daper aims to “evaluate the role political influe
vestment decisions of SOEs”.

olitical investment cycle in the corporate investme
isions of state owned firms.”

2 question that is left unanswered is: Why should ”‘f‘m\”‘“‘
| ‘1\ ected representatives attempt to influence mvestm
cisions by SOEs? ‘*‘ ‘”“ ““
Ing re-elected.
uch a proposition has yet to be formally derived
ct it could be loosely argued that any kind of




Politic
Inve

1990, pg. 21) “A political budget cycle arises her
\porary information asymmetries about the incum
's “competence” in administering the public good
ction process. The incumbent leader has an incenti\
reelection fiscal policy towards easily observed
umption expenditure and away from government |
B
‘M

atlons of Non Financial Public Enterprises (owned by ‘

aI and state govts.) are incorporated in the analysis «
policy (either in relation to the business cycle or
ons) because these are likely to have substantial fis
ations.
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Investr

t data on SOEs alone is likely to provide a rather inco
he “signaling mechanism” which incumbent leaders ¢
/ ce voters.

ase promises of better infrastructure or employment

X endlture that has a more immediate impact on voter We

w bV|oust be a better bet to influence voter behavior. W\W

fifl hly unlikely that a mere announcement of a project could “ i
\ ‘H “ e voter behavior unless one endows the voter with some w M W
0 ality” because inordinate project delays and projects not taking

\ ‘\ H ‘u I
are rather common phenomena in India.




The authors use the CAPEX data base.

What is unclear is whether this data base includes

projects implemented departmentally (typically by
the Public Works Department at the State level and
say by the railways at the central level).

The authors provide no description at all about the
nature of projects. This is a major lacuna that needs
to be addressed.

If the data base does not track such investments
then its coverage is not good enough to be used In
this kind of analysis.

The panel data used covers 18981 projects
announced (1995-2009) over 435 (594) national
(state) electoral districts.



2arly a large number of districts do not figu
this data base.

\re these districts dropped because there Wer il

no “announcements” in these districts or

i ecause it was difficult to match electoral
nstituencies and districts?

It of a total of 24,000 announcements only
981 are considered in the study.

ny case the “unobserved” component is
y to be large and thus empirical results
ted are likely to be unreliable.




Politic
Invest

)
lon 5.3 the authors undertake a sort of an e
/ With respect to project announcements.

ell known that test statistics used in such stuc
uite sensitive to outliers given that the sample
are typically small.

‘ e nonparametric test statistics (say the binomial
G |st|c which tests whether the proportion of positive ‘
egatlve returns exceeds the number expected by

‘market model) should have been reported.

ess returns and abnormal returns on the day of
ct announcement have been used. This is an
mely small window.




Politics,

Il known that when there is a good chance of

ation leakage the event window should include
prlor to the announcement of the event so that
yrmal returns associated with the leakage are capt

rly the kinds of projects being considered informati
i @ge is almost a sure thing. The event window is cIe
small to arrive at meaningful results.
‘ \

other standard procedure in such event studies is to u»“e‘w‘] i
re that there are no confounding effects from othe
ts. As the event window is only one day this is unli

2 @ major problem but it still needs to be checked




While reading the paper one gets a feeling that the
authors believe that the “political investment
cycle” empirically uncovered is a bad thing.

Rogoff (1990 pg.22) “A central conclusion here Is
that they (political budget cycles) may be a
soclally efficient mechanism for diffusing up-to-
date information about the incumbent’s
administrative competence. Efforts to curtail the
cycle can easily reduce welfare, either by impeding
the transmission of information or by inducing
politicians to select more socially costly ways of
signaling.”
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