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ABSTRACT 

 This dissertation consists of three essays exploring the issues related to the political 

economy of finance and corporate finance. The first essay studies whether and how institutional 

investors exert influence in firms’ external governance environments related to law and politics. I 

explore the role of institutional investors in corporate lobbying of their portfolio firms. I find that 

greater lobbying institutional ownership leads to more lobbying activities of firms. This effect is 

more pronounce in the subsample where firms face constraints to lobbying. I identify two 

plausible channels through which institutional investors can facilitate corporate lobbying. First, 

institutional investors tend to provide direct support by lobbying in the same congressional bills 

with firms possessing greater weights in their portfolios. Second, institutional investors protect 

firms’ political information by voting against shareholder proposals requesting additional 

lobbying disclosure. Overall, I show that lobbying institutional investors actively engage in 

firms’ external governance related to law and politics.  

 The second essay takes a unique insight into the ethics of corporate lobbying. We study 

the Honest Leadership and Open Government Act of 2007, a regulatory reform on lobbying and 

government ethics, aiming to mitigate unethical lobbying activities. We find that the average 

market reaction to the reform, which aimed to mitigate unethical lobbying practices, by lobbying 

firms is positive, implying the reform benefited these shareholders on average. We also uncover 

heterogeneity of lobbying firms’ response to the reform. Following the Act, firms with a history 

of active lobbying reduced their lobbying activity, whereas firms with little prior lobbying  
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activity increased their lobbying efforts. Finally, we find that after the enactment of these 

reforms, firms that engage in active lobbying, and especially those with a good ethical 

reputation, are more likely to appoint politically connected directors relative to non-lobbying 

firms. 

 The third essay focuses on the dark side of corporate lobbying on firms. Specifically, we 

investigate the impacts of lobbying engagement on corporate innovation. One percent increase in 

lobbying expenditures reduces the number of patents by 30 bps, the number of citations by 50 

bps, and the average patent value by 50 bps. We find that more corporate lobbying activities 

causally impedes innovation, in contrast to the conventional stewardship perspective that 

lobbying brings government privileges. We find that the effects of corporate lobbying on 

innovation are stronger in the subsample where firms have more resources constraints and lower 

institutional ownership, which are constituent with both “resources constraints” and “lazy 

managers” hypotheses.  

 

 

 



 

iv 

 

 

 

 

 

 

DEDICATION 

This dissertation is dedicated to everyone who wholeheartedly helped me and supported 

me, especially to my wife and son. 

  



 

v 

 

 

 

 

 

 

ACKNOWLEDGMENTS 

I am pleased to take the opportunity to acknowledge those who have made impact on my 

doctoral journey and accomplishment. 

I would like to express the deepest appreciation to my committee chair Dr. Shawn 

Mobbs, who continually and convincingly conveyed an enthusiasm in scholarship, for his 

guidance and instruction throughout my graduate experience at the University of Alabama. 

Thank you for giving me the freedom to do whatever I wanted, at the same time continuing to 

contribute valuable feedback, advice, support, and encouragement.  

I would like to extend my sincere thanks my committee members, Drs. Lei Kong, Sandra 

Mortal, Joshua Pierce, and Vikas Agarwal, for their brilliant comments and kind support for my 

dissertation.  

I am very thankful to Dr. Charlotte Alexander, my professor at the Georgia State 

University, who motivated me to start my journey in academic research. I am also very thankful 

to Dr. Luigi Zingales, who has long been an inspiring figure in my academic career regarding the 

political economy of finance.  

 I also owe much gratitude to my family and friends. I would like to thank my 

grandmother, who from an early age inspired me to explore and pursue my interests, for her love 

and encouragement. Words cannot express how grateful I am to my parents and parents-in-law 

for all the supports and sacrifices that they have made on my behalf. All of you have made my 

accomplishments possible. Also, I acknowledge a few of my friends and colleagues who were 

instrumental in making my journey a memorable and pleasurable one: Xiaohu Guo, Xuxi Guo,  



 

vi 

 

Juntai Lu, Han Ma, Boheng Su, Luqi Xu, Cong Wang, and Xinyan Yan. I would particularly like 

to acknowledge Cong Wang for his infinite patience in answering my questions and helping me 

through the process. 

Finally, and above all, I cannot begin to express my unfailing gratitude and love to my 

dear wife Honglin Ren, who has been with me all these years and has made them the best years 

of my life. To my beloved son, Andrew Ruien Jiao, I would like to thank you for being such a 

wonderful boy always happy and smiling.  



