléction procedure.

The rest of the article is structured as followsct®n 2 presents data and
methodology. Section 3 displays the results. Seatigprovides additional investigation

to dig deeper the mechanisms underlying the ressdtstion 5 concludes.

2. Data and methodology

The aim of our investigation is to examine how legdprovided by Sberbank to
companies can have influenced Putin’s victory iasptential elections in March 2000.

We estimate the following specification (1):

(Votemarch 2000-VOtepec 1999r = a1 4(Sberbank firm loans)
+ ap A(Sberbank household loany
+ azA(credit of private domestic banks +

X' + &



where r stands for the regiont indicating the monthSberbank firm loans
indicating Sberbank firm ruble creditSperbank household loamsdicating Sberbank
household ruble creditsredit of private domestic banksdicating private domestic firm
ruble creditsA is the change over two months, 4 vector of regional control variables
and ¢ ; the random error term. The explained variable, réiggonal change in Putin’s
popularity between December 1999 and March 2000neasured by calculating the
difference between the electoral performance oinFatthe March 2000 elections and
the sum of the electoral performances of the Padpporting parties in December 1999,
namely Putin’s Unity party and OVR.

Our argument for the relation between Sberbankitsrétd mainly privatized firms)
and Putin success in the presidential election ased on workplace mobilization
motivated by financial incentives. We test the Hyesis that the government provided
incentives to firm managers to mobilize their enyeles to vote for the regime through
Sberbank loans.

Prior studies have indeed shown how in Russiaielecttan be won by inducing
employers to mobilize their employees to vote fa tegime. Frye, Reuter and Szakonyi
(2014) have investigated this issue with surveyemployers and workers around the
2011 Duma elections in Russia. They find that ooarigr of employers engaged in
political mobilization, and that financial dependenof the firms’ influences the
likelihood of managers to be a supporter of themeg

They also mentioned that media reports providerseexamples of such practices
during the 2011 parliamentary elections with notathle fact that staff of the Kola
Mining and Steel Company in Murmansk Oblast wasddrunder threat of dismissal to
vote by absentee ballot in their workplace.

White and Feklyunina (2012) provide additional ewide on pressures on
employees at the workplace for the elections takiage in December 2007 and March
2008. They perform a survey of Russians to questibether the electoral process was

free and fair and cite examples of employees raogiwmstructions to vote for Medvedev



and United RussiaAdditionally, we have media reports showing exglijcworkplace
mobilization in various Russian elections.

Our hypothesis is based on the fact that loanstegany Sberbank to firms may be
associated with the result of presidential elegionRussia. The explanatory variable of
primary concern is therefore the variation in Shekb firm loans, rather than the
variation in total loans. We are able to consitherevolution over 2 months thanks to our
rich Sberbank dataset that provides monthly dath alows us to track precisely the
evolution of Sberbank loans around the dates atieles. A longer period would reduce
the quality of the identification of the influenoé Sberbank lending on elections. On the
other hand, a 1-month period would lead to theemwes of numerous outliers because
monthly variation does not allow smoothing out legdvariations due to technical or
practical reasons.

We include two additional explanatory variablesa@mning bank lending. First, we
consider changes in the regional variation of Styekbhousehold loans. As explained
before, the identification of the mechanism we hiaveind depends on loans granted to
(privatized) firms. Therefore, by controlling fardns granted to households by Sberbank,
we are able to identify specifically the impactfom loans provided by Sberbank and
make sure our results are not driven by any tinesifip general variation in Sberbank
regional lending policy. Second, we include theiatéon in credit to the economy
provided by domestic private banks. This variablews us to control for regional
shocks in bank lending like regional credit demahdcks or for region-specific business
cycle effects.

Sberbank officials provided data on the monthly eeglonal variation of Sberbank
loans at the occasion of an interview in 2002. Aamasset of this data is the fact that the
regional location of all loans is based on the tiocaof the borrower. Therefore, cross-
regional loans (from Sberbank in region A to a baer in region B) are not erroneously

associated with a region. The Moscow region is gapfrom the sample because the

! White and Feklyunina (2012, p.55) report sevexaheples of directors of factory who have “made very
clear to all their subordinates how they would kpeeted to vote”, which is always in favor of Medes
and United Russia.

2 The Guardian on November 30, 2007, provides eieem such behavior for 2007 elections by citirgy th
spokeswoman of an independent organization mongdthie elections who said “voters are forced to get
absentee ballots under threat of being sackeding lokenied bonuses” and that “people are thenuotd

to vote at their workplace where everything is tliglsontrolled.”



regional Sberbank data for Moscow does not distsigiMoscow region loans from
Federal loans to special federal projects. Theee therefore, no Sberbank lending data
for Moscow or the Moscow region separately. Monttfta on credit to the economy
from private domestic banks are calculated from lémgling data of individual banks
using the Mobile database. Since this calculatdoeised on the location of the bank, the
numbers are not reliable for Moscow and the Mosoegiwon. Indeed, virtually all banks
that provide lending outside their region are ledatere, giving us additional data reason
to leave Moscow out of the regressions.

