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1. INTRODUCTION

Social programs, subsidies and other distributive policies
that lack formal distribution criteria are valuable electoral
tools. These programs produce benefits that ruling politicians
can allocate discretionarily to secure the support of important
constituencies. Recent literature has investigated how political
parties use these programs to build and retain linkages with
voters (Das, 2015; Fried, 2012; Golden & Min, 2013; Stokes,
Dunning, Nazareno, & Brusco, 2013). However, parties do
not only establish linkages with individual voters; they often
form ties with collective actors such as labor unions, social
movements, or ethnic groups. This paper’s goal is to explain
the strategies of political parties in allocating distributive ben-
efits to interest organizations, focusing on small-business orga-
nizations (SBOs) in Mexico. When do politicians involve
interest organizations in distributive spending? And how do
politicians opt between allocating benefits to organizational
allies and non-core groups?

This paper contributes to a small and growing literature that
explores the organizational roots of distributive politics,
responding to the empirical reality in many developing coun-
tries that electorally manipulated distributive programs are
often intermediated by base-level organizations rather than
directly delivered to voters (Auerbach, 2016; Bueno, 2013;
Penfold-Becerra, 2007; Thachil, 2011). Politicians stand much
to gain from forming electoral linkages with interest organiza-
tions, which are equipped to provide campaign and party-
building services, resources that may be more valuable than
the uncertain ballot-box boost from allocations to individual
citizens. Among the few studies that discuss organization-
mediated distributive spending, this is typically depicted as a
core strategy—rewarding and strengthening electoral allies
with government handouts. However, as the clientelism litera-
ture points out, parties face tradeoffs between distribution to
core and non-core groups (Diaz-Cayeros, Estévez, &
Magaloni, 2012; Gans-Morse, Mazzuca, & Nichter, 2014;
Stokes, 2005). T posit the types of linkages that parties form
with “core” and “non-core” organizations, and the conditions
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under which ruling politicians prioritize each of these groups
in the allocation of distributive programs.

My central argument is that organizations in a party’s core
and non-core constituencies offer different electoral resources,
and thus politicians’ choices about delivering distributive ben-
efits to these two types of organizations are shaped by the
needs of their parties. Organizations in a party’s core con-
stituency—such as labor unions for a labor party—contribute
to the party’s long-term goal of strengthening and consolidat-
ing its base. These organizations socialize members to support
the party, help design policy and deliver services, and provide
electorally viable candidates to run for office. Organizations in
a party’s non-core constituency contribute to the party’s short-
term goal of winning an upcoming election. By organizing
events, making public endorsements, or inviting candidates
to meet their members, these organizations have the ability
to mobilize support among groups in society that typically
are not aligned with that party. But given the appeal of other
parties, these groups tend to sever the linkage following that
election and thus do not contribute to long-term party-
building. It follows that ruling politicians allocate distributive
benefits in accordance with the degree of electoral threat that
they face: When a party is electorally strong, it prioritizes
organizations in its core constituency in order to keep these
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organizations in the fold and strengthen their efforts at recruit-
ment, which ultimately grows the party base. When the ruling
party faces an electoral threat, it prioritizes organizations in its
non-core constituency, whose short-term support may be
pivotal in an upcoming election.

I test this argument by analyzing the factors that lead
Mexican state governments to mediate small-business subsidies
through SBOs. I use data from Fondo PyME, a small-business
subsidy program that is designed and mostly funded by the
federal government, but operated by state governments.
The “federalized” nature of this program allows me to make
controlled comparisons across Mexican states and over timej
isolating the state-level electoral factors that drive governors’
distributive choices. I conduct this analysis using an original
dataset of all projects funded by this program from its incep-
tion in 2004 until 2011, acquired through public-information
requests to the Mexican government and paired with state-
level electoral, economic, and demographic data. This is the
first study that I know of that analyzes state-level distributive
spending in Mexico.

By comparing states governed by parties with different rela-
tionships to SBOs, facing different levels of electoral threat, I
test my argument that ruling politicians seek to consolidate
ties to “‘core” interest organizations when they are electorally
strong and build bridges with ““non-core” organizations when
they face an electoral threat. ” I find that electoral competition
has different effects on the distributional choices of right-wing
National Action Party (Partido Accién Nacional, PAN) and
centrist Institutional Revolutionary Party (Partido Revolu-
cionario Institucional, PRI) governments. PAN governors dis-
proportionally reward SBOs (which belong to their core
constituency) when they enjoy large margins of victory; and
reward these organizations less as elections become more com-
petitive. Conversely, when PRI governors enjoy large margins
of victory, they tend to exclude SBOs (which belong to their
non-core constituency) from subsidies, instead investing these
funds in large infrastructure projects or allocating them to
local non-governmental organizations.

I compliment these findings with case studies of four
Mexican states, two governed by the PAN and two by the
PRI during the period under study, including both one-party
dominant and electorally competitive states. This fine-
grained analysis of Fondo PyME projects and SBO electoral
support provides additional evidence that ruling politicians
allocate benefits to SBOs when linkages with these groups con-
tribute to their most pressing electoral objectives. Lacking an
electoral threat, state governments favor core organizations
with organic ties to the party. When facing an electoral threat,
PAN governments—for whom SBOs are core—deviate bene-
fits away from these organizations while PRI governments—
for whom SBOs are non-core—increase allocations to these
organizations to secure their short-term electoral support.

The remainder of this article is composed of five sections.
The next section builds on the “core-versus-swing” debate to
construct an argument to explain variation in politicians’ allo-
cation of distributive benefits to core and non-core organiza-
tions. The third section lays out my subnational comparative
approach and the Mexican context, describing the political
engagement of SBOs, subnational electoral competition, and
the design of the small-business subsidy program that I ana-
lyze. I then conduct a statistical analysis to gauge the effect
of electoral threats to the ruling party on state governments’
distributive choices. The fifth section is composed of four
state-level case studies, illustrating how party-SBO linkages
vary in states governed by the PRI and PAN facing differing
levels of electoral threat. The final section concludes, discussing

the implications of my findings and potential extensions of this
approach to other types of interest organizations and party
systems.

2. A THEORY OF DISTRIBUTIVE POLITICS AND
INTEREST ORGANIZATIONS

Existing theories of electoral targeting of distributive bene-
fits assume that parties allocate benefits to individual voters,
often through clientelist vote buying. Animated debates
revolve around the question of whether parties prefer to
reward loyalists or swing voters. The purported logic of
rewarding the loyalists is that this constituency’s electoral sup-
port is more cheaply bought than swing voters’, these voters
present less risk of deviating on the exchange bargain, and that
their long-term loyalty is contingent on the ongoing receipt of
benefits (Cox & McCubbins, 1986; Diaz-Cayeros et al., 2012;
Nichter, 2008). The logic behind rewarding swing voters is that
the group is pivotal: its votes are most likely to determine the
outcome in a given election (Lindbeck & Weibull, 1987;
Stokes, 2005). Another recent contribution argues that parties
prefer swing strategies, but that an inability to effectively mon-
itor brokers leads to de facto core strategies (Stokes et al.,
2013). The present analysis concurs with those studies that
show that the relative appeal of core and swing strategies is
contingent on variations in electoral institutions, party sys-
tems, and social structure (Dixit & Londregan, 1996;
Dunning & Stokes, 2007; Gans-Morse et al., 2014). 1 argue
that ruling parties’ distributive strategies vary based on the
degree of electoral threat that they face, which determines
whether they are principally concerned with short-term goals
(winning the election at hand) or long-term goals (consolidat-
ing an electoral base).

I address the core-versus-swing debate in the context of
SBOs by exploiting variation on the type of party; I compare
a right-wing party for which these groups constitute a core
constituency to a centrist party for which they are a non-
core constituency. However, I extend beyond the framework
of clientelist vote buying by exploring the logic driving parties’
decisions to reward interest organizations with distributive
programs. When do politicians choose to channel distributive
benefits to interest organizations rather than directly to voters?
While much literature on clientelism assumes that distributive
spending reflects direct party-voter linkages (Kitschelt, 2000),
perhaps mediated by party-contracted brokers, recent studies
have shown that societal (i.e., non-party) organizational struc-
tures often add an extra layer of distributive intermediation
between parties and voters (Calvo & Murillo, 2013; Holland
& Palmer-Rubin, 2015). And while studies of neighborhood
associations, peasant cooperatives and other interest organiza-
tions in Latin America often lament their clientelistic character
(Fox, 1996; Gay, 1990; Hilgers, 2008), none explicitly address
why parties choose to mediate benefits through interest orga-
nizations rather than delivering them directly to voters or how
they opt between core and non-core organizations.

Under organization-mediated distributive spending, organi-
zation leaders are often employed as brokers, and balance
their commitments to the rewarding party with those to the
members that they are charged to represent. Incorporating
organizations in distributive spending can pay dividends to
parties: these organizations provide a ready-made base net-
work for parties that otherwise lack roots in society; organiza-
tion leaders may be better situated than party activists to
deliver patronage goods efficiently and monitor their mem-
bers’ votes and campaign participation; and organizations
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provide electoral services that extend beyond the votes of their
members, such as organizing rallies and endorsing candidates
in the media. Organizations and their leaders stand to benefit
from distributive linkages with political parties, which afford
the organization particularistic goods that can be repurposed
as selective benefits to recruit and mobilize members.

Of course, channeling resources to interest organizations
and to individual voters are not mutually exclusive strategies.
Rather, politicians select “portfolios” (Magaloni, Diaz-Cayeros,
& Estévez, 2007) of strategies, combining allocations to core and
non-core organizations (as well as core and non-core voters)
based on their electoral goals. Furthermore, politicians may dis-
tribute different types of benefits to core and swing constituen-
cies (Albertus, 2012; Kramon & Posner, 2013). T am most
interested in the question of when ruling politicians mediate
any type of benefit through interest organizations, as granting
an organization control over private goods (e.g., small-capital
subsidies) or public goods (e.g.,an industrial park) can plausibly
be exchanged for the organization’s electoral support. However,
I do probe whether Albertus’ findings extend to organizational
distributive strategies, namely that politicians prefer to allocate
short-term benefits to core constituencies and benefits that
generate long-term economic gain to non-core constituencies.

I argue that ruling parties’ decisions about whether to
involve interest organizations in distributive spending are
influenced by two factors: the affinity between the organiza-
tion and the party and the degree of electoral threat faced
by the ruling party. The first factor, party-organization affinity
reflects whether a given type of organization belongs to a
party’s core constituency, belongs to its non-core constituency,
or is in opposition to the party.” Table 1 shows three compo-
nents of party-organization affinity. First, affinity is shaped by
the alignment of programmatic goals. For instance a business
organization would likely share programmatic goals with a
party that espouses labor-market flexibility and low corporate
tax rates. Second, affinity is higher if the organization’s mem-
bers can be considered core constituents of the party. Follow-
ing (Stokes et al., 2013, p. 34), the organization members are
core constituents if they are “network proximate” to the party
in question. A business organization’s members belong to the
core constituency for a given party if many of the organization
members are also members of the party or belong to the same
social circles as the party leaders.

The linkage compatibility between the party and organiza-
tion is a consequence of programmatic agreement and organi-
zational overlap. When organizations’ programmatic
commitments are only somewhat aligned with those of the
party and/or its members’ positions in the party’s network
are more peripheral, linkages are still possible, but they are
likely to be short in duration as the organization may be
equally (or more) amenable to linkages with a competing
party. The organization over the long-term will tend to favor
the party that promotes friendly policies and has built social
ties with organization members. It may offer support to
another party in a given election if, for instance, its favored
party stands a low chance of winning. The ruling party may

also prefer not to incorporate non-core organizations into
long-term party linkages, as such linkages may imply conced-
ing to the organization on policy preferences that conflict with
those of the party’s core.