 

vii 

 

 

 

 

 

 

CONTENTS 

ABSTRACT……………………………………………………………………………………ii 

DEDICATION…………………………………………………………………………………iv 

ACKNOWLEDGMENTS………………………………………………………………….…  v 

LIST OF TABLES……………………………………………………………………………..ix 

LIST OF FIGURES……………………………………………………………………………xi 

INTRODUCTION……………………………………………………………………………...1 

1. A HIDDEN HAND IN CORPORATE LOBBYING……………………..….……….……..2 

1.1. Introduction ……………………………………………..…………………........…2 

1.2. Data and Summary Statistics………………………………………………………7 

1.3 Corporate Lobbying and Institutional Ownership…………………………………13 

1.4 Channels……………………………………………………………………………21 

1.5 Conclusion…………………………………………………………………………27 

2. ETHICS AND CORPORTE LOBBYING………………………………………………….46 

2.1. Introduction……………………………………………………………………….46 

2.2. Literature Review and Contributions……………………………………………..51 

2.3. Institutional Background and Data………………………………………………..53 

2.4. Methodology………………………………………………………………………61 

2.5. Results…………………………………………………………………………….64 

2.6. Concluding Remarks………………………………………………………………69 

3. A DARK SIDE OF CORPORATE LOBBYING……………………………………………91 



 

viii 

 

3.1. Introduction………………………………………………………………………..91 

3.2. Data and Sample Description……………………………………………………..97 

3.3. Corporate Lobbying and Innovation………………………………………………100 

3.4. Plausible Channels: Resources Constraints vs Lazy Managers…………………..104 

3.5. Robustness Tests………………………………………………………………….107 

3.5. Conclusion………………………………………………………………………..108 

CONCLUSION ……………………………………………………………………………….127 

REFERENCES ………………………………………………………………………………..129 

  



 

ix 

 

 

 

 

 

 

LIST OF TABLES 

1.1. Lobbying activities of firms………………………...…………………………….………….30 

1.2. Lobbying activities of institutional investors…………………………………….…………..31 

1.3. Summary statistics for constructed samples………………………………….……………...32 

1.4. Corporate lobbying and lobbying institutional ownership………………………………….33 

1.5. Causality tests: Russell 1000/2000 index switches…………………………………………35 

1.6. Subsample analyses: Lobbying constrained firms and long-term institutional investors…...37  

1.7. Passage of congressional bills and institutional investors…………………………………..40 

1.8. Channel #1: Common bills by institutional investors and firms…………………… ………41 

1.9. Channel #2: Shareholder proposals on lobbying disclosure and institutional ownership…..43  

 

Appendix 1. Variable definition and description………………………………………………...44 

2.1 S&P 1500 Firms with Lobbying Activities and Politically Connected Directors…………...72 

 

2.2. Cumulative Abnormal Returns on Different Event Dates: Introduction; Passed Senate;  

 Passed House with Changes; and Senate Agreed to Changes; Week of 20070730……..….73 

 

2.3. Summary Statistics………………………………………………………………………….74 

2.4. Average Daily Abnormal Returns Around the Day of Both House and Senate Passed  

 the Bill………………………………………..…………………………………..…………76 

 

2.5. Average Daily Abnormal Returns, Corporate Ethical Reputation, and Politically  

 Connected Directors…………………………………..……………...……………………..77 

 

2.6. Propensity Score Matching of Treated and Control Firms………………………………….79 

2.7. Heterogeneity of Lobbying Behaviors by Degree of Lobbying…………………………….81 

2.8. Politically Connected Directors and Corporate Lobbying………………………………….82 



 

x 

 

2.9. Politically Connected Directors and Degree of Lobbying…………………………………..83 

2.10. Politically Connected Directors and Ethical Reputation…………………………………..84 

2.11. Who Hires Most Politically Connected Directors………………………………..…………85 

Appendix 2.1. Theoretical Argument……………………………………………………………86 

Appendix 2.2. Variable Definitions……………………………………………………………...88 

3.1. Lobbying activities of firms………………………………………………………………..110 

3.2. Summary statistics for constructed samples……………………………………………….111 

3.3. Corporate lobbying and innovation………………………………………………………..112 

3.4. Two stage least square regressions………………………………………………………...114 

3.5. The firm size and the effects of corporate lobbying on innovation……………………….116 

3.6. The financial soundness and the effects of corporate lobbying on innovation……………118 

 

3.7. The firm age and the effects of corporate lobbying on innovation………………………..120 

3.8. The institutional ownership and the effects of corporate lobbying on innovation………...122 

 

3.9. Alternative measures of corporate innovation……………………………………………..124 

Appendix 3.1. Variable Definitions…………………………………………………………… 126



xi 

 

 

 

 

 

LIST OF FIGURES 

1.1. Lobbying Institutional Investors…………………………………………………………….29 

2.1. Average Numbers of Politically Connected Directors………………………………………71 

 

 

 



1 

 

 

 

 

 

INTRODUCTION 

 

Finance and politics are connected and mutually affect each other, but their connection 

has been under researched for years. According to Luigi Zingales, the brief history of finance 

academy can be divided into three periods. The first one started in the late 1950s when 

Modigliani and Miller said that the way to slice a pizza does not change the size of the pizza. 