We include six control variables to take into acuoregional differences that may
exert an impact on our dependent variable. We declthe urban population share in
1989 (source: Goskomstat, 1991, pp.88-109) becauswy be related to economic
perspectives. Acemoglu et al. (2011, p.910) sughessize of the educated middle class
in the Russian regions during the end of the Savi@bn is an important predictor of
good political institutions and good economic oates in the Russian regions after the
demise of the USSR. Like them, we measure the middiss in 1989 as the share of the
regional population classified as white collar wenk and the share of the educated
middle class in 1989 (source: Goskomstat, 1991,88:/4€09). Ethno-linguistic
fractionalization is related to levels of trustyregtion and financial depth and may be a
potential determinant of future growth (Alesinaagt 2003). We use data from the All
Union Census of 1989 (source: Goskomstat, 19908almulate ELF where higher values
represent more fragmented regions. We also indiwdedirect measures of government
involvement in the economy in respectively the Btwiet era and during the mid-1990s.
Our Soviet measure is the number of employeesaméfiense sector per 1000 employees
in 1985 (source: Gaddy, 1996). Our early ninetiesasare is the share of agriculture
subsidies in the regional budget in 1995 (sourcemiRgton, 2011). Finally, since
Moscow is the economic, financial and most impdiyapolitical capital of Russia, we
also take into account distance to Moscow. Dat#ricésens lead to a sample of 61
Russian regions. Summary statistics are shown laleTh

We test two hypotheses. The “carrot hypothesigxsmined by testing the impact
of the variation in Sberbank firm loans before gnesidential elections of March 2000.

We assume that once the Duma elections were werRtissian government may have



used its control over Sberbank to influence Putipésformance in the forthcoming
presidential elections. Therefore we focus on fihee tof Duma elections (December
1999). As presidential elections took place in yeavlarch 2000, loans granted in
February and especially in March 2000 would havenbgrovided too late to influence
the political outcome. Consequently, evidence mofaof the “carrot hypothesis” is

observed if the change in Sberbank firms loandhédreceding periods (November to
end December 1999 and December 1999 to end Ja20&Q) positively influenced

Putin performance in the March 2000 elections.

In addition, we investigate the “reward” hypothebig looking at the relation
between the variation in Sberbank firm loans amddange in Putin popularity after the
presidential elections of March 2000. This hypotheis based on the workplace
mobilization motivated by financial incentives. Magers have incentives to mobilize
employees for the elections to enhance their hiceld of getting new loans after the
elections. Rewards could be granted to regions thighgreater gain for Putin popularity
between December 1999 and March 2000 by incregSiegbank firm loans after the
election. The “reward” hypothesis is tested inrailsir way as the “carrot hypothesis”.

We perform the same estimations as before but nowusffor the main independent
variables on the months following the presidentiaictions of March 2000 in equation.
Hence the dependent variable is the same but tee thdependent variables related to
loans are considered for 2-month variation afterdlections.

A positive association between the variation inr8aek firm loans and the change
in Putin’s popularity would support the “reward” gothesis, as it would indicate a
positive relation between Putin gain and changeShearbank corporate lending policy.
One alternative interpretation of these resultth& the very last time windows can be
considered as placebo regressions. By looking etsttime dependent variable, but the
change in Sberbank firm credits precisely one yatr, we can make sure that our
results are really driven by political motivatioasad not by some unknown monthly
region and time specific cyclicality in Sberbankrfiloans.

10



3. Results

This section presents our results for the relaietween the variation in Sberbank
firm loans and change in Putin’s popularity betw&sacember 1999 and March 2000.

We start with the main estimations and afterwardside additional estimations.

3.1 Main estimations

Table 2 reports the main estimations of equation\{de test several specifications
of the 2-month variation for the three bank loarsiables with a monthly rolling

window. Each column corresponds to a change din@geriod of 2 months.

Insert Table2 around here

The key finding is the positive and significant ffmgent of the variation in
Sberbank firm loans for two windows: we cannoécgg; > O for the periods November-
December 1999 and December 1999-January 2000, whilgannot reject; = O for any
preceding time windows, nor for January-Februa@Q@w~hich can be too close to the
election for the mechanism to work). Therefore, main conclusion is that the variation
in Sberbank firm loans in the months precedingach 2000 elections is positively
associated with Putin’s gain in popularity betwésctember 1999 and March 2000. It
supports the “carrot” hypothesis, according to Whicore Sberbank firm loans result in
greater Putin gain.