The core, non-core, and opposition classifications are a sim-
plification of what is certainly a continuous spectrum of levels
of affinity. I score an organization as core if it clearly has
greater programmatic agreement and organizational overlap
with a given party than all other competitive parties. A non-
core organization is one that has an equal or higher affinity
with one or more other parties. °

The second factor, the degree of electoral threat, is a factor
of the likelihood that the governing party will be unseated in
an upcoming election. When ruling politicians are relatively
certain that their party will prevail in foreseeable elections,
the threat is low. When the ruling party faces a significant
challenge and may lose an upcoming election, the threat is
high. As (Diaz-Cayeros et al., 2012, p. 5) point out “parties
are motivated both by long-term considerations—maintaining
their electoral coalitions over time—and short-term con-
cerns—expanding their electoral base at election time.” The
degree to which ruling parties prioritize these short- and
long-term goals depends on the strength of their hold on
power. When the electoral threat is high, the ruling party is
preoccupied with the short-term goal of winning the upcoming
election in order to stay in office, but when the electoral
threat is low, the party may turn to the longer term con-
cern of consolidating its base to secure its hold on power in
the long run.

The implication for organizational linkages is that under
high electoral threat, parties increasingly prioritize the con-
struction of short-term linkages with non-core organizations,
which may be decisive in an upcoming election; and under
low electoral threat, parties prioritize the reinforcement of
long-term linkages with core organizations, which play an
important role in consolidating the party’s base.

But what do parties and organizations gain from these dif-
ferent types of linkages? We can think of party-organization
linkages as entailing an exchange between the party and the
organization. ’ Linkages with non-core organizations involve
a circumscribed exchange, often pertaining to a single election,
although nothing prevents non-core groups from supporting
the party in consecutive elections. The organization provides
services to the party that are useful for winning the election
at hand: media endorsements, opportunities to speak in front
of its members, or the use of the organization’s membership
base as a patronage network. In exchange, the organization
is offered some excludable benefit, such as preferential alloca-
tion of subsidies that are under the discretionary control of
politicians belonging to that party.® Short-term linkages with
non-core organizations are particularly valuable for parties
that seek to penetrate a non-core constituency in an upcoming
election, but lack the partisan network in that constituency to
mobilize voters, hold campaign events, or distribute benefits
efficiently. ° The organization offers a ready-made network,
capable of carrying out these tasks. By linking with a non-core

Table 1. Typology of party-organization affinity

Programmatic goals

Membership Linkage compatibility

Core Organizations
Non-Core Organizations
Opposition Organizations

Similar to party’s
Some overlap with party’s
Conflicting with party’s

Core constituency
Non-core constituency
Opposition voters

Amenable to long-term
Amenable to short-term
Not amenable
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organization, the party is essentially “renting” a patronage
network that otherwise would have to be created through deep
penetration of the party organization in an alien community.

Long-term linkages between a party and core organization
involve shared programmatic goals and organizational over-
lap between the party and the organization, constructed over
the course of iterated interactions. In the extreme, the organi-
zation provides an organizational backbone for the party,
such as for labor-based parties and labor confederations of
the twentieth century (Collier & Collier, 1991; Levitsky,
2003; Przeworski & Sprague, 1986). However, even for parties
that are not so firmly associated with an organizational base,
core organizations are key allies and politicians stand to ben-
efit from strengthening these organizations and nurturing their
ties to the party. The members of core organizations are
socialized to support the party, the party often recruits candi-
dates and bureaucrats from the organization’s ranks, and the
ongoing support of the organization serves as a signal to the
broader electorate that the party and its candidates are
“pro-labor,” “pro-business,” or “pro-peasant,” for example.
The organization contributes not only to short-term electoral
goals, but also to governability between elections: helping
design and implement policy, cooperating in service delivery,
and aligning its activities with the party’s policy goals. The
benefits of such a linkage to an organization are obvious: sig-
nificant input in policymaking and having friends in power.
Core organizations have much to gain from the party retain-
ing office and thus in a close election are likely to support
the party, even as it shifts distributive benefits to non-core
groups in the short term.

3. PARTIES, BUSINESS, AND DISTRIBUTIVE
POLITICS IN MEXICO

I test this theory by comparing how state governments in
Mexico distribute small-business subsidies under the program
Fondo PyME. In contrast to many studies of distributive pol-
itics whose focus is on the national level, my subnational-
comparative approach allows me to observe distributive out-
comes across jurisdictions governed by different parties under
different degrees of electoral competition. '° I achieve greater
inferential leverage by analyzing each of Mexico’s 32 states '
over an eight-year period, from 2004 to 2011, yielding 256
units of analysis. Variation on party in power and electoral
threat occurs both across states and over time, as several Mex-
ican states experienced party alternation or modifications in
competitiveness during this eight-year window. The case of
SBOs in Mexico case is propitious for this analysis as these
organizations have a clearly observable affinity with a nation-
ally institutionalized right-wing political party and classify as
non-core for the long-standing centrist party. This section lays
out characteristics of the Mexican case that contextualize the
subsequent analysis and describes my data sources.

(a) Small-business organizations and political parties in Mexico

I classify as small-business organizations (SBOs) those orga-
nizations that are made up primarily of owners of micro-
enterprises or small businesses. The most prevalent SBOs in
Mexico are chambers that belong to national confederations,
either umbrella confederations such as the Confederation of
National Chambers of Commerce (Confederaciéon Nacional
de Camaras de Comercio, Concanaco), the National Chamber
for the Manufacturing Industry (Camara Nacional de la

Industria de la Transformacion, Canacintra); or industry-
specific chambers, such as for the textile, construction, or
restaurant sectors. All Mexican states also have affiliates of
the Employers’ Confederation of the Mexican Republic
(Confederacion Patronal de la Republica Mexicana, Coparmex),
an economy-wide organization of employers.

While business organizations in Mexico, as elsewhere, are
protective of their partisan neutrality, this should not be
interpreted as indifference. SBOs frequently support parties
informally, by organizing campaign events, stumping for can-
didates in their social circles, and endorsing candidates’ plat-
forms in the media. As I show below, these organizations
exemplify the greatest programmatic affinity and organiza-
tional overlap with the right-wing PAN. Thus, while party
linkages vary across states and over time, SBOs can be consid-
ered core for the PAN during the period from 2000 to 2012.
This affinity is most obvious for Coparmex, which, while offi-
cially non-partisan, played an important role in the party’s
founding in 1939 and has aligned programmatically with this
party in the subsequent decades (Loaeza, 1999; Mizrahi,
2003). 13

The partisan affinity of the chambers, which are legally man-
dated to be non-partisan, requires closer analysis. The post-
Revolutionary state created national chamber confederations
in the 1910s, establishing a corporatist system that delivered
benefits while assuring the business community’s acquiescence
to the PRI’s one-party dominant regime. =~ However, in the
1970s and 80s, chambers began to publicly oppose economic
policies of PRI governments, and in 1975 Concanaco and
Canacintra joined the Business Coordinating Council (Consejo
Coordinador Empresarial, CCE), along with Coparmex and
other business organizations, establishing a united opposition
to policies by the Echeverria (1970-76) and Lopez Portillo
(1976-82) governments including the promotion of a peak
labor organization, land expropriations, and the nationaliza-
tion of the banking sector (Collier, 1992, pp. 93-97;
Schneider, 2004, pp. 81-84). While subsequent PRI adminis-
trations embraced a market-led growth model—reflected in
Mexico’s 1994 entry into the North American Free Trade
Agreement (NAFTA)—large businesses were the prime bene-
ficiaries, and SBOs were increasingly marginalized from
governing coalitions. '> The last pre-transition PRI president,
Ernesto Zedillo (1994-2000), delivered a damaging blow to
chambers by reforming the Law of Chambers in 1997, repeal-
ing mandatory membership and catalyzing a precipitous
decline in membership. Business chambers had become non-
core organizations for PRI, whose organizational structure
was more closely linked to its labor and peasant sectors and
whose economic program favored large corporations over
the local firms that make up chambers’ membership base.
The pro-business PAN was the obvious party to which the
chambers would be drawn. The third nationally competitive
party in Mexico is the left-wing PRD, the least market-
oriented of the three parties with a popular class membership
base.

The PRI finally ceded the presidency to the PAN in 2000.
Vicente Fox’s administration (2000-06) made concerted efforts
to consolidate the PAN’s reputation as the party of small busi-
ness and to incorporate business organizations into its small-
business support agenda. Fox named a former president of
Coparmex as Labor Secretary and two of the three heads of
the Fox administration’s Ministry of the Economy—the
ministry charged with regulating chambers and distributing
small-business subsidies—were former vice presidents of
national chambers. (This post had been occupied by
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Ph.D. economists under Salinas and Zedillo.) The Fox admin-
istration also reinvigorated corporatist relationships with busi-
ness chambers through the creation of subsidy and training
programs that operated through these organizations: the
México Emprende program placed small-business support
offices in Concanaco, Canacintra, and Coparmex affiliates
and Fondo PYME—Fox’s flagship small-business subsidy pro-
gram—allowed business organizations to design and imple-
ment projects, retaining a portion of the benefits themselves.

These programs empowered PAN governors to consolidate
ties with state and local SBOs, whose support is coveted in
state and municipal electoral campaigns. Despite their non-
partisan mandate, these organizations are highly active during
campaigns, hosting debates and speeches, presenting propos-
als to candidates, and organizing election-monitoring initia-
tives. Interviewed representatives of business organizations
said that over the course of a campaign, it is often easy to
detect the electoral leanings of the leadership and word can
travel fast through the business community about the favored
candidate. '’ The PAN’s ability to displace the PRI in several
states in the 1990s has been attributed to public relations cam-
paigns led by business organizations, denouncing corruption,
insecurity, and fiscal irresponsibility and the incoming PAN
administrations often included SBO leaders as elected politi-
cians or in prominent cabinet positions (Alba Vega, 2002;
Arellano Rios, 2009; Mizrahi, 2003).

(b) State-level party competition

This analysis exploits the significant variation among
Mexican states and over time within states on the ruling
party and vote margins in gubernatorial elections. As shown
in Table 2, the PAN or PRD secured gubernatorial victories
in over two-thirds (23 out of 32) of Mexican states during
1989-2012. Twelve of these states (in italics) were eventually
reclaimed by the PRI, as it ramped up its comeback that
culminated in recouping the presidency in 2012. However, a
few years ago, we could certainly have spoken of states that
had become bastions of the PAN (Aguascalientes, Baja
California, Guanajuato, Jalisco, and Querétaro) and of the
PRD (Chiapas, Distrito Federal, Guerrero, Michoacéan, and
Zacatecas), having been held by the former opposition parties
for consecutive terms. On the other extreme, the PRI has
governed without interruption in nine states. Due to the uni-
versal presence of the PRI and the geographically distinct
areas of strength for the PAN (north, west) and PRD (center,
southeast), state-level races frequently break down to two-
party contests between the centrist PRI and either the PAN
or PRD.