Starting with the 1970s, people realized that if you start to divide a pizza before you produce it, 

how the pizza is produced may be affected. The agency theory of corporate governance was 

developed to explain that the way to allocate the cash flows has some impacts on the way the 

firm is run. However, all this is in the context that the external rules are predetermined and fixed. 

Starting with the 2000s, people realized that the rules are not fixed, and that the changing nature 

of the rules is very important. Political influence is what makes the rules change. 

The main focus of this dissertation is firms’ lobbying activity, which is the major way for 

firms to intervene in the policy making process. Firms play the critical role in the lobbying arena 

in that firms account for about 80% of the total lobbying expenditures in the US. At the same 

time, lobbying has been documented to bring firms tremendous government privileges according 

to the literature. My essays study the relationship between politics and corporate finance in three 

related topics. First, the role of institutional investors in firms’ external governance environments 

related to law and politics. Second, the ethics of corporate lobbying engagement. Third, the 

potential issues that corporate lobbying brings to firms.
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1. A HIDDEN HAND IN CORPORATE LOBBYING 

 

“I think everybody should have a voice, whether it’s conversation with regulators or 

public politicians.” 1 

           – Larry Fink, BlackRock CEO 

1.1. Introduction 

Theoretical and empirical research on corporate governance draws inferences regarding 

the role of institutional investors and focuses on institutional monitoring. That is, institutional 

investors affect the internal mechanisms, through the well-documented “exit” and “voice” 

channels, to safeguard and improve returns on their investment. From a broad perspective on 

governance structure, corporate governance is also closely related to the external environment in 

which firms inhabit, such as the law, politics, culture, communities, and markets (e.g. Gillan and 

Starks (1998)). However, litter is known about whether and how institutional investors exert 

influence on firms’ external governance. The goal of this paper is to rectify this gap in the 

literature by exploring firm’s legal and political environment and addressing a central question: 

What is the role of institutional investors in corporate lobbying? 

Law and politics are important elements of firms’ governance environment and have 

important influences on the way firms operate (e.g. Gillan (2006)). As a result, firms lobby to 

redress grievances and even to shape the rules of the game  to their advantage. However, only 

about 20% of publicly traded firms actually lobby because there are constraints preventing firms 

 
1 https://promarket.org/unusual-debate-at-davos-lobbying-maximizing-shareholders-value-and-the-duty-of-ceos/  

https://promarket.org/unusual-debate-at-davos-lobbying-maximizing-shareholders-value-and-the-duty-of-ceos/
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from lobbying. Economists have documented two sources of constraints to lobbying, namely 

barriers to entry (Kerr, Lincoln, and Mishra (2014)) and economic frictions (Neretina (2019)). 

Barriers to entry refer to upfront costs and agency costs. The upfront costs of lobbying are 

usually high in the first several years.2 To successfully develop a long-term relationship with 

policymakers also requires managers to have a long-term perspective, rather than being myopic. 

Economic frictions are related to the limited political influence of non-lobbying firms. If firms 

can not sufficiently reward politicians to alter regulations in their favor, this leads to bad 

lobbying outcomes. In turn, the unfavorable lobbying outcomes lower these firms’ likelihood to 

lobby.  

If lobbying can increase shareholder value for firms, institutional investors, who care 

about long-term profits, have incentives and resources to mitigate these constraints and 

encourage more lobbying activity by firms. Institutional investors are active and important 

players in the lobbying arena and are equipped with considerable political resources and 

experience. Some of them express their strong preferences for lobbying. For example, Larry 

Fink, the BlackRock CEO, stated at the 2016 Davos that lobbying is good to maximize 

shareholder value, and everyone should have a political voice.   

I argue that institutional investors facilitate corporate lobbying by their portfolio firms. 

To examine this hypothesis, I start with a sample of firms in the Russell 3000 index with their 

institutional holdings from Thomson-Reuters S34 data between 1998 and 2018. Using 

institutional investors’ lobbying status to identify their corporate lobbying ideology, I define 

 
2 Upfront costs can include (1) the initial costs of searching for and hiring the right lobbyists, (2) educating lobbyists 

about the details of the firm’s interests, (3) developing a lobbying agenda, (4) researching what potential allies and 

opponents are lobbying for, and (5) investing in how to best affect the political process. 
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firms and institutional investors who lobby in a year as “lobbying firms” and “lobbying 

institutional investors”. I show a robust and positive relation between firms’ lobbying activities 

and their lobbying institutional ownership. A one standard deviation increase in the lobbying 

institutional ownership increases the average firm’s likelihood to lobby by 80 bps, which 

represents a 2.7% increase from the mean of 30%.  