In other words, lending from the major state-owrtmhk has influenced the
outcome of the presidential elections in March 200Russia. These elections led to the
ascending of power of Putin. Our findings therefsu@port the political view proposed
by Sapienza (2004) according to which the incumlgenternment utilizes state-owned
banks to support its interests. This also accotitls thve results obtained by Dinc (2005)
that the lending activity of state-owned banks &xan impact on political outcomes.

We observe that most control variables are notifgggnt in our estimations. Two

notable exceptions are the positive coefficiensludre of the educated middle class and
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the negative coefficient of the distance from Magcwhich are both significant only for
the same time windows in which the variation in i®bek firm loans turns significant.
This does not mean that our main results are duettiicollinearity. Indeed, if we
exclude distance or the share of the educated middks in the estimation of (1) our
main result stands very robust. Rather it mearisttigaregional distribution of Sberbank
firm credit changes abruptly in the period rightdse the election, inducing a different
correlation with the Share of the educated midthsscand leading to its significance in
the estimation. We find that, after taking into @act the sudden change in the
distribution of ruble credits, regions with a largeducated middle class and close to
Moscow see Putin’s popularity rise more in the ¢hneonth period before the March
2000 election.

3.2 Thereward hypothesis and placebo regressions

Our main estimations indicate that variation in iBbek firm loans in the period
surrounding Duma elections has a positive influemtéhe change in Putin’s popularity,
which supports the “carrot hypothesis”. Table 3oré&pour estimates of equation (1) after
the elections and indicates that there is no ewedor the reward hypothesis. We readily
observe we cannot reject = O for any of time window after the election, ioding there
is no relation between the regional increase inufgofiy in the election and the post-
election changes in regional ruble credits. Thisved us to reject the simple reward
hypothesis. It can however not be excluded there aveeward in a different form, for
example by prolonged political tenure of ‘succebsfavernors.

This mechanism is out of the scope of this resedezling with the link between
bank lending and political outcome, so we do n@neixe it. Nonetheless we can stress
that two studies (Reuter and Robertson, 2012; Rgsiand Moraski, 2013) have shown
that what counts for a governor to keep his jobisscapacity to deliver sufficiently high
election results for the President and the ruliagypin the elections taking place after the
2000 elections.

Insert Table3 around here
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The last time window acts as a placebo regressiaour earlier result would be
driven by some unknown monthly region and time #jmecyclicality in Sberbank firms
loans, we should not be able to rejegt> 0 in the period November 2000-December
2000 just like we could not for November 1999-Debem1999 period. The results
however clearly show we can, indicating that osules are driven by choice and not by

unknown existing patterns.

4. M echanisms

We further investigate our results by considerimg possible mechanisms in more
detail. It might be that the increase in the Shekbkending to certain regions was

especially politically effective under certain esimstances that supported our channel.

4.1 Rallying votersto turn up at the elections

We start by investigating the effect of Sberbamidiag on rallying voters. In the
mechanism we propose, firm managers receive exieab8nk credits 1 to 2 months
before the election and are incentivized to railgit workers to come out to vote for the
right candidate. Previous studies have arguedrégidnal voter participation in the 1989
Soviet election is a good measure of the regioaalation in powerful elites inherited
from the former Soviet Union (Berezkin et al., 19&erkowitz and DeJong, 2011,
Berkowitz, Hoekstra and Schoors, 2014). In the fietatively open elections in Soviet
history, citizens were allowed to vote for reprdaéwes to the Soviet Congress and for
the first time opposition candidates could compeith Communists for power. In
regions where the Communist Party remained stradgagell organized, the Communists
used their traditional administrative structuresrtobilize voter turnout from traditional
bases of support including state farms and statedwenterprises.

This illustrates political activism at the level sthite farms and state farms were a

crucial part of political life in the later Sovielnion. Our period of study occurs only 10
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years after these 1989 elections and we arguealtaiigh most farms and firms had in
the meanwhile been privatized, the tradition ofitmal activism and rallying by
managers at the firm level was still very much & td# Russian political life in 1999 and
early 2000. It may in fact have mattered more iB9fhan in 1989 because of the bitter
disappointment of Russian voters with their demtacr@xperiment and the tendency of
some part of the electorate to turn away from pslialtogether.

We test this hypothesis by regressing the incréaseoter turnout between the
December 1999 Duma elections and the March 200€idaetial elections, controlling
for all the other variables we have been contrgllbefore. If our assumption that the
increase in Sberbank lending just before the @msthas given managers incentives to
be politically active and rally their workers totecfor the right candidate is right, we
should see that the increase in Sberbank lendiedigis the increase in turnout in the
months predating the elections, but not in any rothenths under consideration. So we

proceed by estimating the specification (2):

(Turnoutmarch 2000- TUrNOUtpec 1909r = a1 A(Sberbank firm loans)
+ ap A(Sberbank household loany
+ azA(credit of private domestic bank$ +

X' + &

where the dependent variable is the change in magioter turnout between the
duma elections of December 1999 and the presidegiBations of March 2000. We
consider the voters that opposed all presidentaliclates in 2000 as not turning up,
because there was no such option in the 1999 dienaoms and hence voters opposing
all parties in the December 1999 elections hadtheraption than not participating. Our
results are however robust to including these gatethe 2000 turnout. We perform the
regression for all periods t in the dataset andhypothesis is that;>0 if t captures the
months predating the elections and0 in any other periotl All other variables are the

same as before.