(c) Fondo PyME: an application-based federalized subsidy

This project deals with a specific category of subnational
spending: “federalized” subsidies, which are particularly well
suited for cross-state comparisons. These subsidies are
designed and largely funded by federal government agencies,
but administered by state governments, which make decisions
about what types of projects to prioritize, evaluate applica-
tions, and decide whom to reward with benefits. Thus, these
programs offer a standardized institutional framework that
permits a controlled cross-state comparison of distributive
spending.

Over the last two decades, at the encouragement of the inter-
national development community, low- and middle-income
countries turned greater attention to state supports for
small- and medium-sized firms (SMEs) as a strategy for job
creation and economic growth (Cammett, 2007; Nichter &
Goldmark, 2009; Tendler & Amorim, 1996; World Bank,
2006). The Fox administration’s initiative to this end was
the 2004 adoption of Fondo PyME, administered by the newly
created Sub-Ministry of Small and Medium Firms (Subsecre-
taria para la Pequeria y Mediana Empresa) of the Ministry of
the Economy. This program funds a wide variety of types of
projects that benefit business owners, including infrastructure
investments, consulting services, subsidized loans, and partic-
ipation in conventions. During each year since its creation
through the end of PAN rule in 2012, Fondo PyME has rep-
resented the largest line item in the Ministry of the Economy’s
budget. The program’s budget nearly quadrupled during the
presidency of Felipe Calderdn (2006-12), Fox’s successor—
from 1.8 billion pesos (roughly 140 million USD) in 2006
(Fox’s last year) to 7 billion pesos (roughly 550 million
USD) in 2012 (Calderén’s last year). '®

Each project funded by Fondo PyME must have an “inter-
mediating organization” (1O, organismo intermedio). Typi-
cally, the IO designs a project and submits it to the state
government for approval. If approved, the ministry provides
money to the organization to implement the project. I divide
10s into three categories: government agencies, SBOs, and
other organizations (such as local NGOs, universities, or pri-
vate consulting firms.) I measure my dependent variable—in-
volvement of SBOs in distributive programs—in three ways:
first, by calculating the value of Fondo PyME subsidies in
each state for which these organizations are listed as 1Os;
second, by counting the total number of Fondo PyME pro-
jects mediated by these organizations; and third, by counting
the total number of SBOs that are selected as 10s. '

As shown in Table 3, approximately one-fifth of the projects
(513 out of 2,548) in the sample had SBOs as 1Os, representing

Table 2. Party turnover for mexican governors, though 2012

PRI continuity PRD ascendency

PAN ascendency PAN and PRD

Campeche Chiapas (2000)
Coahuila Dist. Federal (1997)
Colima Guerrero (2005)
Durango Tabasco (2012)
Hidalgo Michoacan (2001)
México Zacatecas (1998)
Quintana Roo

Tamaulipas

Veracruz

Aguascalientes (1998)
Baja California (1989)
Chihuahua (1992)
Guanajuato (1995)
Jalisco (1995)

Nuevo Leon (1997)
Querétaro (1997)

San Luis Potosi (2003)
Sonora (2009)

Yucatdan (2001)

BC Sur (1999)
Morelos (2000)
Nayarit (1999)
Oaxaca (2010)
Puebla (2010)
Sinaloa (2010)
Tlaxcala (1998)

Note: Data current through 2012. Years for the first opposition-party electoral victory are in parentheses and states reclaimed by the PRI are in italics.
Where parties ran in coalition, the state is coded with party that had the highest electoral returns in the most recent election where the parties ran
separately. Source: CIDAC electoral database (http://cidac.org/base-de-datos-electoral/).
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Table 3. Fondo Py ME subsidies by intermediating organization

Type of organization Examples No. projects Total spent
Government State ministry, municipal government 858 5,938.4
Small-Business Organization Chambers, Coparmex 513 598.9
Other Organization NGO, university, consulting firm 1,177 2,148.6
Total 2,548 8,685.8

Note: Figures correspond to total public spending on federalized Fondo PyME projects for the years 2004—11. “Total Spent” column show millions of

Mexican pesos.

about 7% of all federalized Fondo PyME spending (599
million pesos over the eight-year period). Close to one-third
of projects had governmental bodies—either state ministries
or municipal governments—as IOs, bypassing civil society or
private-sector intermediaries. The remaining projects involve
other types of non-governmental organizations as 10s. Of
the projects in this category, 74% were mediated by non-
profit organizations, 21% by universities, and 5% by private
firms. In contrast to SBOs which have a clear programmatic
stance imparted by their national confederations and organize
a clearly delineated social group, it is difficult to ascertain
whether these organizations constitute core or non-core
groups for the different parties. Thus, for the purposes of this
study, mediating benefits through ‘“other” organizations is
similar to government-mediated projects, as it represents a
form of spending that circumvents SBOs.

The analysis in this paper uses data acquired through a
public-information request to the Ministry of the Economy.
In response to the information request, this ministry provided
a dataset that included one case for each project funded by
Fondo PyME from its inception in 2004 through the end of
2011. Data for each project included the name of the IO, the
amount of funding provided, and the type of benefit. I coded
the IO’s into the three categories shown in Table 3 and con-
structed a dataset with variables summarizing allocations to
each type of 10 each year across all 32 Mexican states.

(d) Electoral variables and state-level controls

Data on yearly Fondo PyME spending in each state are
paired with data drawn from governors’ election results in
order to calculate several indicators of electoral competition
in each state.>! The ruling party is the party of the candidate
that won the last governor’s election and the challenger partg
is the party of the second-place finisher in the same election.
The level of electoral competition in the state is calculated as
the margin of victory in the immediately preceding gubernato-
rial election. This is the most appropriate measure given that
my central concern is the degree to which the sitting gover-
nor’s administration perceives a threat of their party being
unseated in an upcoming election.

I also include a variable that depicts how far a given year is
from it’s state’s election year, allowing me to detect if parties
change their distribution strategies in the immediate lead-up
or aftermath of an election. This variable, Election Distance,
is coded as zero if the year falls on an election year, one if
the year is immediately before or after, two if the election is
two years before or after, and so on. We might expect that
electorally motivated distributive spending would be concen-
trated in election years or the years immediately preceding
or following elections, particularly in the context of short-
term linkages with non-core organizations. However, unlike
vote buying, where brokers often must keep track of hundreds
of individual exchange agreements and voters mistrust of

brokers leads them to demand pre-electoral payments, it is
realistic that distributive linkages between parties and organi-
zations would take place over a longer time frame. If a politi-
cian fails to follow through on the promise of benefits, the
organization may denounce the politician in the media. Fur-
thermore, the bureaucratic mechanics of designing a project,
applying to the state economic development ministry, and
gaining approval often takes one or more years.

I add control variables for each state from Mexico’s statisti-
cal bureau (Instituto Nacional de Estadistica y Geografia,
INEG]I), including population, GDP, and the number of firms.
I also include a measure of the percent of firms in each state
that appear in a national database of firms (Sistema de Infor-
macion Empresarial Mexicano, SIEM), a proxy for the cover-
age of business chambers, since these chambers are responsible
for enrolling firms in the SIEM. **

4. ANALYSIS OF FONDO PYME DISTRIBUTION

I now analyze the state-level distribution of small-business
subsidies. At first glance, states governed by the PAN, PRI,
and PRD selected 10’s for Fondo PyME projects similarly
(Figure 1). On average, PRI governments allocated a slightly
lower proportion of budgets to government agencies and
slightly more to ‘“‘other” organizations, but the differences
are slight. States governed by the three parties spent roughly
equal proportions of Fondo PyME budgets on projects that
were mediated through SBOs: between 15% and 18%. **

I now move to multivariate analyses focusing on distributive
decisions by administrations under the two political parties
most prone to form electoral linkages with SBOs: the PAN,
a pro-business right-win% party and the PRI, the once-
dominant centrist party.”> I am interested in understanding
how threat to the governing party’s hold on power affects dis-
tributive decisions. The degree of competition is measured as
the governing party’s margin of victory (Vote Margin) in the
most recent gubernatorial election. Thus, higher values corre-
spond to a lower electoral threat.

I include three sets of models for each party. The first set
uses ordinary least squares with state-level spending on SBOs
as the dependent variable. The second and third sets use Pois-
son models with the number of projects intermediated through
SBOs and the SBOs that were 10s as dependent variables.
These three dependent variables capture distinct elements of
the party-organization linkage. Total spending to these orga-
nizations reflects the degree to which the party provides
resources for these organizations. The number of projects
reflects the frequency of interaction between the party and
business organizations. And the number of organizations
reflects the breadth of the administration’s linkage strategy
with SBOs. *°

Each set of models has multiple versions, progressively
adding control variables and fixed effects. Year fixed effects
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Figure 1. Proportion spent on each type of intermediating organization by party in power. Note: N = 199. Data reflect federalized Fondo Py ME spending
from 2004 to 2011 for all states that participated in the program.

control for variations in federal Fondo PyME outlays over
time. While state fixed effects would be ideal to control
for unobserved heterogeneity across states, they have the
negative consequence of nullifying much of the variation in
the independent variable, as vote margins vary considerably
more across states than over time within a given state. Thus,
in addition to presenting state fixed effects, I present regional
fixed effects, corresponding to electoral circunscripciones, five
multi-state districts designed for proportional representation
in the Chamber of Deputies.’ I repeat all analyses using
random effects, panel-corrected standard errors, and general-
ized estimating equations, alternatives to fixed effects (See
Appendix C for a selection of these models). These specifica-
tions return quite similar coefficient estimates to those shown
in the regression tables below and associations for Vote
Margin remain significant at the 95% confidence level. As is
standard with panel data, all models report robust standard
errors clustered at the state level.

(a) PAN-governed states: allocations to core organizations

I begin by analyzing the allocation of Fondo PyME projects
in states governed by the PAN, for which SBOs are core. My
theory predicts that governors of this party will engage these
organizations less in distributive spending when elections are
closely contested because they have a greater need to build
linkages with non-core groups, but that when they enjoy larger
margins of victory, PAN administrations will reward these
core groups in order to bolster recruitment efforts and consol-
idate their position in the party base.

As shown in Table 4, PAN administrations’ spending on
projects mediated by SBOs is positively associated with Vote
Margin, in line with my prediction. Coefficients and signifi-
cance levels for Vote Margin are quite stable across all models,
with the exception of Model 5, which uses state fixed effects.
There does not appear to be any consistent change in spending
over time relative to election years, as shown in the lack of sig-
nificant findings for Election Distance and Election Year.

While PAN governors under threat deviate money away from
core SBOs, this strategy is reflected in spending over the course
of a governor’s term and not solely at election time.

Table 5 employs the Poisson distribution to analyze two
distinct dependent variables for PAN-governed states: the
number of projects mediated by SBOs (Models 1-3) and the
number of SBOs that mediated projects (Models 4-6). These
models provide similar results; Vote Margin is positively asso-
ciated with both the frequency and the breadth of SBOs’
involvement in Fondo PyME projects. As in Table 4, these
findings are all robust to the inclusion of control variables
and year and region fixed effects.

Taken together these results provide strong evidence in
favor of the core-party logic—the PAN rewards its core SBOs
when it has a stronger hold on power and offers fewer distribu-
tive benefits to these organizations when it faces an electoral
threat. Figure 2 provides a graphical representation of the
relationship between electoral threat and allocations to SBOs
for PAN-governed states, controlling for other variables that
would be expected to influence the outcome. This figure plots
Vote Margin for each state-year against predicted values for
each unit from Model 3 in Table 4 for the amount allocated
to SBOs. Holding these other values at their means, as PAN
governors enjoy higher vote margins, they allocate greater
shares of subsidies to SBOs. For every additional percentage
point in Vote Margin, PAN governors are predicted to allo-
cate roughly 350,000 more pesos (about 25,000 USD) to these
organizations on a yearly basis.