An important endogeneity concern in this analysis is that lobbying institutional investors 

may affect firms’ lobbying activities, but firms’ preferences for lobbying may also affect the 

weights of such firms in institutional investors’ portfolios. To address this concern, I exploit the 

Russell 1000/2000 annual index reconstitution as exogenous variation in firms’ ownership 

structure. I posit that, after temporary rebalancing, firms which switch from the Russell 1000 

index to the Russell 2000 index will experience an increase in lobbying institutional ownership 

and firms which switch from the Russell 2000 index to the Russell 1000 index will experience a 

decrease in lobbying institutional ownership. Because Russell indexes are value weighted, a 

stock at the bottom of the Russell 1000 index has much less weight than a stock at the top of the 

Russell 2000 index. A stock moving from the Russell 1000 index to the Russell 2000 index will 

be held much more heavily by index-tracking institutions after reconstitution. In addition, more 

than 70% of lobbying institutional investors are quasi-indexers according to the Bushee (2001) 

classification. These provide economic reasons to justify the relevance condition for using the 

index switching as valid instruments for lobbying institutional ownership. I apply two popular 

methods in the literature by Appel, Gormley, and Keim (2018) and Schmidt and Fahlenbrach 

(2017). The results from both methods suggest a causal effect of lobbying institutional ownership 

on corporate lobbying of portfolio firms. 
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Next, I categorize lobbying institutional investors into long-term and short-term groups 

according to the Bushee (2001) classification and identify three types of constraints to lobbying: 

geographical; managerial myopia; and industrial. I show that firms with constraints to lobbying 

are associated with less corporate lobbying activities. Moreover, the effect of lobbying 

institutional ownership on corporate lobbying is stronger in the subsamples of constrained firms, 

and long-term investors are the driving force of this relationship. These findings are consistent 

with the argument that lobbying institutional investors facilitate corporate lobbying by mitigating 

constraints to lobbying that some firms face.  

Overall, my first set of findings reveal a positive impact from lobbying institutional 

investors on the corporate lobbying of their portfolio firms. Nevertheless, how they affect 

corporate lobbying is still not clear because institutional investors do not disclose their 

preferences and actions towards the lobbying activities of their portfolio firms. The second part 

of this paper uncovers two plausible channels. First, I investigate congressional bills and find that 

institutional investors directly support corporate lobbying by pushing for the same bills with 

portfolio firms. Second, I examine shareholder proposals requesting additional lobbying 

disclosures and find that institutional investors tend to protect firms’ private political information 

by voting against such proposals.  

Congressional bills contain specific policy issues that can significantly influence firms’ 

operations. When a firm lobbies on a bill, it targets specific policy issues, which the bill includes. 

I construct a novel dataset of detailed congressional bills, covering 58,316 lobbied bills between 

1998 and 2017. I find that bills lobbied by institutional investors are more likely to pass than bills 

lobbied by other interest groups. Furthermore, institutional investors are more likely to lobby on 

the same bills with firms possessing heavy weights in their portfolios. This effect is stronger in 
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subsamples where institutional investors are more likely to have a long-term perspective and in 

firms are that face greater lobbying constraints. A one standard deviation increase in the holding 

ratio of an institutional investor in a firm increases the average likelihood of the institutional 

investor lobbying for the same congressional bill by 30 bps, which represents a 10% increase 

from the mean. These numbers climb to 40 bps and 13.3% for the subsample of constrained 

firms and long-term institutional investors. The findings have important economic implications 

that institutional investors directly exert their political influence to provide a helping hand to 

support corporate lobbying. 

Lobbying disclosures may reveal firms’ political and operating strategies. Other firms can 

use such information to compete for preferential policies. As a result, firms cannot fully reap the 

benefits of their private information and their political comparative advantages diminishes. A 

2017 Public Citizen article reports that institutional investors such as Vanguard and BlackRock 

chose not to support resolutions on lobbying disclosure.3 The attitude toward lobbying disclosure 

implies that institutional investors may recognize this cost for firms and thus, work to help them 

avoid such costs. Using shareholder proposal data, I find that lobbying disclosure proposals are 

less likely to pass than other types of proposals when firms have a greater ownership by lobbying 

institutional investors. This suggests that institutional investors also indirectly use their 

monitoring role to encourage firms to improve the political and regulatory environment in their 

favor.  

This study contributes to the literature in several ways. First, I contribute to the literature 

on corporate political influence (e.g. Stigler (1971); Shleifer and Vishny (1994); Duchin and 

Sosyura (2012); Hill et al. (2013); Kang (2015); Faccio and Zingales (2017); Bertrand et al. 