Insert Table4 around here
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We lay out our results in Table 4. We observe watnow finda;>0 precisely in
months before the election where we found our miasults in Table 2, while this
hypothesis is rejected in any other period: cohtrglfor other regional factors, regions
that receive more Sberbank lending a few monthsrbethe elections also exhibit a
higher increase in voter turnout between Decemi®89 land March 2000. This lends
additional support to our channel, whereby addgidBberbank firm credits give firm
managers incentives to rally their workers to tbéevcompared to the turnout just three
months before. We have repeated these regressipr@odiing two periods in one
regression and clustering standard errors by rednamce doubling our estimation
sample, to allow for the fact that the precise nignof the additional Sberbank credits
may differ mildly across regions. The results oblEa4 are robust. Results are available
on request.

The interpretation that a Sberbank firm lendingcghmcentivized managers to
rally their workers not only to turn up at the ¢lens but also to vote for Putin is strongly
supported by a highly significant correlation 08407 between the regional three month
increase in voter turnout and the regional threatmancrease in voting for Putin (rho =
0.3407).

4.2 Connected regional leaders

We proceed further by investigating the backgroahthe governor of the region.
The governor may have used his powers to influgheeextent to which Sberbank
corporate lending could influence Putin’s popularitVe consider two variables to take
into account the background of the governor. W& fise the dummy variabfgpointed
governorequal to one if the governor was appointed bysvelfPutin’s predecessor and
political father) and zero otherwise. We furthensider the dummy variablESB or
military governorequal to one if the governor was formerly a mendiehe “Siloviki”,
i.e. the security services (FSB) or armed forces aero otherwise. Both variables
consider two different forms of affiliation of thgovernor. To be appointed means a

relation with the former president Yeltsin, as hasvin place from 1992 until the 3bf
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December 1999. To have been a member of the “Kifosiiggests a closer relation with
Vladimir Putin. A large bunch of studies have exma the links between Putin and the
Siloviki veterans and their emergence as the baukbof Putin’s administration
(Treisman, 2007; Kryshtanovskaya and White, 20bhoth cases the underlying idea is
affiliated governors will be more loyal and makeesthat firm managers in their region
react to the surge in Sberbank ruble credits byappropriate amount of political
mobilization. Note however that a different intexfation is also possible. We cannot
rule out that the Siloviki looked upon Putin asragident friendly to their interests and
coordinated their political response to help hinh gjected, even in the absence of any
central demand from the side of the Putin himself.

We repeat our main estimations based on the equéit)dout add alternatively our
two measures of governor background and the irtierec between this governor
background dummy and the variation in Sberbank foams. These estimations are only
performed for two windows (November 1999-Decemii@99] December 1999-January
2000) for which we found evidence of a significamd positive coefficient for the

variation in Sberbank firm loans. This amountsh® following specification (3):

(Votemarch 2000-VOtepec 1909r = a1 4(Sberbank firm loang) + «, (affiliated governor)
+asA(Sherbank firm loang)x (affiliated governor)
+ asA(Sberbank household loany
+ asA(credit of private domestic bank$

+ X' + g

If we can not reject a positive coefficient for theeraction term oz >3) it is
implied that we cannot reject that the benefiampact of the variation in Sberbank firm
loans on the change in Putin’s popularity is stesrig regions with a governor affiliated

with the regime. We lay out the results in table 5.

Insert table5 around here
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We find that the interaction term is not significavith Appointed Governobut it
is positive and significant witfkrSB or Military Governor These findings support the
view that regions with an appointed governor waseamaracterized by stronger positive
relation between change in Sberbank firm loanscashge in Putin’s popularity, but the
regions with a governor being a member of the &ki® exhibit such stronger positive
relation.

This latter finding tends to provide additional popt for the “carrot hypothesis”.
As explained before, we expect closer relation Within for the former members of the
“Siloviki” than for the appointed governors. Theyed, it is not surprising that the
interaction term is only significant and positive the first type of governors. Then, the
fact that regions with a governor formerly in thelitary or security forces have a
stronger positive relation between the variatiosberbank firm loans and the change in
Putin’s popularity is fully in line with the hypodisis that the regime has used workplace

mobilization through Sberbank loans.