An analysis of the rypes of benefits delivered to SBOs
(Appendix E) suggests that the additional allocations to SBOs
when the PAN is electorally strong are disproportionately
made up of private goods—small-capital subsidies, loans,
and consulting services. These are the types of benefits that
organizations can repurpose as selective benefits to recruit
members, and thus help strengthen these core organizations.
At the same time, we see a negative association between Vote
Margin and spending that is mediated through the govern-
ment, and particularly for public goods—infrastructure,
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Table 4. Correlates of business organization-mediated spending, PAN-governed states

Model 1 Model 2 Model 3 Model 4 Model 5
Vote Margin 41.14™" 41.02°" 42.10™ 49.20% 32.88
(13.04) (11.71) (9.91) (21.53) (29.08)
Election Distance —0.75 —0.85 —0.87 —0.90
(0.51) (0.77) (0.80) (0.57)
Election Year —4.14 —6.10 —5.88 -5.77
(3.36) (5.96) (6.02) (4.80)
GDP (logged) —14.27* —14.00 0.85 —8.74
(8.26) (8.92) (12.09) (27.62)
Population (logged) 26.11" 25.87 16.11 —10.82
(10.61) (11.72) (14.54) (47.13)
Percent Poverty —0.16 —0.17 0.10 —-0.35
(0.16) (0.19) (0.30) (0.82)
No. Firms (logged) —9.99" —10.21* —15.29™"" 31.40
(3.51) (3.89) (3.17) (43.84)
SIEM Rate 5.81 5.98 3.57 —31.85
(4.67) (4.46) (3.06) (50.14)
(Intercept) —0.61 15.07 13.26 —85.79 —3.26
(0.93) (41.12) (46.22) (51.60) (156.41)
Year Fixed Effects No No Yes Yes Yes
Region Fixed Effects No No No Yes No
State Fixed Effects No No No No Yes
R 0.16 0.24 0.33 0.34 0.36
Num. obs. 65 65 65 65 65

p < 0.01, *p < 0.05, *p<0.1.
Note: Spending figures reflect millions of Mexican pesos for ease of display. Robust standard errors clustered at the state level. Sample includes all state-
years for which the governor belonged to the PAN.

Table 5. Number of business mediated projects and breadth of business organizations as 10s, PAN-governed states ( Poisson Models)

Business Org. Projects Number of Business Org’s
Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Vote Margin 461" 6.65"" 6.10™" 1.75* 3.24™ 3.88""
(1.08) (0.81) (1.37) (1.05) (0.80) (0.97)
Election Distance —0.06 —0.07 —0.06 —0.07
(0.04) (0.06) (0.05) (0.06)
Election Year -0.25 —0.34 -0.19 —0.18
(0.35) (0.35) (0.26) (0.35)
GDP (logged) —3.25" —1.74 -3.16" —0.58
(1.10) (1.58) (1.11) (0.62)
Population (logged) 497" 563" 443" 3.67°"
(1.29) (2.07) (1.13) (0.67)
Percent Poverty —0.07** —0.07* —0.07* —0.04™"
(0.03) (0.03) (0.03) (0.01)
No. Firms (logged) —1.68* -3.70"™" —1.51"™" —3.32""
(0.77) (1.00) (0.57) (0.52)
SIEM Rate 0.76 0.24 0.94 0.42
(0.66) (0.50) (0.68) (0.39)
(Intercept) —0.01 12.20 —4.43 -0.17 16.34* -3.90
(0.30) (8.62) (8.03) (0.24) (8.79) (5.03)
Year Fixed Effects No No Yes No No Yes
Region Fixed Effects No No Yes No No Yes
AIC 229.87 215.50 221.80 170.82 172.90 181.87
Num. obs. 65 65 65 65 65 65

"p < 0.01, *p<0.05, *p<0.1.
Note: Spending figures reflect millions of Mexican pesos for ease of display. Robust standard errors clustered at the state level. Sample includes all state-
years for which the governor belonged to the PAN.

events, and research. These findings suggest that electoral ate distributive benefits away from core organizations and
threats to the ruling party incentivize administrations to devi- toward public projects that appeal to the broader electorate.
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Figure 2. Vote margin and small-business organization spending, PAN-governed states. Note: N = 65. Values on the vertical axis represent predicted values
from Model 3 in Table 4. Trend line presents a loess curve with shaded 95% confidence interval.

(b) PRI-governed states: allocations to non-core organizations

I now turn to spending in states governed by the centrist
PRI, for which SBOs are a non-core constituency. In contrast
to the PAN, which engages these organizations more when
vote margins are high, my theory predicts that PRI adminis-
trations will increase allocations to SBOs when facing an elec-
toral threat. Thus, I expect to find negative associations
between Vote Margin and SBO mediation in PRI governed
states.

However, I also explore additional dynamics for the PRI,
given this party’s unique position in Mexico’s party system.
As studies of subnational authoritarianism in Mexico have
shown, in states where the PRI retains a stranglehold on
elected office, distributive spending operates under a
machine-party logic, which likely differs considerably from
the logic of distribution in states where opposition parties pose
a realistic electoral threat to the PRI (Gibson, 2005; Giraudy,
2010). In these models I thus include the squared value of Vote
Margin in order to capture a potential non-linear relationship
(or threshold effect) between Vote Margin and PRI govern-
ments’ incorporation of SBOs. I also include a categorical
variable reflecting the Challenger Party, coded as the party
that finished in second place in the immediately prior guberna-
torial election. This variable allows me to gauge whether the
PRI makes different decisions about the distribution of
small-business subsidies when opposed by the PAN—for
whom business organizations are a core group—or the
PRD—Zfé)r whom business organizations are also a non-core
group.

As shown in Table 6, the associations between Vote Margin
and SBO-mediated spending is positive in most models,
against my main hypothesis, but more consistently I find sig-
nificant negative estimates for the square of Vote Margin. |
find no significant association for Challenger Party, suggesting
that PRI governments base their distributional decisions more
on their degree of electoral threat than the type of party that

poses the threat. These results are robust to the inclusion of
controls and fixed effects at the year and region, but not state
levels. As with the PAN, I find no association for Election Dis-
tance, but do find a significant negative coefficient for Election
Year in some models. Thus, if the PRI is entering into short-
term linkages with SBOs in competitive states, the benefits that
accrue to organizations do not appear to be more likely to be
delivered at election time.

Figure 3 plots Vote Margin against predicted values of PRI
governments’ allocations to SBOs, while holding control vari-
ables at their means. Results support the notion of a non-
linear relationship in PRI administrations’ spending on these
organizations. PRI governments slightly increase allocations
to these organizations with increasing vote margins up to a
threshold of roughly 15 percentage points, above which point
allocations to SBOs decline precipitously. This finding par-
tially supports the hypothesis that PRI-run state governments
allocate a greater share of distributive goods to business orga-
nizations—a non-core group—when they perceive that the
support of these organizations may increase their party’s odds
of retaining the governorship.

Findings for alternative dependent variables for PRI-
governed states are less definitive (Table 7). Poisson models
using the number of projects mediated through SBOs (Models
1-3) do not yield significant results for Vote Margin or Vote
Margin squared. And paradoxically Vote Margin squared
has a significant positive association with the total number
of SBOs that are 10s (Models 4-6), suggesting that as PRI
governments reduce spending for projects mediated by these
organizations, they also spread the limited funds to a wider
array of organizations. Interestingly, facing the PRD as the
main challenger party is negatively associated with both of
these dependent variables. Perhaps PRI governments reach
out to SBOs more frequently and more widely (although not
more generously) when opposed by the PAN, a party that
stands a greater chance to benefit from the electoral support
of these organizations than the left-wing PRD. %°
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Table 6. Correlates of business organization-mediated spending, PRI-governed states

Model 1 Model 2 Model 3 Model 4 Model 5
Vote Margin 33.74* 39.78* 30.54 15.47 —20.51
(18.90) (21.75) (19.13) (9.78) (29.00)
Vote Margin® —146.42* —180.49* —141.84* —95.84** —7.49
(73.06) (92.20) (76.97) (42.08) (102.54)
Challenger Party (PRD) —0.89 —0.06 0.07 0.04 —3.45
(0.81) (0.85) (0.98) (0.88) (2.50)
Election Distance 0.00 -0.03 —0.02 —0.03
(0.16) (0.13) (0.14) (0.15)
Election Year —1.41* —1.31 —1.35* —1.08
(0.76) (0.80) (0.74) (0.88)
GDP (logged) 0.16 0.36 —0.17 —77.01**
(0.77) (0.73) (0.55) (33.64)
Population (logged) 1.91 1.69 530" 165.05
(2.80) (2.69) (1.92) (63.80)
Percent Poverty —0.06 —0.06 —0.07 —1.28"
(0.06) (0.06) (0.05) (0.65)
No. Firms (logged) —1.54 —1.11 —4.96" —104.44""
(2.85) (2.84) (1.95) (36.05)
SIEM Rate —4.17 —5.62" —5.75™" 83.70**
(2.62) (2.75) (1.99) (33.53)
(Intercept) 1.55% -8.93 —15.35 —14.92 296.64**
(0.72) (10.81) (11.01) (9.72) (132.25)
Year Fixed Effects No No Yes Yes Yes
Region Fixed Effects No No No Yes No
State Fixed Effects No No No No Yes
R? 0.05 0.12 0.27 0.35 0.48
Num. obs. 140 140 140 140 140

p <0.01, *p < 0.05 *p<0.1.

Note: Spending figures reflect millions of Mexican pesos for ease of display. Robust standard errors clustered at the state level. Sample includes all state-

years for which the governor belonged to the PRI.

Figure 3. Vote margin and small-business organization spending, PRI-governed states. Note: N = 140. Values on the vertical axis represent predicted values
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from Model 3 in Table 6. Trend line presents a loess curve with shaded 95% confidence interval.
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Table 7. Number of business mediated projects and breadth of business organizations as 10s, PRI-governed states ( Poisson Models)

Business Org. Projects

Number of Business Org’s

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Vote Margin —-3.20 —0.66 —0.77 —8.19 -7.73 —9.65"*
(5.45) (5.89) (3.71) (5.07) (4.90) (4.22)
Vote Margin® 9.69 —1.34 —3.77 32.73% 30.40* 36.11°""
(17.88) (22.40) (13.46) (16.19) (17.56) (13.95)
Challenger Party (PRD) —0.53* —0.39 —0.57* —0.68"* —0.69"* —0.99"""
(0.30) (0.25) (0.25) (0.32) (0.30) (0.38)
Election Distance 0.02 -0.01 0.01 —0.01
(0.05) (0.05) (0.03) (0.04)
Election Year —0.48 —0.61** -0.32 —0.45"
(0.32) (0.30) (0.22) (0.20)
GDP (logged) —0.36* —0.63* —0.19 —0.51*
(0.16) (0.26) (0.14) (0.21)
Population (logged) 2.58"" 3.28"" 1.85% 332"
(0.86) (0.61) (0.73) (1.09)
Percent Poverty —0.03"™" —0.03** —0.01 —0.02*
(0.01) (0.01) (0.01) (0.01)
No. Firms (logged) —2.73" -3.51"" —2.09"" —3.58"""
(1.00) (0.63) (0.80) (1.21)
SIEM Rate —2.00% —2.54* -0.77 -1.06
(0.90) (1.42) (0.90) (1.38)
(Intercept) 1.13™ 2.43 6.77 0.53* 1.20 3.05
(0.32) (1.63) (4.24) (0.30) (1.90) (3.96)
Year Fixed Effects No No Yes No No Yes
Region Fixed Effects No No Yes No No Yes
AIC 729.83 648.56 570.94 386.30 379.70 379.52
Num. obs. 140 140 140 140 140 140

"p < 0.01, *p<0.05, *p<0.1.