 
3 https://corporatereformcoalition.org/wp-content/uploads/2017/05/Majority-Report-2017.pdf  

https://corporatereformcoalition.org/wp-content/uploads/2017/05/Majority-Report-2017.pdf
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(2018); Neretina (2019)). Adding to these studies, this paper is the first to investigate the role of 

institutional investors in corporate lobbying. Not only do institutional investors lobby 

themselves, but they also facilitate the corporate lobbying of their portfolio firms by helping 

them to mitigate constraints to lobbying. The findings have important policy implications for the 

design of regulations governing financial institutions’ political activities.  

Second, my findings contribute to the literature on the role of institutional investors in 

corporate governance and policies (e.g. Shleifer and Vishny (1986, 1997); Admati and Pfleiderer 

(2006); Brav, Jiang, Partnoy, and Thomas (2008); Cronqvist and Fahlenbrach (2009); Edmans 

(2009); Edmans and Manso (2011); Aghion, Van Reenen, and Zingales (2013); Fich, Harford, 

and Tran (2015); Boone and White (2015); Crane, Michenaud, and Weston (2016); McCahery, 

Sautner, and Starks (2016); Agarwal, Vashishtha, and Venkatachalam (2018)). Adding to these 

studies, I explore institutional investors’ role in influencing the external governance of firms in 

their portfolio. To improve their return, institutional investors can not only monitor as watchdogs 

but also nurture as partners. Specifically, I find that institutional investors provide a helping hand 

in corporate lobbying to improve the political and regulatory environments related to firms in 

their portfolio. 

The rest of the paper is organized as follows. Section 2 describes the data and summary 

statistics. Section 3 shows the baseline model along with causality test results on the effect of 

institutional ownership on corporate lobbying, and documents the constraints to lobbying. 

Section 4 explores the plausible channels. Section 5 concludes.  

 

1.2. Data and summary statistics 

1.2.1. Data description 
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Lobbying data is collected from the CRP for the year from 1998 to 2017. The Lobbying 

Disclosure Act (LDA) of 1995 and the Honest Leadership and Open Government Act (HLOGA) 

of 2007 require the disclosure from lobbyists who attempt to affect U.S. government policies. 

The lobbying disclosure reports help identify the lobbying activities of both firms and 

institutional investors. The information includes which lobbyists they work with, which 

government agencies they lobby to, which bills they lobby on, and how much they spend on 

lobbying. The CRP database does not have unique identifiers for clients but provides clients’ 

historical names. I use an R script to match the names in CRP database to historical firm names 

provided in CRSP database to find the PERMNO identifier. 

I collect all congressional bills available in the lobbying database between 1998 and 

2017. I web-scrap the detailed information from GovTrack.us covering 58,316 introduced bills. 

The information includes the introduction date, the dates that the bills passed by each chamber, 

the enact date if the bills become laws, the names of bill sponsors, and the related subject areas.  

Institutional holdings information is collected from Thomson-Reuters S34 database 

between 1998 and 2017. I search institutional investors’ lobbying information from the lobbying 

database. I rank the institutional investors by the total dollar holdings in the fourth quarter of 

each year and select the top 1000 ones, which covers more than 95% of the entire institutional 

holdings. I collect the names of these institutional investors and manually identify them in the 

lobbying database.  

I obtain all firms in Russell 1000 and 2000 index from 1998 to 2017. The data is 

collected from the Russell Investments database. Russell Investments ranks all U.S. stocks 

according to their raw market capitalization at the end of May each year using a proprietary 

measure. The largest 1000 firms by raw market capitalization are members of the Russell 1000 
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index, whereas the Russell 2000 index consists of firms with a rank between 1001 and 3000. 

Index reconstitution takes place once a year, which introduces the exogenous variation in 

institutional ownership. 

The shareholder proposal data is collected from ISS Voting Analytics, which covers the 

vote results for Russell 3000 firms from 2013 to 2017. ISS categorizes shareholder proposals 

into various resolutions. In the 2013 proxy season, ISS added the new S0808 (Political Lobbying 

Disclosure) code to separate corporate lobbying related proposals from other political proposals.  

 

1.2.2. Samples construction 

To obtain detailed institutional investors’ lobbying information, I merge the fourth-

quarter institutional holdings data with the lobbying data. I find the information on whether 

institutional investors lobby, for which bills they lobby, and with which lobbyists they work, and 

how much they spend on lobbying. I define lobbying institutional investors as those who lobby 

in a given year and non-lobbying investors as those who do not lobby in a given year. Using the 

Bushee (2001) classification on institutional investors, I proxy long-term institutional investors 

as quasi-indexers (QIX). I also categorize lobbying institutional investors into active lobbying 

and non-active lobbying groups depending on whether they continuously lobby in three years 

between t – 2 and t.  