4.3 State employment or employment by privatized firms

Finally, we consider the importance of state emplegt. Our hypotheses are based
on the incentive-impact of Sberbank lending on mgan& This impact should be
stronger for private (privatized) companies. On tme hand, state-owned companies
have always benefited from lending from Sberband also from direct subsidies from
the State. In other words, they are expected tfeislgss from financial constraints than
private companies. On the other hand, appointecageas of state-owned companies are

likely to be more supportive to the appointed sasoe of Yeltsin.

We therefore aim to investigate if the influencetlod variation in Sberbank firm
loans on change in Putin’s popularity decreaseh wie importance of employees of
state-owned companies in total employment of tiygore We test this hypothesis with
two variables measuring the size of employmentatesowned companies. We first use

the share of employees in state-owned and municipalpanies in total employment
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(State firms employmeérit 2000. We consider the average share for th@ewear 2000
from Rosstat. Additionally we use a dummy variaddgial to one if this share is greater

than the median for all regions and to zero otheswigh state firms employment

We perform the estimations by adding each varidbtestate firm employment
alternatively and its interaction term with theia#ion in Sberbank firm loans. According
to the “carrot hypothesis”, a negative and sigaificcoefficient for the interaction term
would indicate that the variation in Sberbank fioans has a lower effect on the change
in Putin’s popularity in regions with higher stdiem employment. This amounts to

estimating the following equation (4):

(Votemarch 2000-VOtepec 1009r = a1 4(Sberbank firm loans) + «. (state employment)
+a34(Sberbank firm loang)x (state employment)
+ as A(Sberbank household loany
+ asA(credit of private domestic bank$

+ X' + g

Insert table 6 around here

We present our estimates of (4) in Table 6. We fwilence in line with this
hypothesis. The interaction term is negative agdicant @3z <3) in three of the four
tested estimations, being still negative in théefabne. Hence if state employment is
higher in one region, the channel of Sberbank aatpdoans to influence election results
is lower, which accords with the fact that this hmgsm takes place mainly in
private(ized) firms. Therefore, the additional esttions provide support for the “carrot

hypothesis”, corroborating the findings of our mastimations.
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5. Conclusion

In this paper, we provide a contribution to explagnthe channels through which
state ownership of banks can influence politicaicomes. We do so by examining the
case of Russia during the key period 1999-200hefrtse of Vladimir Putin to power.
We investigate how the dominating and state-ownleerl&nk influenced the election
outcomes through granting corporate loans. To &ms, we employ regional data to
study the relation between the variation in Sbekbirnm loans and the increase of
Putin’s popularity between the Duma elections ot@&wrber 1999 and the presidential
elections of March 2000. We assume that Sberband#irlg has been used to give
incentives to firm managers to favor vote mobiliaatof their employees in favor of
their regime.

We find evidence in favor of the “carrot hypothésscording to which Sberbank
lending would have increased before the electiorsupport Putin victory. We show that
the variation in Sberbank firm loans has also atpesinfluence on voter turnout in line
with our hypothesis that firm managers are incezrei to rally workers to come out and
vote for the right candidate. We observe that theation in Sberbank firm loans had a
greater beneficial impact on Putin’s popularity regions with a governor formerly
member of the Siloviki which accords with our maiypothesis. Additionally, the impact
was stronger in regions with lower state firm emypient, which fits the view that the
incentive mechanism of Sberbank lending goes thrquriyate companies that are more
financially constrained. Our identification stragagsures that these results are not likely
to be driven by other regional factors or by otb#rerwise unobserved time and region
specific variations in Sberbank lending.

We do not find empirical support for the “rewardpbyhesis” which assumes that
regions with the greater increase in Putin’s pojiylavould have been rewarded with a
stronger improvement in Sberbank lending, but stteat other, more political, reward
mechanisms may be in place. These are subjecttbEfuesearch.

We contribute to the debate on the explanationth@flarge success of Vladimir
Putin in the presidential elections in March 20@Wr results support the view that

Sberbank loans granted before the presidentialietesccan have supported this success.
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This conclusion should however not be interpretedreously. First, it does not mean
that media control or ballot stuffing did not plagy role in this rise. Instead, we stress
that the instrumentation of Sberbank lending wae oh the tools to influence the
political outcomes. Second, we do not claim thaadihir Putin took the lead of this
influence of Sberbank lending. Regional governarSizerbank managers may have tried
to reach the desired results without having orétera the top.

A natural question which emerges is whether Sbérlganporate loans were only
used to influence the election outcome in 2000. Qudy therefore opens avenues for
further research on the links between politics laaaking in Russia.
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Tablel
Descriptive statistics

This table presents the means and standard densabb the variables used in the
estimations.