Note: Spending figures reflect millions of Mexican pesos for ease of display. Robust standard errors clustered at the state level. Sample includes all state-

years for which the governor belonged to the PRI.

Finally, analysis of the types of benefits that PRI govern-
ments allocate to SBOs and other 10s presents more contrast
with the PAN (Appendix E). PRI governments’ direct alloca-
tions of public goods resembles spending on small-business
mediated projects—reflected in a negative coefficient on Vote
Margin squared for spending on public goods with govern-
ment entities as 10’s. Results from these models provide par-
tial evidence that dominant PRI administrations prefer to
allocate private goods directly to beneficiaries or mediate ben-
efits through non-governmental organizations other than
SBOs, which are potentially PRI allies.

To conclude, analysis of the distribution decisions of both
PAN and PRI state governments supports the argument that
electoral threats modify the incentives of ruling politicians to
incorporate interest organizations in distributive spending.
By holding the constituency constant and varying the party
in power, I was able to compare spending mediated through
SBOs in cases where these organizations constituted a core
constituency for the party in power (PAN-governed states)
and when they constituted a non-core constituency for the
party in power (PRI-governed states). Lower levels of electoral
competition are associated with greater organizational incor-
poration when these organizations belong to the governing
party’s core constituency (i.e., when the PAN is governing).
However when these organizations belong to the ruling party’s
non-core constituency, we see less organization-mediated
spending under noncompetitive conditions.

5. CASE STUDIES

In this section, I conduct a qualitative analysis of four states
to illustrate how PAN and PRI governments use small-
business subsidies to strengthen ties to organized business or
to serve other electoral objectives. I analyze the individual pro-
jects for each of these state governments during the period
from 2004 to 2011 and also present evidence of the often subtle
electoral resources provided by SBOs. The four states rank
among the top ten states in GDP, number of firms, and Fondo
PyME spending over this period. Two are governed by the
PAN (for whom SBOs are a core group) and two by the
PRI (for whom SBOs are non-core) and both pairs reflect vari-
ation in electoral threat to the ruling party. While not uncov-
ering smoking-gun evidence of quid-pro-quo exchange
relationships given SBOs’ formal non-partisanship, these find-
ings show that a dominant PAN administration (Guanajuato)
awards Fondo PyME benefits to core SBOs as part of a long-
term strategy to strengthen and reinforce ties with a key ally.
In contrast, when the PRI favors SBOs, it is with the goal of
forestalling the defection of these organizations to the surging
PAN in an upcoming election (Puebla). Funds are withheld
from SBOs when a PAN government (Jalisco) under threat
instead prioritizes public projects with broad electoral appeal
and when a dominant PRI government (Mexico State)—unin-
terested in making deals with non-affiliated organizations—
shuts them out.
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(a) Guanajuato: PAN stronghold favors core SBOs

Guanajuato is the national stronghold for the PAN, which
wrested control of this state from the PRI in 1995 and won
the two subsequent gubernatorial elections by margins exceed-
ing 20 percentage points. With a firm hold on power, PAN
administrations have been free to allocate distributive benefits
to reward their allies. Fondo PyME spending in this state
demonstrates a strong allegiance between the state govern-
ment and organized business. SBOs were 10’s for 33 of the
159 projects from 2004 to 2011, representing 14% of Fondo
PyME spending in the state. Ties with the PAN government
have been particularly strong in the Guanajuato textile and
leather industries, which played an important role in this
party’s founding in 1939 (Loaeza, 1999; Mizrahi, 2003). From
2004 to 2011, the Guanajuato government funded 29 projects
for which the Chamber of the Footwear Industry of the State
of Guanajuato (Camara de la Industria del Calzado del
Estado de Guanajuato, CICEG) was 1O, totaling approxi-
mately 120 million pesos (about 9 million US dollars). In most
years, CICEG participated in several Fondo PyME projects,
which funded conventions, advertising campaigns, and con-
sulting services for footwear manufacturers.

These benefits were allocated in the context of a firm and
long-standing alliance between the state PAN organization
and CICEG. For example, José Abugaber Andonie, former
president of CICEG is the brother-in-law of the PAN’s 2012
candidate for mayor of Ledn, Guanajuato’s largest city. The
state PAN committee offered Abugoaber a federal congres-
sional candidacy in the same year.”" In the 2015 local elec-
tions, another former president of CICEG ran successfully
for mayor of the municipality of San Francisco del Rincén
with the PAN, declaring upon victory that “as mayor, it would
be difficult not to” devote his efforts to workmg with the
CICEG to strengthening the shoe industry.>' While CICEG
is formally non-partisan, its leaders offer verbal endorsements
and campaign venues for PAN candidates. During the 2015
campaign, Héctor Lopez Santillana, the PAN’s candidate for
mayor of Ledn toured the shoe factory owned by Abugaber
Andonie, who proclaimed his support for Lopez Santillana
in front of his employees and assembled members of the
media. Given these deep-seated ties, it is clear that PAN
administrations did not favor CICEG to forestall a defection
to a rival party, but rather to strengthen this organization’s
position in the business community and to demonstrate the
commitment of the PAN to this symbolically important sector.

(b) Jalisco: PAN under threat excludes core SBOs

Jalisco has historically been another PAN electoral base; as
in Guanajuato, the PAN displaced the PRI in this state in 1995
and won the two subsequent gubernatorial elections. How-
ever, the PAN’s hold on power in Jalisco has not been as
secure as in its neighbor to the east. The PAN candidates’ mar-
gins of victory over the PRI were less than five percentage
points in the 2000 and 2006 elections and the PRI reclaimed
the state in the 2012 election. With a tenuous hold on power,
PAN governors in Jalisco opted to use small-business subsi-
dies on projects that appeal to the broader electorate rather
than as benefits for core SBOs. From 2004 to 2011, SBOs were
10s for only three projects, totaling less than five million pesos
(about 400,000 US dollars)—Iless than 1% of total Fondo
PyME spending in the state. Instead, 153 of the 157 total
Fondo PyME projects in Jalisco had government agencies
as intermediating organizations. 329 million pesos (68% of
all spending in Jalisco) was concentrated into five large

infrastructure projects, including an industrial park, a research
institute, and a small-business incubator, highly visible pro-
jects designed to reach a large number of business owners.
In an interview, the director of the state government agency
that managed Fondo PyME projects under the most recent
PAN administration in Jalisco explained these spending
choices by saying that such large-scale public works have
longer lasting impacts on the state economy than funds allo-
cated to SBOs for small capital subsidies, training, or conven-
tions.

The Jalisco PAN was able to disfavor SBOs in this way
because it counted on their long-term support due to strong
programmatic affinity and social ties. Business organizations
played a role in the PAN’s unseating of the PRI in 1995 by
publicly denouncing PRI governors for corruption and mis-
handling of the state’s security situation. The first PAN gover-
nor of Jalisco, Alberto Cardenas named to his cabinet five
former presidents of peak-level business organizations
(Arellano Rios, 2009, p. 54). The two PAN governors succeed-
ing Cardenas followed suit, each naming several former cham-
ber presidents to cabinet posts. Leaders of commercial and
industrial chambers and the state affiliate of Coparmex engage
in regular communication, both formal and informal, with the
governor and cabinet ministers. An interviewed staffer at the
Guadalajara Chamber of Commerce of Guadalajara (Jalisco’s
capital city) explained the utility of this informal contact that
generates from the friendly ties between business leaders and
politicians: “When we want to invite a politician or minister
to an event, we go through the whole protocol—sending let-
ters, making phone calls. If we’re unsuccessful, we ask the
president of (the chamber) to call him. He calls him on his cell
phone and he always blames his secretary—‘I never got the
message. I always attend these events’—and he comes.” >*

(¢) Mexico State: PRI subnational dominance excludes
non-core SBOs

Mexico State is a notable case of PRI dominance—it is one
of the nine states where the PRI has never lost a gubernatorial
election, and this party has won the last two gubernatorial
elections (2005 and 2011) by margins greater than twenty per-
centage points. This secure hold on power has permitted PRI
governors to avoid interaction with organizations that fall out-
side their core organizational base. As a result, SBOs have
been shut out of Fondo PyME benefits. From 2004 to 2011,
the Mexico State government allocated only six projects to
SBOs, totaling 6.3 million pesos (about 500,000 US dollars),
approximately 0.5% of all Fondo PyME spending. Ninety-
one percent of Fondo PyME spending in Mexico State, over
one billion pesos (about 80 million US dollars), was granted
to Ford Motor Com]%any as an inducement to situate a factory
in the state in 2006.>> Of the 63 remaining projects, 30 were
mediated by government agencies, most commonly the Mexico
State Institute for the Entreprencur (Instituto Mexiquense del
Emprendedor, IME). The most prominent of these projects
were the construction of a technology park and several
projects funding consultancy services for small businesses.

In contrast to Jalisco, Mexico State’s neglect of SBOs with
subsidies is reflective of a broader exclusion of these organiza-
tions. SBOs have very little contact with the Mexico State gov-
ernment and are relatively unengaged in electoral politics. Out
of necessity, SBOs maintain a friendly relationship with the
state government, but report more frequent contact with the
state delegation of the federal Ministry of the Economy and
local governments. °’ Interviewed representatives of commer-
cial and industrial chambers in Mexico State have complained
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that they are excluded from state business subsidies which are
instead allocated to the IME or to opaque private consulting
firms. A bureaucrat at the IME professed that he preferred
to work directly with the business owners that are beneficiaries
rather than mediate benefits through chambers which offer lit-
tle accountability in how they spend funds. *® The part1c1pa-
tion of Mexico State SBOs in state electoral campaigns is
rare. An exception is Coparmex, which organizes campaigns
to promote “‘el voto consciente” (the conscious vote), urging
citizens to consider the candidates and their platforms rather
than voting on the basis of party loyalty.>® In a state where
the PRI dominates elections, such a campaign can be seen as
a measure to encourage voters to consider opposition parties.

(d) Puebla: PRI under threat reaches out to non-core SBOs

Finally, in Puebla the PRI faced an electoral threat from the
PAN during this period. The former dominant party governed
this state without interruption until 2010, when it was finally
defeated by the PAN. While the PRI enjoyed a 14 percentage
point margin of victory in the 2004 gubernatorial race, this
party was losing ground in the capital city, which concentrates
30% of the state population and half of its GDP, “° and where
the PAN won mayoral elections in 1996 and 2002. The PRI
government in Puebla, facing a significant electoral threat
from the pro-business PAN, involved SBOs frequently in
Fondo PyME projects. These organizations were 10 for 22
projects over the eight-year period, totaling 50 million pesos
(about four million dollars), 23% of total spending in this
state. The most common recipients were the Puebla affiliates
of Concanaco, Canacintra, and Coparmex, each receiving
between 12 and 23 million pesos. The largest of these projects
was the construction of a meat-processing plant, intermedi-
ated by Canacintra, which received 8 million pesos of Fondo
PyME funding. During 200811 the Puebla Chamber of Com-
merce received yearly projects ranging from 2.4 to 4.9 million
pesos to fund a promotional and networking event for small
businesses, Puebla Region PyME Week (Semana Regional
PyME Puebla). This chamber also was IO for three projects
in 2008, totaling over three million pesos, to lead projects link-
ing local firms to automobile factories in the state.