I aggregate the institutional holdings of each firm-year by different types of institutional 

investors to construct ownership variables as Total IO, Lobbying IO, Non-lobbying IO, Long-

term & Lobbying IO, Short-term & Lobbying IO, Active lobbying IO, and Non-active lobbying 

IO. Figure 1.1 shows the average institutional ownership by the lobbying types of firms as well 

as the average number of lobbying institutional investors among the top 10 holders. The average 
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non-lobbying IO steadily declines from 40% in 1998 to 32% in 2016. The average lobbying IO, 

however, keeps increasing from 15% to 30% within the same time period. The average number 

of lobbying institutional investors among the top 10 holders increases over time for both 

lobbying and non-lobbying firms. The patterns of movement for both groups are similar, but this 

number in the lobbying sample is persistently more than that in the non-lobbying sample. 

To construct the final firm-year sample, I merge the Russell index data with the lobbying 

data and the institutional ownership data above, as well as market data from CRSP and 

accounting data from Compustat. In this matched firm-year sample, I construct two measures for 

corporate lobbying activity. The first one, 𝐷(𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔), is a dummy variable equal to one if a 

firm lobbies in a given year, and zero otherwise. The second one, 𝐿𝑜𝑔(𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐸𝑥𝑝𝑒𝑛𝑠𝑒), is 

the logarithm of the total lobbying expense incurred by a firm in a given year.  

I identify three types of constraints to lobbying firms face: (1) geographical; (2) 

managerial myopic; (3) industrial. Using the distance between firms’ headquarters and the 

Washington DC as a proxy for the cost of lobbying (Igan, Mishra, and Tressel, 2011), I classify 

firms with headquarters located outside of a radius of 300 miles from Washington DC as 

geographical constrained firms. The supply of federal political resources and lobbying services 

concentrate closely on Capitol Hill. As the distance to Washington DC increase, the cost of 

lobbying increases. Using the R&D expenses of firms as a measure of managerial myopia, I 

classify firms with R&D expenses less than the median value in the sample as managerial 

myopic constrained firms. Lobbying incurs high upfront costs and requires time and efforts from 

managers, which does not align with their short-term interests. Using the average lobbying 

participation rate for each 2-digit SIC code in each year as a measure of barriers to entry in 

lobbying, I classify firms in industries with lobbying participation rate lower than the median 



 

11 

 

value in the sample as industrial constrained firms. Lobbying is heterogeneous among industries. 

More constraints could lead to lower participation rate in some industries. 

Following Appel, Gormley, and Keim (2018), I use inclusion in the Russell 2000, 

𝑅2000𝑖,𝑡, as an instrument for the ownership by lobbying institutional investors (lobbying IO) 

with a robust set of controls for stocks’ end-of-May market capitalization. Following Schmidt 

and Fahlenbrach (2017), I also construct the instrumental variables for the change in lobbying 

IO. Specifically, 𝐼1000,𝑖,𝑡−1 → 𝐼2000,𝑖,𝑡 is an indicator variable equal to one if a firm switches from 

Russell 1000 to Russell 2000; 𝐼2000,𝑖,𝑡−1 → 𝐼1000,𝑖,𝑡 is an indicator variable equal to one if a firm 

switches from Russell 2000 to Russell 1000; ∆𝑅𝐴𝑁𝐾𝑖,𝑡 is the difference in ranks based on the 

raw market capitalization of the firm in year t and year t – 1.   

To construct the final institution-firm-year sample, I merge the firm-year sample with the 

institutional holding information and Congressional bills data. I define dummy variables, 

Common Bills and Common Non-Fin Bills, indicating if a firm and an institutional investor lobby 

on same bills or same non-financial bills in a given year. I also use the weight of firms’ holdings 

in institutional investors’ portfolios as a measure of the importance of firms for institutional 

investors. 

To construct the final proposal-year sample, I merge the firm-year sample with 

institutional ownership and the shareholder proposal data. I define a dummy variable, Lobbying 

Disclosure, indicating a political lobbying disclosure related shareholder proposal. I also define 

the indicator outcomes of shareholder proposals as Omitted, Withdrawn, Voted, or Passed. 

 

1.2.3. Summary statistics 
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Table 1.1 presents the descriptive statistics of lobbying activities of firms by year and by 

Fama-French 12-industry. Both the number and the proportion of lobbying firms that lobby 

increased over the sample period. Average lobbying expenditure steadily increased, peaked in 

2010, and became stable afterward. Different industries exhibit substantial variations in terms of 

lobbying behavior. Utilities is the industry with the highest proportion of lobbying firms. Finance 

is the industry with the highest total lobbying expenditure. Telecommunications is the industry 

with the highest average lobbying expenditure.  