Variable Mean Std. Dev.
Putin gain between December 1999 and March 0.167 0.07¢

A Sberbank firm loans 0.203 0.190

A Sberbank household loans 0.138 0.116
A credit of private domestic banks 0.033 0.151
Urban population 0.400 0.214
Educated middle class 0.307 0.051
Defense employment 2.308 1.312
Distance from Moscow 2105.086 2580.802
Ethno linguistic fractionalization 0.295 0.200
Agriculture subsidies 9.492 5.634
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Table2
Main estimations. Beforethe presidential elections

OLS estimations are performed. The dependent Jarialthe change in Putin popularity between DecamB99 and March 2000.
stands for two month change in the specified végiabtandard errors appear in parentheses belowatstl coefficients. *, **, ***
denote an estimate significantly different fromt@e 10%, 5% or 1% level.

Jul-Aug 1999 Aug-Sep 1999 Sep-Oct 1999 Oct-Nov 1999 Nov-Dec 1999 Dec-Jan 2000 Jan-Feb 2000
A Sberbank firm loans -0.03 0.04 0.00 0.07 0.13** 130* -0.04
(0.055) (0.051) (0.056) (0.061) (0.053) (0.051) .06D)
A Sberbank household loans 0.03 0.04 0.05 -0.06 6-0.0 0.04 -0.03
(0.085) (0.076) (0.089) (0.087) (0.083) (0.110) .00B)
A credit of private domestic
banks -0.02 0.11 0.04 -0.03 0.01 -0.05 0.07
(0.079) (0.077) (0.071) (0.102) (0.056) (0.070) .00@)
Urban population -0.02 -0.03 0.05 0.03 0.02 -0.01 .000
(0.046) (0.046) (0.055) (0.050) (0.047) (0.044) .04®@)
Educated middle class 0.13 0.14 -0.19 0.03 0.45** 500 0.09
(0.187) (0.189) (0.229) (0.193) (0.219) (0.221) .192)
Defense employment -0.01 -0.01 -0.01 -0.00 -0.01 .01-0 -0.00
(0.007) (0.007) (0.007) (0.007) (0.007) (0.007) .000)
Distance from Moscow -0.00 -0.00 -0.00 -0.00 -0:00* -0.00** -0.00
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) .00D)
Ethno-linguistic fractionalization 0.06 0.07 0.08* 0.07 0.06 0.08 0.04
(0.048) (0.048) (0.047) (0.046) (0.048) (0.048) .0HD)
Agriculture subsidies 0.00 0.00 0.00 0.00 0.00 0.00 0.00
(0.002) (0.002) (0.002) (0.002) (0.002) (0.002) .002)
Observations 58 57 53 59 56 58 61
Adjusted R-squared 0.084 0.120 0.142 0.133 0.220 2050. 0.081
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Table3
Main estimations: After the presidential elections

OLS estimations are performed. The dependent arialthe change in Putin popularity between DecamB99 and March 2000.
stands for two month change in the specified végiabtandard errors appear in parentheses belowatstl coefficients. *, **, ***
denote an estimate significantly different fromt@e 10%, 5% or 1% level.

Feb-Mar 2000  Mar-Apr 2000 Apr-May 2000 May-Jun Q00 Sep-Oct 2000  Oct-Nov 2000 Nov-Dec 20
A Sberbank firm loans -0.07 -0.09 -0.01 -0.05 -0.01 -0.01 -0.01
(0.060) (0.056) (0.058) (0.062) (0.081) (0.065) .06%)
A Sberbank household loans -0.03 0.07 -0.04 -0.13 0.06 0.11 0.13
(0.083) (0.099) (0.094) (0.091) (0.101) (0.099) .103)
A credit of private domestic
banks 0.14* 0.09 0.02 0.06 -0.11 0.01 -0.10
(0.077) (0.075) (0.072) (0.074) (0.085) (0.098) .062)
Urban population 0.01 0.03 0.01 0.01 -0.01 -0.01 020.
(0.048) (0.047) (0.049) (0.047) (0.048) (0.048) .04®)
Educated middle class 0.09 0.06 0.08 0.01 0.07 0.12 0.11
(0.199) (0.184) (0.190) (0.189) (0.189) (0.187) 163)
Defense employment -0.00 -0.00 -0.00 -0.01 -0.00 .00:0 -0.01
(0.007) (0.007) (0.007) (0.007) (0.007) (0.007) .0QT)
Distance from Moscow -0.00 -0.00 -0.00* -0.00** 00** -0.00** -0.00**
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) .0(D)
Ethno-linguistic fractionalization 0.04 0.07 0.07 .0B 0.06 0.04 0.05
(0.049) (0.046) (0.049) (0.049) (0.048) (0.052) .048)
Agriculture subsidies 0.00 0.00 0.00 0.00 0.00 0.00 0.00
(0.002) (0.002) (0.002) (0.002) (0.002) (0.002) .002)
Observations 60 60 61 59 59 58 60
Adjusted R-squared 0.144 0.165 0.096 0.157 0.136 1130. 0.138
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Table4
Under standing the mechanism: increasing voter turnout
OLS estimations are performed. The dependent \arigbthe change in regional voter turnout betw#en Duma elections of
December 1999 and the presidential elections ocM@000. We consider the voters that opposed efligential candidates as not
turning up (they do not have that option in the uatections), but results are robust to includimgse voters in the 2000 turnou.
stands for two month change in the specified véiabtandard errors appear in parentheses belomwatstl coefficients. *, **, ***
denote an estimate significantly different fromt@e 10%, 5% or 1% level. The table is continuedh® next page.