Unlike the PRI administrations in Mexico State, the govern-
ment of Mario Marin Torres (2005-2010) perceived that the
PRI was at risk of losing the 2010 gubernatorial election
and thus perhaps reached out to SBOs as an attempt to stave
off their defection to the PAN. However, these benefits were
insufficient to gain the electoral backing of SBOs, perhaps
because of a scandal regardmg the involvement of Marin
Torres in a pedophilia ring. Followmg the break of this
scandal, business leaders threatened a “paro comercial” (busi-
ness strlke) and the Business Coordmatmg Council called for
the governor’s prosecution.*” Thus it is unsurprising that
Coparmex-Puebla helped organize an election monitoring ini-
tiative in the 2010 election that unseated the PRI for the first
time in the state.

These case studies have laid out two cases where state gov-
ernments regularly integrated SBOs in Fondo PyME spend-
ing: Guanajuato, where the PAN was dominant and Puebla,
where the PRI governed under threat. Notably, benefits in
Guanajuato were concentrated in a single key ally: the Foot-
wear Chamber; the PAN’s dominance allowed it to reward
its closest ally rather than spreading benefits efficiently in
order to maximize electoral returns. The Puebla government
collaborated with a broad swath of SBOs on a yearly basis,
in an apparently failed attempt to retain an organizational
base for the party in the small-business community. On the

other hand, SBOs were largely shut out of Fondo PyME
spending in the other two cases: Jalisco, where the PAN
governed under threat and Mexico State, where the PRI was
electorally dominant. We also saw different spending priorities
in these two cases. The Jalisco government prioritized visible
infrastructure projects that generated ongoing benefits for
small-business owners in the state, but reached outside its tra-
ditional support base of SBOs, whose programmatic ties with
the party were quite secure. In contrast, the bulk of funds
spent in Mexico State went to Ford Motors as an inducement
to build a factory in this state.

6. CONCLUSION

This paper explored the factors that lead politicians to
incorporate interest organizations in distributive spending. It
has gone long acknowledged that political parties often
depend on collective social actors, such as labor unions, peas-
ant associations, and business groups for electoral resources.
These types of organizations contribute both to parties’
short-term goals—mobilizing voters, distributing patronage
benefits, organizing rallies—and long-term goals—recruiting
and socializing societal groups to support the party, grooming
candidates for elected office and ministry posts, participating
in policy design and implementation. Forming linkages with
these organizations based on the exchange of distributive ben-
efits for electoral support may be a particularly efficient way
for ruling politicians to achieve their electoral objectives.
However, the literature on distributive politics has largely
ignored these groups, focusing instead on allocations of dis-
tributive benefits to individual voters.

I outlined a theory, arguing that two factors shape the pref-
erences of governing parties for incorporating interest organi-
zations in distributive spending: the relationship of the
organization to the party’s electoral base (core versus non-
core constituency), and the degree of electoral threat faced
by the governing party. I tested this theory using an innovative
subnational comparison, exploiting both cross-state and over-
time variation in the party in power and the level of electoral
competition to gauge how these factors influenced the distri-
bution of a small-business subsidy program in Mexico. This
analysis supported the argument that governing parties incor-
porate core interest organizations in distributive programs
when they enjoy a significant electoral advantage, and incor-
porate non-core organizations when elections are closely con-
tested. Thus, as the right-wing PAN’s hold on power becomes
more secure, it tends to include SBOs, which belong to its core
constituency, in projects designed to benefit this sector. Con-
versely, when the centrist PRI establishes electoral dominance,
it channels fewer rewards to these organizations, instead allo-
cating those rewards directly to business owners or to other
non-state actors that may be party allies.

This finding has important implications for interest repre-
sentation in Mexico and beyond, suggesting that electoral
competition increases the incentives of ruling politicians to
reach across ideological divides to interest organizations that
fall outside the ruling party’s natural base. This finding is a
contribution to a literature that has stressed the importance
of civil society engagement in development policy (Evans,
1996; Ostrom, 1996; Tendler, 1993). Surprisingly, case study
evidence suggests that the context most conducive to produc-
tive involvement of interest organizations in development pro-
grams may be when the party governing is not an ally of these
groups, but rather a non-natural ally facing an electoral threat.
Under such a situation, the ruling party has an incentive to
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incorporate organizations in this non-core sector in policy,
therein building relationships with these groups whose support
may be pivotal in an upcoming election. In contrast, when the
ruling party is a natural ally, it is prone to offer special privi-
leges to the organization or it may take the organization’s sup-
port for granted, instead reaching out to non-core groups.
And when a non-ally governs without electoral threat, it is
prone to neglect the organization entirely.

Future research could build on my approach by expanding
to different sectors or different country cases. First, staying
in Mexico, we might ask whether a similar logic underlies
the distribution of programs that are designed to benefit
constituencies that belong to the left-wing PRD’s core
constituency, such as urban popular associations or peasant
cooperatives. If my theory travels, we would expect PRD gov-
ernors to reward these organizations when its hold on power is
strong, but for PRI governors to reward non-core interest
organizations in these sectors when it faces an electoral threat.
At the core of this question is whether distributive benefits are
similarly effective at building electoral linkages with these
popular-class groups as with middle-class SBOs. My expecta-
tion is that such distributive linkages would be more easily
formed in these other cases, and that the types of business
organizations that I have analyzed here constitute a particu-
larly difficult case, given that they are publicly non-partisan
and have largely middle-class memberships whose political
participation is less swayed by government handouts than
the lower classes’.

Qualitative evidence from peasant organizations in states
where the PRI governs under threat adds credence to this
expectation. ** In the allocation of discretionary rural develop-
ment funds, the PRI is notorious for favoring the party-
embedded National Peasant Confederation (Confederacion
Nacional Campesina, CNC), a core organization. This out-
come appears to prevail in states where the PRI dominates
electoral politics, such as Mexico State. However, in states
where the PRI governs under threat from the left-wing
PRD, such as Michoacan, PRI administrations have strived
to co-opt dissident peasant organizations that lack organic ties
to this party through distributive offers. Conversely, where the
PRD governs under threat, this party may find it more difficult
than the PAN does to pursue a non-core distributive strategy

because its core organizations—these same dissident groups—
operate through a largely clientelistic logic. Where the PAN in
Jalisco was able to retain the backing of SBOs as it deviated
distributive benefits to projects with a broader appeal, these
peasant organizations may be more prone to abandon their
linkages with the PRD if distributive benefits subside.

Second, we should explore how this theory travels to other
countries. In Mexico, a formerly dominant centrist party that
once held corporatist ties with a wide swath of societal actors,
competes with two stable parties on opposite sides of the ide-
ological spectrum (PAN and PRD). The PRI’s history of cor-
poratism has institutionalized the practice of party
incorporation of civil society actors. Thus, we may explore
how interest organizations engage in distributive spending in
counties such as Chile or Peru, with a much narrower history
of corporatism. Future research should also explore how party
ties to interest organizations differ in two-party systems where
no “centrist” party is present (e.g., the United States), or
where party-system fragmentation or volatility prevents orga-
nizations from entering into long-term linkages with parties
(e.g., Peru or Colombia). I would expect fragmented or vola-
tile party systems to undermine the formation of long-term
organizational linkages, thus obligating parties to invest to a
greater extent in the formation of linkages with core organiza-
tions in each electoral cycle.

Another necessary follow-up to this project is an inquiry
into the organizational logic of distributive electoral linkages.
While I have argued here that politicians’ preferences for allo-
cating benefits to core- and non-core organizations is influ-
enced by the degree of electoral threat faced by their parties,
we should explore the factors that influence the preferences
of organizations to enter into these linkages. For instance,
under what conditions are organizations willing to abandon
parties that are their natural allies in order to join up with rul-
ing parties that offer access to distributive benefits? While the
theory outlined here suggests that parties facing a significant
electoral threat have a greater incentive to incorporate non-
core groups, the logic from the perspective of the organization
may be the opposite—supporting a non-natural ally party
increases in attractiveness as that party establishes electoral
dominance, given that the natural ally for the group is unlikely
to win an upcoming election.

NOTES

1. The acronym “PyME” refers to ‘““small- and medium-sized businesses”
(“pequenias y medianas empresas”).

2. I use the term “governors” as a synonym for state governments.

3. There is no reelection in Mexico, and thus no incumbent governor
experiences a personal electoral threat. However, this prohibition on
reelection may actually increase incumbents’ incentives to strengthen their
party locally, as their successors and other party leaders have influence
over their future political careers (Langston, 2010).

4. While studies of clientelism in Mexico have typically identified the PRI
as the most frequent transgressor (Cornelius, 2004; Larreguy, Marshall, &
Querubin, 2016; Magaloni, 2006; Nichter & Palmer-Rubin, 2015), these
findings suggest that the discretionary allocation of distributive programs
to serve electoral goals extends to the relatively programmatic PAN.

5. I borrow the terms “‘core constituency” and “‘non-core constituency”
from Gibson, 1996, who defines the former as the segment of society that

provides ideological and financial resources to the party and is central in
creating its identity (see also Luna, 2010).

6. These codings can plausibly take on different values in different
subnational units, as the party and organization vary in their policy
preferences and organizational bases. However, by studying organizations
belonging to national business confederations and a party (the PAN) with
clear national ties to these confederations, I remove this possibility.

7. In practice, party-organization linkages that feature distributive
allocations to the organization are not necessarily clientelistic, as the
receipt of benefits may not be strictly “contingent on an individual’s (or
organization’s) political support” (Stokes ez al., 2013, p. 7). The allocation
may be programmatic in that it conforms to formal program goals or
resemble pork-barrel politics, where the politician delivers non-conditional
benefits as a ploy to gain the organizations’ electoral backing.

8. Unlike vote buying, these benefits are not necessarily delivered during
the campaign period or immediately following the election, as the process
of allocating distributive programs moves more slowly than buying votes.
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9. The literature on machine politics in Argentina has emphasized the
importance of base-level networks for resolving the commitment problem
inherent to patronage relationships with non-partisans. See in particular
Auyero (2001), Calvo and Murillo (2013), and Zarazaga (2014).

10. See Snyder (2001) for a discussion of the subnational comparative
method under the framework of qualitative case studies.

11. Mexico’s federal system is made up of 31 states plus the Federal
District (Mexico City). For concision, I refer to all of these as states.

12. In a national survey conducted with state-level affiliates of
Concanaco and Canacintra, the two largest business confederations in
Mexico, the mean proportion of these organizations’ members that belong
to the micro or small classifications was 75%, with a median of 80%
(N = 74, Author’s Survey, 2012). The Mexican statistical bureau defines
micro-enterprises as those with ten or fewer employees and small firms as
those with 11-50 employees in the industrial and service sectors and 11-30
employees in the commercial sector. See: http://www.inegi.org.mx/
est/contenidos/espanol/proyectos/censos/ce2009/pdf/Mono_Micro_pe-
que_mediana.pdf. While a predominance of micro and small firms is the
norm for business chambers, organizations do exist that predominantly
represent large-business interests, most notably the Mexican Council of
Businessmen (Consejo Mexicano de Hombres de Negocios, CMHN),
comparable to the Business Roundtable in the United States. Such
organizations are ineligible for small-business subsidies and thus fall
outside the scope of the present analysis.