Table 1.2 presents the descriptive statistics of lobbying activities of institutional investors 

by year. The number of institutional investors dramatically increased in the sample period. The 

top 1000 institutional investors covered about 95% of the entire institutional holdings. Both the 

number of lobbying institutional investors and their average lobbying expenditure steadily 

increased, peaked in 2011, and become stable afterward. The average lobbying expenditures of 

institutional investors are more than those of firms shown in Table 1.1. 

Table 1.3 presents the summary statistics for constructed samples.4 The final firm-year 

sample contains 36,410 observations. The proportion that a firm lobbies is 30%. Institutional 

investors hold on average 61% of shares outstanding. Lobbying IO and non-lobbying IO are on 

average 25% and 36% respectively. Long-term & lobbying IO and active lobbying IO weights 

17% and 21% of shares outstanding. Among the top 10 institutional holders of firms, there are 

more than four of them lobby. There are on average 67%, 50%, and 55% of firms with 

geographical, managerial myopic, and industrial constraints to lobbying. The final institution-

 
4 I exclude financial firms (SIC code 6000 – 6999) in all samples because many institutional investors are publicly 

traded financial firms. They also hold shares of their own stocks. Excluding financial firms helps avoid any ambiguities 

and provides a clear setting when analyzing the impacts of institutional investors in corporate lobbying. 
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firm-year sample contains 2,386,924 observations under the condition that institutional investors 

have ever lobbied between 1998 and 2016 and institutional investors are classified as type 4 or 5 

in the S34 database. For more than 3% of observations (73,446), firms and institutional investors 

lobby on same bills; for more than 1.1% of observations (27,320), the two parties lobby on same 

non-financial bills. Around 61% of institutional investors are long-term institutional investors 

and a firm faces 1.63 constrains to lobbying on average. The proposal-year sample contains 

3,913 observations. Lobbying disclosure related resolutions account for 5% of shareholder 

proposals. In this sample, the average chance of a shareholder proposal to be omitted, withdrawn, 

voted, or passed are 14%, 22%, 58%, and 12%. 

 

1.3. Corporate lobbying and institutional ownership 

In this section, I examine the relation between corporate lobbying and institutional 

ownership. Institutional investors with lobbying practices have same political ideology consistent 

with lobbying firms. Their preference to lobbying gives a motivation to promote corporate 

lobbying of their portfolio firms. Their political resources and experience also gives powers to 

intervene in the legislative process. Therefore, firms with greater ownership by lobbying 

institutional investors are expected to engage more in lobbying.  

1.3.1. Baseline models 

I employ a panel regression to analyze the effect of institutional ownership on corporate 

lobbying activities. Specifically, I estimate the following empirical model:   
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𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔𝑖,𝑡+1 = 𝛼𝑖 + 𝛼𝑡 + 𝛽1 ∙ 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖,𝑡 + 𝛽2 ∙ 𝑁𝑜𝑛 − 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖,𝑡 + 𝛾 ∙

𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 + 𝜀𝑖,𝑡.               (1) 

In equation (1), i and t are subscripts for firm and year, respectively. The dependent 

variable 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔𝑖,𝑡+1 measures firms’ lobbying activity at year t+1. I use two different 

measures. The first one, 𝐷(𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔), is a dummy variable equals to one if a firm lobby in a 

given year, and zero otherwise. The second one, 𝐿𝑜𝑔(𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐸𝑥𝑝𝑒𝑛𝑠𝑒) is the logarithm of 

the total lobbying expense incurred by a firm in a given year. The key variables of interest, 

𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖,𝑡 and 𝑁𝑜𝑛 − 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖,𝑡, are the lobbying and non-lobbying IOs of firm i at 

year t. I further include firm fixed effect, 𝛼𝑖 , to control for time-invariant firm characteristics, and 

year fixed effect, 𝛼𝑡. In some model specifications, I include year-industry fixed effect to allow 

for different industry effects in a specific year. 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 is a vector of control variables, 

including firm size, market-to-book ratio, return on assets, book leverage, and capital 

expenditure, stock return, and the logarithm of total lobbying expenses of institutional investors. 

Standard errors are clustered at the firm level to account for time-series correlations in firms’ 

lobbying decision.   

Table 1.4, Panel A, reports the results. Column (1) – (3) provide results with 

𝐷(𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔) 𝑖,𝑡+1as the measure for corporate lobbying with different combinations of control 

variables and fixed effects. Column (4) – (6) provide results using 

𝐿𝑜𝑔(𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐸𝑥𝑝𝑒𝑛𝑠𝑒)𝑖,𝑡+1 as the dependent variable. The estimated coefficients on 

𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖,𝑡 are all positive and statistically significant across different model specifications, 

whereas the coefficients on 𝑁𝑜𝑛 − 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖,𝑡 are all negative. The results suggest that 

firms with greater ownership by lobbying institutional investors are more likely to lobby. One 
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standard deviation increase in the lobbying IO of a firm increases its likelihood to lobby by 80 

basis points, which is 2.7% at the mean of lobbying activity (30%).  