1999 1999 1999 1999 1999 1999 1999 1999 2000 2000
Apr-May May-Jun  Jun-Jul Jul-Sep  Sep-Oct Oct-Nov MNimc Dec-Jan Jan-Feb Feb-Mar
A Sberbank firm loans 0.16 1.63 -4.75 2.30 0.88 5.28 7.44 10.20** -5.48 -6.45
(5.182) (5.158) (4.921) (4.428) (4.910) (5.212) 568) (4.520) (5.484) (5.029)
A Sberbank household loans 4.21 0.50 5.74 -5.41 -5.28 -7.28 -9.43 -0.67 1.59 9.22
(10.010) (6.287) (6.942) (6.535) (7.848) (7.485) .9@8) (9.130) (7.327) (6.871)
A credit of private domestic banks -13.37** -7.06 3.35 14.24** 7.13 -0.56 4.75 6.32 148 -1.01
(5.671) (6.306) (7.006) (6.681) (6.265) (8.646) 9L) (6.264) (7.735) (6.354)
Urban population 0.99 1.26 -0.29 0.18 5.95 2.43 42.3 -0.95 0.09 -0.18
(4.021) (4.057) (4.082) (3.976) (4.827) (4.286) 009) (3.904) (3.879) (3.969)
Educated middle class 0.35 0.90 10.45 -2.88 -26.61-1.39 11.51 12.46 6.76 -3.43
(16.476) (16.233) (16.670) (16.301) (20.096) (18)51 (19.342) (19.743) (15.160) (16.522)
Defense employment -0.91 -1.15* -0.98 -1.30** -¥.23 -1.09* -1.12* -1.23** -1.10* -0.91
(0.606) (0.611) (0.650) (0.634) (0.646) (0.590) 5@ (0.588) (0.582) (0.574)
Distance from Moscow 0.00 0.00 -0.00 0.00 0.00 0.00 -0.00 0.00 0.00 0.00
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) OQm) (0.000) (0.000) (0.000)
Ethno-linguistic fractionalization -1.71 -3.04 -2.3 -3.21 -1.50 -1.74 -0.55 -1.36 -1.85 -3.28
(4.502) (4.178) (4.327) (4.170) (4.104) (3.905) 2@ (4.268) (3.965) (4.041)
Agriculture subsidies -0.12 -0.05 0.03 -0.11 0.07 0.01 -0.05 -0.04 0.04 -0.04
(0.159) (0.155) (0.159) (0.162) (0.167) (0.170) 163) (0.149) (0.139) (0.145)
Observations 58 61 59 58 54 60 57 59 62 61
Adjusted R-squared 0.198 0.127 0.111 0.175 0.165 1190. 0.164 0.190 0.130 0.119

26



Table 4 continued
Under standing the mechanism: increasing voter turnout

2000 2000 2000 2000 2000 2000 2000 2000 2000
Mar-Apr Apr-May May-Jun  Jun-Jul  Jul-Aug Aug’-SepSep-Oct  Oct-Nov  Nov-Dec
A Sberbank firm loans -2.45 -3.17 -0.60 1.08 -2.59 491 -0.02 -2.05 -3.72
(4.638) (4.805) (5.231) (5.284) (4.800) (5.500) 60M@®) (5.079) (4.381)
A Sberbank household loans -6.18 0.92 3.23 -1.55 -3.48 -4.92 2.66 3.49 6.06
(8.467) (7.723) (7.742) (6.037) (6.355) (6.963) 3(®) (7.718) (8.206)
A credit of private domestic banks -0.33 -0.71 -1.24 -5.23 -6.21 -9.06 0.19 9.26 4.46
(6.332) (5.876) (6.226) (6.426) (6.471) (8.431) 9Im) (7.668) (4.943)
Urban population 0.64 0.63 1.41 0.30 -0.53 1.08 20.3 -0.83 -0.03
(3.987) (4.028) (4.048) (3.979) (3.943) (3.946) 001 (3.778) (3.627)
Educated middle class 2.88 5.26 7.58 4.95 4.89 6.31 10.23 6.78 -0.09
(15.760) (15.625) (16.010) (15.583) (15.773) (12)89 (15.544) (14.629) (14.628)
Defense employment -0.98* -0.95* -1.01* -1.08* 9.9 -1.18** -1.03* -1.00* -0.90*
(0.571) (0.558) (0.591) (0.597) (0.597) (0.578) 5M@) (0.546) (0.523)
Distance from Moscow 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) OQm) (0.000) (0.000)
Ethno-linguistic fractionalization -2.83 -1.65 -6.4 -2.78 -3.19 -0.83 -1.78 -2.07 -3.02
(3.928) (4.043) (4.143) (3.818) (3.889) (4.013) 98B) (4.028) (3.806)
Agriculture subsidies 0.02 0.02 0.04 -0.02 0.03 30.0 0.03 0.03 0.01
(0.148) (0.148) (0.145) (0.144) (0.144) (0.145) 14®) (0.138) (0.129)
Observations 61 62 60 63 62 59 60 59 61
Adjusted R-squared 0.113 0.103 0.102 0.112 0.114 149. 0.113 0.112 0.133
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Table5
Additional estimations: The influence of the affiliation of the gover nor