13. Since its founding, Coparmex has opposed PRI rule. The Coparmex
website lists among its most important achievements the PRI’s loss of its
congressional majority in 1997, stating that then “Coparmex began to
have closer ties to the political class and greater influence in national
affairs.” See: http://www.coparmex.org.mx/index.php?option=com_con-
tent&view=article&id=49&Itemid=209.

14. Reforms to the Law of Chambers in 1936 and 1941 established
mandatory membership requirements and required that business organi-
zations be non-partisan (Luna, 1995, pp. 78-79; Schneider, 2004,
pp. 60-66).

15. (Shadlen, 2004, pp. 99-100) describes the position of the Salinas
administration (1988-94) thusly: ““Economic modernization’ and the
broader program of integration implied by NAFTA meant that the
owners and managers of Mexico’s largest firms came to be regarded in an
almost heroic light, as the crusaders leading Mexico’s insertion into the
‘First World.””

16. Fernando Canales Clariond (2003-05) was a former vice-president of
Concanaco and Sergio Garcia de Alba (2005-06) a former vice-president
of Concamin, a confederation of industrial chambers. Further, the PAN
nominated more business organization leaders to congressional posts
during Fox’s administration than the other parties combined, reaching its
peak in the 2006 Chamber of Deputies where 27 out of 206 PAN deputies
(13%) belonged to business associations, compared to six for the PRI and
one for the PRD (Wuhs, 2010, pp. 118-119).

17. Interviews, José Angel Zaizar Prado, Vice President of Delegations of
Canacintra and Luis del Valle Lopez, member of the Executive Committee
of Coparmex-Jalisco.

18. Approximately 65% of Fondo PyME’s total budget is administered
directly by the federal government. However, this project focuses on the
remaining 35%, which is administered by state governments and totaled
8.7 billion pesos (about 700 million US dollars) over the period from 2004

to 2011. There has been no consistent formula determining the allocation
of Fondo PyME funds across states. See Appendix B for an analysis of
this first-stage distribution.

19. T also conducted analyses looking at the types of benefits (either
public or private goods) allocated to SBOs, government ministries, and
other organizations. This analysis is presented in Appendix E.

20. Information request file number: 0001000127411. Response received
October 11, 2011. Appeal (recurso de revision) file number: 5531/11.
Responses received November 28, 2011 and December 8, 2011.

21. Electoral data were taken from the CIDAC electoral database
(http://cidac.org/base-de-datos-electoral/).

22. The values for ruling party and challenger party are coded beginning
with the year following the election when the new governor has taken
office. Where parties ran in coalition, variables are coded with the party
that had the highest electoral returns in the most recent election where the
parties ran separately.

23. Summary statistics for the relevant spending variables, electoral traits
of states, and socio-demographic controls can be found in Appendix A.

24. Total spending on SBO-mediated projects demonstrates some differ-
entiation, in line with what we would expect given the relationships of
these three parties to these groups. PAN-governed states spent a yearly
average of 4.3 million pesos (SD = 11.7 million) on SBO-mediated
projects, followed by the PRI (mean = 2.9 million pesos, SD = 4.4
million) and the PRD (1.6 million pesos, SD = 4.0 million). As discussed
in Appendix B, these differences are largely attributable to biases in
allocation of Fondo PyME funds to states: PAN-governed states spent a
yearly average of 62 million pesos on all projects, compared with 41
million pesos for PRI-governed states and 27 million pesos for PRD-
governed states. This partisan bias does not represent a significant threat
to inference because the main findings are based on within-party rather
than across-party comparisons. Nonetheless, the multivariate findings to
follow are robust to the inclusion of total allocations of funds to each state
as a control variable.

25. 1 conduct the same analyses for the PRD in Appendix D. As SBOs
are non-core for the PRD, and even further programmatically and
organizationally from this party than from the PRI, the expectation is that
small business organization spending will be negatively associated with
vote margins.

26. Unit root tests were conducted for each of these dependent variables,
including the Dickey-Fuller Test, Augmented Dickey-Fuller Test, and
Phillips-Perron Test. All of these tests rejected the null of non-stationary
data with p-values of less than .01.

27. These can be seen at: http://www2.ine.mx/documentos/DERFE/
Cartografia/Circunscripciones_Electorales.html.

28. Neither of these analyses were possible for PAN-governed states,
given that it is extremely rare that the PAN enjoys subnational dominance
(vote margins only exceed 13 percentage points for nine state-years in the
PAN dataset) or that the PAN faces a party other than the PRI as its main
challenger party (a party other than the PRI classifies as the challenger
party for only five state-years in the PAN dataset).

29. Analyses for PRD-governed states are presented in Appendix D.
While results for spending are inconclusive, analyses with the number of
projects and breadth of business organizations are somewhat suggestive of
a non-core logic, as PRD governments engage less frequently and less
broadly with these organizations at higher vote margins.
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30. “En los zapatos del liderazgo,” El Economista, April 25, 2012.

31. “Confirman candidatura, va Ysmael por el PAN,” am, December 12,
2014; “Festaja triumfo Lopez Garcia,” Periodico Correo, June 8, 2015.

32. “Jalisco va por el centro de inovacidn, diseio y desarrollo
industrial,” El Informador, March 14, 2012; “Jalisco es innovator,” El
Empresario.mx, August 15, 2011; “Destacan apoyos en economia,”
Reforma, November 27, 2012.

33. Interview, Jorge Urdapilleta Nunez, Director of the State Economic
Support Council (Consejo Estatal de Promociéon Econémica), October 28,
2011.

34. Interview, Jorge Barrén, Coordinator of Political Issues, Guadala-
jara Chamber of Commerce, June 21, 2013.

35. “Secretaria de Economia entrega recursos publicos a transna-
cionales,” Fortuna, September 15, 2008. Obviously, Ford does not classify
as a small business. Fondo PyME includes a category of projects for
“tractor” businesses—large firms whose activities are expected to generate
economic activity for smaller firms that provide complementary services.
Oddly, however, the administrators of this project did not classify it under
the tractor category, but rather as a benefit for micro-enterprises.

36. “Inauguran ‘Tecnopolo Esmeralda Bicentenario’,” Heraldo Estado
de México, January 24, 2013.

37. Interviews, Maria de los Angeles Casimiro, General Manager,
Canaco-Tlalnepantla, April 24, 2012; Guadalupe Romero, General
Manager, Canacintra-Toluca, April 16, 2012.

38. Interview, Ricardo Mayer Téllez, Chief of Consulting and Training,
Mexico State Institute for the Entrepreneur, April 26, 2012.

39. Interview, Claudia Serrano Garcia, Director, Coparmex-Toluca,
April 26, 2012.

40. Source: Sistema Nacional de Informaciéon Municipal. http://www.
snim.rami.gob.mx/.

41. “Marin sale del gobierno de Puebla con sus cuentas sujetas a
revision,” CNN México, February 1, 2011.

42. “Cupulas empresariales escatiman respaldo a industriales poblanos,”
La Jornada, March 15, 2006.

43. See Palmer-Rubin (2015).
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APPENDIX A. SUMMARY STATISTICS

Mean SD Minimum Maximum
Fondo PyME Spending 33,929 403,536 0 3,209,471
Org-Mediated Spending 2,339 6,384 0 81,580
Margin of Victory 0.11 0.09 0.01 0.41
PRI Vote Share 0.43 0.09 0.22 0.62
PAN Vote Share 0.32 0.16 0.01 0.62
PRD Vote Share 0.20 0.17 0.01 0.55
GDP (thousands) 432,617 440,053 72,114 2,291,440
Population (thousands) 3,226 2,754 512 14,007
Number of Firms 111,000 96,478 20,190 446,200
SIEM Percentage 22.3% 18.4% 1.6% 93.0%

Note: N = 256. Spending variables and GDP expressed in thousands of Mexican pesos. PAN and PRD vote share figures exclude cases where PAN and

PRD ran in coalition.

APPENDIX B. DISTRIBUTION OF FONDO PYME FUNDS TO THE STATES

There has been no consistent formula determining the allocation of Fondo PyME funds across states. Interviewed personnel at
Mexico’s Ministry of the Economy say that they base this distribution on demand: state government personnel that ask for more
funds and demonstrate demand in their states receive a higher share of funding. On the other hand, state economic development
ministry personnel interviewed report lively negotiations in the Chamber of Deputies (Mexico’s lower house of congress), in the
establishment of yearly Convenios de Coordinacién, which define the federal contribution to Fondo PyME for each state. It is
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plausible that the federal government’s distributive logic for Fondo PyME is influenced by partisan concerns, as these funds are
highly valuable to governors to strengthen their parties’ relationships with business communities. And in fact, states governed by
the PAN, the party that held the presidency during this period, appeared to receive a disproportionate share of funds on a per-
capita basis. PAN-governed states received two to three times the amount of funding during the period in question than other
states—about 18 pesos in funding per inhabitant, compared with nine pesos per inhabitant in PRI-governed states and six pesos
per inhabitant in PRD-governed states.

This bias is partly explained by the fact that states governed by the PAN tend to have more businesses. On a per-firm basis,
PAN-governed states received an average of 533 pesos, compared with 357 for PRI-governed states and 257 for PRD governed
states. Multivariate analysis presented here that control for GDP, population, the number of firms, and other socio-economic
factors do not show a significant relationship between ruling party and federal transfers to the states, although the signs for
PRI and PRD rule are consistently negative. Funding increases significantly in federal election years, but state elections appear
not to affect spending levels, suggesting that this first-stage distribution is driven more by national political factors than an interest
in helping PAN candidates for subnational office.

Distribution of Fondo PyME funds to the states

Total Spending (millions) Spending by Firm
Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Ruling Party (PRD) —29.18* —28.72 —28.50 —276.29 —304.79 —299.55
(17.59) (18.62) (19.48) (206.73) (221.00) (234.28)
Ruling Party (PRI) —21.52 —-7.07 —4.87 —176.34 —184.00 —143.54
(18.17) (31.17) (30.94) (194.12) (186.96) (202.26)
Challenger Party (PRD) -5.09 -5.01 —109.54 —106.17
(9.49) (9.29) (105.08) (103.02)
Challenger Party (PRI) 12.86 15.76 —7.78 49.53
(21.28) (20.08) (103.34) (114.33)
Election Year —12.31 —13.38 —102.24 —132.41
(9.55) 9.27) (103.79) (85.75)
Federal Election Year 28.03* 25.40 261.07** 331.00
(14.68) (6.25) (119.68) (107.93)
GDP (logged) 1.68 2.01 124.30™ 128.96"
(5.81) (5.88) (50.24) (53.63)
Population (logged) 13.99 12.69 —237.42 —237.69
(34.74) (35.15) (52.28) (55.24)
Percent Poverty 0.05 0.04 5.18 4.97
(0.43) (0.44) (3.89) (4.01)
No. of Firms (logged) 7.71 8.98
(37.65) (37.95)
SIEM Rate 5.75 5.33 —12.18 —22.29
(20.27) (20.99) (149.82) (158.11)
(Intercept) 51.42" —294.51* —323.72* 533.18"" 1344.83 925.78
(17.00) (126.75) (128.24) (192.69) (891.52) (912.01)
R? 0.02 0.09 0.16 0.01 0.06 0.14
Num. obs. 256 256 256 256 256 256

*p <0.01, *p <0.05 *p<0.1
Note: Spending figures reflect millions of Mexican pesos for ease of display.

