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Extended Abstract

Introduction: Political connections have long been considered a critical determinant of corporate financing
policies, particularly in emerging and transitional economies where institutional deficiencies, weak regulatory
enforcement, and information asymmetries hinder efficient capital allocation. Prior literature (e.g., Faccio, 2006;
Boubakri et al., 2012) demonstrates that politically connected firms often benefit from preferential access to credit
markets, lower borrowing costs, tax advantages, and regulatory leniency. These advantages, however, are not equally
distributed across all firms. Recent research emphasizes that the influence of political connections may vary
substantially depending on firm-specific characteristics such as financial leverage, firm size, ownership structure, and
exposure to financial constraints.

In Iran’s institutional setting, political linkages extend beyond formal governmental channels to include a wide network
of quasi-governmental organizations, state-owned banks, military—economic entities, and affiliated institutional
shareholders. This environment creates a unique structure in which political connections may serve as an informal
governance mechanism that partially substitutes for weak financial and legal institutions. Nevertheless, despite
extensive international evidence, limited empirical research has formally examined how the impact of political
connections differs across the leverage distribution of Iranian firms. Moreover, the literature addressing the
distributional effect of political influence across capital structure decisions using quantile regression is scarce in Iran,
revealing a significant research gap.

This study introduces several novel contributions to the literature:

Distributional Analysis rather than Mean-Based Assessment: Unlike most prior studies relying on OLS, this research
employs quantile regression to uncover heterogeneous effects of political connections across different leverage levels.
Context-Specific Institutional Insight: The study reflects the complex institutional environment of Iran and highlights
how quasi-governmental entities shape financing behavior.

A New Operationalization of Political Connections: Using the ratio of long-term debt to total debt as a proxy captures
preferential access to long-term credit facilities, addressing limitations of binary political connection indicators
commonly used in earlier studies.

Bridging Domestic and International Literature: By integrating evidence from both contexts, the study sheds light on
how political networks interact with financial constraints in developing economies.

Overall, the introduction provides both a theoretical foundation and a literature gap that justifies the need for analyzing
the heterogeneous effects of political connections on capital structure in Iran.

Method: The study employs a sample of 1,600 firm-year observations from companies listed on the Tehran Stock
Exchange (TSE) over the period 1997-2021. Political connections are measured using a proxy based on the ratio of
long-term debt to total debt, reflecting preferential access to long-term credit. The research applies quantile regression
methodology to analyze the impact of political connections across different leverage quantiles (low, medium, and
high). This approach allows for a more comprehensive understanding of the relationship beyond the mean effects
captured by traditional Ordinary Least Squares (OLS) regression, particularly in detecting heterogeneous patterns in
financing behavior.
Measurement of Variables:

Dependent Variable:
Financial Leverage (LEV): Defined as the ratio of total debt to total assets.

Main Independent Variable:
Political Connections (PCON): Measured using the ratio of long-term debt to total debt. This proxy captures
preferential access to long-term credit—often associated with political ties in Iran’s banking system.

Control Variables:
Profitability (ROA): Net income divided by total assets.
Firm Size (SIZE): Natural logarithm of total assets.
Tangibility (TANG): Ratio of fixed assets to total assets.
Growth Opportunities (MB): Market-to-book ratio.
Industry Dummies: Included to control for heterogeneity across industries, such as differences in asset structure,
regulatory environments, dependence on governmental support, and exposure to macroeconomic risks.

Empirical Model:
The study estimates the following baseline model using quantile regression:

LEV;; = By + B1PCON; + BoROA; + B3SIZE; + By,TANG; + PsMB; , + Yy;Industry; + €;,
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To evaluate heterogeneity, the model is estimated at the 0.25, 0.50, and 0.75 quantiles of the leverage distribution. This
approach allows detection of structural differences in how politically connected firms behave at low, median, and high
leverage levels—insights that traditional OLS regression would mask. Quantile regression provides robust estimates
under non-normal errors, outliers, and heterogeneous variances. More importantly, it allows examination of how
explanatory variables affect different points of the conditional distribution of leverage, capturing unequal effects across
firms.

Results: The findings reveal that political connections have a positive and significant effect on corporate leverage.
However, this effect is more pronounced in lower leverage quantiles, indicating that politically connected firms with
limited access to financial resources are more likely to use their connections to secure debt financing. In contrast,
highly leveraged firms, which already enjoy stable access to credit, derive less benefit from such connections. The
results suggest that political connections act as a substitute for weak financial institutions primarily for firms facing
higher financing constraints. Furthermore, the effect of political connections diminishes as leverage increases,
highlighting the non-uniform nature of the relationship.

Conclusion:

The study concludes that political connections have an asymmetric and non-uniform influence on corporate leverage
in Iran’s institutional context. Firms operating at lower leverage levels rely heavily on political networks to mitigate
financial constraints, whereas firms positioned in higher quantiles exhibit reduced dependence on such ties. These
results highlight the importance of considering distributional heterogeneity in evaluating corporate financing behavior.
From a policy standpoint, findings underscore the need to reduce unequal access to credit arising from political
favoritism. Strengthening transparency, upgrading credit assessment mechanisms, and regulating the role of quasi-
governmental institutions in lending can help create a more equitable financial ecosystem. Future research may
examine crisis-period dynamics, distinguish between different types of political ties, or employ causal identification
strategies to validate the mechanisms identified in this study.
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