OLS estimations are performed. The dependent Jarialthe change in Putin popularity
between December 1999 and March 2@0stands for two month change in the specified
variable. Standard errors appear in parenthesesviedtimated coefficients. *, **, ***
denote an estimate significantly different fromt@he 10%, 5% or 1% level.

Nov 99-Dec 99 Dec 99-Jan 00 Nov 99-Dec 99 Dec 99-Jan 00
A Sberbank firm loans 0.12** 0.12** 0.04 0.05
(0.056) (0.056) (0.056) (0.054)
Appointed governor 0.05 0.05
(0.069) (0.069)
A Sberbank firm loans x
Appointed governor 0.00 0.00
(0.000) (0.000)
FSB or military governor -0.08** -0.07**
(0.029) (0.028)
A Sberbank firm loans x
FSB or military governor 0.32*** 0.37***
(0.105) (0.118)
A Sbherbank household loans -0.04 0.05 -0.01 0.12
(0.088) (0.112) (0.079) (0.103)
A credit of private domestic
banks 0.01 -0.05 0.02 -0.07
(0.057) (0.070) (0.052) (0.065)
Urban population 0.02 -0.01 0.01 -0.01
(0.047) (0.044) (0.043) (0.040)
Educated middle class 0.44* 0.47** 0.55%** 0.57***
(0.220) (0.224) (0.203) (0.203)
Defense employment -0.01 -0.01 -0.00 -0.01
(0.007) (0.007) (0.006) (0.006)
Distance from Moscow -0.00** -0.00** -0.00** -0.008*
(0.000) (0.000) (0.000) (0.000)
Ethno-linguistic fractionalization 0.05 0.06 0.03 .08
(0.050) (0.050) (0.045) (0.046)
Agriculture subsidies 0.00 0.00 0.00 0.00
(0.002) (0.002) (0.002) (0.002)
Observations 56 58 56 58
R-squared 0.229 0.215 0.369 0.364
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Table6
Additional estimations: Theinfluence of employment in the private industry

OLS estimations are performed. The dependent Jarialthe change in Putin popularity
between December 1999 and March 2@08tands for two month change in the specified
variable. Standard errors appear in parenthesesviedtimated coefficients. *, **, ***
denote an estimate significantly different fromt@he 10%, 5% or 1% level.

Nov 99-Dec 99 Dec 99-Jan 00 Nov 99 Dec 99 Dec 99-Jan 00
A Sberbank firm loans 0.61** 0.60** 0.24%** 0.24%x*
(0.257) (0.292) (0.070) (0.073)
State firms employment 0.34 0.22
(0.237) (0.204)
A Sberbank firm loans
x State firms employment -1.24* -1.18
(0.626) (0.716)
High state employment share 0.03 0.02
(0.026) (0.022)
A Sberbank firm loans
x High state employment share -0.23** -0.21**
(0.094) (0.102)
A Sberbank household loans -0.07 0.04 -0.08 0.03
(0.082) (0.112) (0.080) (0.109)
A credit of private domestic
banks 0.01 -0.06 0.02 -0.08
(0.055) (0.070) (0.055) (0.070)
Urban population 0.03 0.00 0.03 0.00
(0.046) (0.044) (0.045) (0.043)
Educated middle class 0.44* 0.50** 0.45** 0.54**
(0.220) (0.224) (0.213) (0.220)
Defense employment -0.01 -0.01 -0.00 -0.00
(0.007) (0.007) (0.007) (0.007)
Distance from Moscow -0.00*** -0.00** -0.00** -0.00
(0.000) (0.000) (0.000) (0.000)
Ethno-linguistic fractionalization 0.07 0.09* 0.08* 0.10**
(0.047) (0.049) (0.048) (0.050)
Agriculture subsidies 0.00 0.00 0.00 0.00
(0.002) (0.002) (0.002) (0.002)
Observations 56 58 56 58
R-squared 0.289 0.255 0.312 0.273
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