APPENDIX C. SENSITIVITY ANALYSIS USING ALTERNATIVES TO FIXED EFFECTS

While the use of state-level fixed effects is not optimal given that cross-sectional variations in vote margin drive results, there are
still concerns that findings may be misleading due to unobserved heterogeneity across states. In order to probe for this threat to
inference, I here re-run Model 2 from Tables 4 and 6 using three alternatives to fixed effects: random effects (RE), OLS with panel-
corrected standard errors (PCSE), and generalized estimating equations (GEE). As shown, coefficients and degrees of significance
are quite stable across these different specifications.
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Sensitivity analysis using alternatives to fixed effects

PAN-Governed States

PRI-Governed States

RE PCSE GEE RE PCSE GEE

Vote Margin 41.03"" 45.22% 41.03"" 32.95* 39.44" 39.80"
(12.94) (22.21) (10.41) (20.92) (15.36) (20.37)

Vote Margin® —164.26™ —181.51"" —180.32*

(77.35) (55.22) (86.33)

Challenger Party (PRD) —0.23 0.05 —0.06
(1.19) (0.78) (0.80)

Election Distance —0.73" —0.73* —0.73 0.00 —0.00 0.00
(0.48) (0.41) (0.45) (0.13) (0.14) (0.15)
State Election Year —4.15 —3.83 —4.15 —1.417 —1.30 —1.44*
(3.89) (3.53) (3.00) (0.90) (0.81) (0.72)

GDP (logged) —13.45 —23.68 —13.45™ 0.02 0.24 0.17
(14.06) (8.52) (6.86) (0.98) (0.54) (0.73)

Population (logged) 25.60 38.89™ 25.60 2.34 2.03 1.88
(19.82) (15.01) (9.06) (3.72) (1.88) (2.63)

Percent Poverty —0.13 —0.30" —0.13 —0.05 —0.07** —0.06
(0.31) (0.18) (0.13) (0.05) (0.03) (0.06)

No. Firms (logged) —10.14 —13.25* —10.14 —1.89 —1.67 —1.48
(9.21) (6.67) (3.12) (3.66) (2.00) (2.69)
SIEM Rate 5.43 10.83* 5.43 -2.97 —6.96" —4.20"
(8.39) (4.65) (3.94) (3.08) (3.02) (2.47)

(Intercept) 7.49 51.69 7.49 —8.79 -9.74 —9.26
(74.93) (38.77) (32.66) (14.13) (14.27) (10.46)

Num. obs. 65 65 65 140 140 140

*p < 0.01, *p < 0.05, *p<0.l.
Note: Spending figures reflect millions of Mexican pesos for ease of display. Samples includes all state-years for which the governor belonged to the PAN
(Models 1-3) and PRI (Models 4-6).

APPENDIX D. ANALYSIS OF FONDO PYME ALLOCATIONS IN PRD-GOVERNED STATES

Here I present analyses of Fondo PyME allocations for states governed by the left-wing PRD. As SBOs are non-core for the
PRD, and even further programmatically and organizationally from this party than from the PRI, the expectation is that SBO
spending will be negatively associated with vote margins. While results for spending are inconclusive, analyses with the number of
projects and breadth of business organizations are somewhat suggestive of a non-core logic, as PRD governments engage less
frequently and less broadly with these organizations at higher vote margins.

Correlates of business organization-mediated spending, PRD-governed states

Model 1 Model 2 Model 3 Model 4 Model 5
Vote Margin -1.99 —2.87 1.51 -3.19 -3.19
(4.40) (6.18) (3.93) (5'2*7)* (15.26)
Election Distance -0.03 0.37"* .36 0.36
(0.10) (0.16) (0.10) (0.24)
Election Year —0.80 —1.30 —1.42 —1.42
(1.45) (1.12) (1.21)** (1.41)
GDP (logged) 4.14 1.14 —6.69 —662.73
(4.89) (4.65) (1.28) (821.90)
Population (logged) —10.74 —2.61 2.71 —102.68
(13.63) (12.50) (4.50)** (195.97)
Percent Poverty 0.19 0.08 —-0.22 10.97
(0.16) (0.16) (0.05) (14.08)
No. Firms (logged) 6.04 1.21 5.02 574.41
(7.86) (7.07) (3.05) (770.30)
SIEM Rate 4.96 5.24 2.86 1146.92
s (5.14) (6.73) (1.71*2* (1424.18)
(Intercept) 1.54 -0.46 —4.28 40.16 6700.79
(0.44) (22.25) (27.08) (8.99) (8591.92)
Year Fixed Effects No No Yes Yes Yes
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Region Fixed Effects
State Fixed Effects

R2
Num. obs.

No
No

0.00
48

WORLD DEVELOPMENT

No
No

0.06
48

No
No

0.44
48

Yes
No

0.52
48

No
Yes

0.52
48

**p < 0.01, *p < 0.05, *p < 0.1.

Note: Spending figures reflect millions of Mexican pesos for ease of display. Robust standard errors clustered at the state level. Sample includes all state-

years for which the governor belonged to the PRD.

Number of business mediated projects and breadth of business organizations as I0s, PRD-governed states (Poisson Models)

Business Org. Projects

Number of Business Org’s

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Vote Margin —6.78"" —4.02 —11.02* —0.90 —3.86" —8.40"
(2.33) (3.71) (5.48) (2.76) (2.16) (3.51)
Election Distance —0.12 —0.02 0.03 0.12
(0.08) (0.18) (0.05) (0.15)
Election Year —0.14 0.06 0.07 0.21
(1.30) (1.12) (0.67) (0.57) .
GDP (logged) —2.73 —33.28 0.48 —31.69
(2.69) (2.50) (2.75) (2.74),
Population (logged) 7.08 69.30 —1.01 67.10
(8.44) (8.26 (8.27) (7.18
Percent Poverty —0.10 —1.23"" 0.00 —1.19""
(0.08) (0.09) . (0.10) (0.10)
No. Firms (logged) —3.81 —25.06 0.66 —24.37
(4.99) (5.33), (5.00) (4.14)
SIEM Rate —-0.24 37.54 1.78 41.05
- (3.71) (5.52) (3.77) (4.35) .
(Intercept) 0.83 —1.43 —39.80* —0.46 —2.90 —51.52
(0.22) (15.62) (23.21) (0.35) (17.67) (13.60)
AIC 204.81 194.21 137.95 98.42 108.78 104.98
Num. obs. 48 48 48 48 48 48

=5 < 0.01, *p < 0.05, *p < 0.1.

Note: Spending figures reflect millions of Mexican pesos for ease of display.
years for which the governor belonged to the PRD.

APPENDIX E. ANALYSIS OF DIFFERENT TYPES OF GOODS AND IOS

Robust standard errors clustered at the state level. Sample includes all state-

In the analyses below, I employ six separate dependent variables, which are calculated for each state-year as the sum of funds
allocated to each of the three types of intermediating organizations (SBOs, government agencies, and other organizations) for
projects that generate public goods or private goods. Projects that generate public goods are those that fund infrastructures
investment (e.g., an industrial park or business incubator), research activities, or events such as conventions. Projects that
generate private goods are those that fund particularistic benefits for business owners, such as small-capital subsidies, loans,
or consulting services. Findings for these dependent variables are discussed in Section 4.

Analysis of different types of goods and IOs, PAN-governed states

SBO-Pub SBO-Priv Gov-Pub Gov-Priv Other-Pub Other-Priv
Vote Margin 5.68 43.52* —53.96** —106.50 47.21* 64.05"
(3.45) (19.30) (24.50) (65.98) (20.62) (25.18)
Election Distance —0.15 -0.72 -3.99 542 -0.25 -0.32
(0.15) (0.82) (4.26) (4.23) (0.27) (0.28)
Election Year —1.51 —4.36 -1.17 11.05 —-3.21 -0.79
(1.22*1* (5.88) (18.47) (15.78) (3.84) (2.10)
GDP (logged) 11.38 —10.52 —-22.74 36.56 —10.65 —4.02
(2.67) (10.63) (48.96) (43.08) (14.15) (32.31)
Population (logged) —6.12* 22.23* —22.56 —16.04 2245 0.04
(2.34) (13.02) (60.00) (55.84) (17.13) (35.50)
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Percent Poverty 022" —0.12 —0.73 0.61 —0.28 0.30
(0.06),_ (0.26) (1.00) (1.09) (0.35) (0.72)
No. Firms (logged) —5.23 —10.06 47.29* -26.92 —8.72* 3.64
(0.82), (2.91) (21.27) (17.44) (4.50) (11.55)
SIEM Rate ~3.60 7.16" —0.08 —~14.26 4.13 6.65
(0.55) (2.92) (15.76) (10.45) (5.27) (9.78)
(Intercept) —80.25 —5.54 297.36 —208.80 —21.33 18.57
(14.68) (48.04) (253.48) (227.81) (66.08) (195.13)
R? 0.58 0.32 0.57 0.65 0.46 0.64
Num. obs. 65 65 65 65 65 65

*p <0.01, *p <0.05 *p<0.1.
Note: Spending figures reflect millions of Mexican pesos for ease of display. Robust standard errors clustered at the state level. Sample includes all state-
years for which the governor belonged to the PAN.

Analysis of different types of goods and 10s, PRI-governed states

SBO-Pub SBO-Priv Gov-Pub Gov-Priv Other-Pub Other-Priv
Vote Margin 7.20 8.28 233.84** —102.15 —85.55* —-61.62
(4.36) (10.37) (100.01) (106.96) (40.37) (39.99)
Vote Margin® —31.58** —64.26 —772.83* 529.10 214.59 124.99
(15.04) (42.70) (389.13) (462.48) (163.88) (126.89)
Challenger Party (PRD) —0.35 0.39 6.01 —1.60 -3.13" —1.31
(0.25) (0.74) (3.63) (2.92) (1.77) (1.26)
Election Distance —-0.07 0.05 0.64 0.35 —0.67* —0.30
(0.05) (0.12) (0.59) (0.53) (0.35) (0.22)
Election Year —0.23 —1.12% 4.60 —0.47 —2.82 0.04
(0.34) (0.60) (2.91) (1.97) (1.92) (1.38)
GDL (logged) —0.18 0.01 4.78" -1.99 —1.75 —0.88
(0. 19) (0.47) (2. 81}k (2.15) (L. 632 (1. 092
Population (logged) 4.33 0.97 —37.34 —3.32 16.19 19.17
(0.75) (1.54) (11.00) (6.84) (5.29) (6.44)
Percent Poverty —0.02" —0.05 —0.08 0.22 0.02 —0.09
(0. 01) (0.04) (0. 16)k (0.14) (0. 101 (0. 07)k
No. Firms (logged) —4.31 —0.64 34.84 3.53 —15.58 —17.83
(0. 76) (1.59) (10. 92) (7.73) (5.52) (6.14)
SIEM Rate —-2.77 —2.98* 19 82 —1.86 —7.43 —4.78
(0. 74)*** (1.80) (7.19) (6.95) (4.87) (3. Oll
(Intercept) —10.51 —4.41 57.09 37.20 —23.38 —55.99
(2.97) (8.60) (41.82) (38.15) (27.03) (12.43)
R? 0.32 0.31 0.95 0.19 0.24 0.50
Num. obs. 140 140 140 140 140 140

**p <0.01, *p<0.05 *p<0.1.
Note: Spending figures reflect millions of Mexican pesos for ease of display. Robust standard errors clustered at the state level. Sample includes all state-
years for which the governor belonged to the PRI.
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