I then implement additional tests using alternative measure of lobbying IO. First, I split 

the lobbying IO into active versus non-active parts depending on whether institutional investors 

continuously lobby in three years between t – 2 and t. This helps distinguish institutional 

investors with different lobbying experience. The active lobbying institutional investors are more 

experienced than the non-active lobbying ones to help on corporate lobbying. Thus, firms with 

greater active lobbying IO are expected to lobby more. Second, I use the difference between the 

lobbying IO and non-lobbying IO and control for the total IO. This measure helps rule out the 

possibility that the results are driven by the trend effect of increasing institutional holdings. 

Third, I proxy for the lobbying IO using the number of institutional investors with lobbying 

activities among the top 10 holders of a firm. The greater the number is the greater lobbying IO a 

firm is expected to have. 

Table 1.4, Panel B, reports the results. Column (1) – (3) provide results with 

𝐷(𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔) 𝑖,𝑡+1as the measure for corporate lobbying with different combinations of control 

variables and fixed effects. Column (4) – (6) provide results using 

𝐿𝑜𝑔(𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐸𝑥𝑝𝑒𝑛𝑠𝑒)𝑖,𝑡+1 as the dependent variable. The estimated coefficients on 

𝐴𝑐𝑡𝑖𝑣𝑒 − 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖,𝑡 are all positive and statistically significant across different model 

specifications. No significant results are found for 𝑁𝑜𝑛 − 𝑎𝑐𝑡𝑖𝑣𝑒 𝑙𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖,𝑡. The 

coefficients on 𝐷𝑖𝑓𝑓(𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 − 𝑁𝑜𝑛𝑙𝑜𝑏𝑏𝑦𝑖𝑛𝑔)𝑖,𝑡 and # 𝑜𝑓 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛𝑠𝑖,𝑡 are 

also all positive statistically significant. The results further support the main hypothesis. 

1.3.2. Causality tests: Russell index reconstitution 
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The consistency of results in the previous section provides support for the view that the 

corporate lobbying are potentially promoted by the lobbying IO. However, it is possible that 

lobbying institutional investors prefer to hold firms with increasing lobbying engagements. One 

of the contributions of this paper is therefore to use – in addition to the standard OLS approach – 

plausibly exogenous changes in a firm’s shareholder structure. The exogenous change is driven 

by the annual reconstitution of the Russell 1000 and the Russell 2000 indexes. 

The Russell 1000 is a value-weighted index of the largest 1,000 U.S. stocks. The Russell 

2000 is a value-weighted index of the subsequent 2,000 stocks. The two indexes are reconstituted 

last Friday of June each year by Russell Investments. A stock moving from the bottom in the 

Russell 1000 index to the top of the Russell 2000 index will become much more important to an 

index-tracking institution. There are several widely-used methods using the Russell 1000/2000 

cutoff to exploit variation in institutional ownership.5 In this paper, I use two popular methods 

following Appel, Gormley, and Keim (2018) and Schmidt and Fahlenbrach (2017) to examine 

the causal effects of ownership by lobbying institutional investors on corporate lobbying 

activities. 

1.3.2.1.Method 1 – AGK (2018) 

  First, I use an instrumental variable strategy to identify the effect of lobbying IO on 

corporate lobbying following Appel, Gormley, and Keim (2018): 

 
5 The tradeoffs of the different methodologies used in this identification setting are discussed in Appel, Gormley, and 

Keim (2019). 



 

17 

 

𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔𝑖𝑡+1 = 𝛼 + 𝛽𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖𝑡 + ∑ 𝜃𝑛(𝐿𝑛(𝑀𝑘𝑡𝑐𝑎𝑝𝑖𝑡)𝑛𝑁
𝑛=1 + 𝛾𝐹𝑙𝑜𝑎𝑡𝐴𝑑𝑗𝑖𝑡 +

𝜇1𝑏𝑎𝑛𝑑𝑖𝑡 + 𝜇2𝑅2000𝑖𝑡−1 + 𝜇3(𝑏𝑎𝑛𝑑𝑖𝑡 × 𝑅2000𝑖𝑡−1) + 𝛿𝑡 + 𝜀𝑖𝑡,        (2) 

where 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔𝑖,𝑡+1 indicates measures of corporate lobbying if firm i at year t+1; 

𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖𝑡 is the lobbying IO of firm i at the end of year t. I use inclusion in the Russell 

2000 as an instrument for lobbying IO in the first stage estimation: 

𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖𝑡 = 𝜂 + 𝜆𝑅2000𝑖𝑡 + ∑ 𝜒𝑛(𝐿𝑛(𝑀𝑘𝑡𝑐𝑎𝑝𝑖𝑡)𝑛𝑁
𝑛=1 + 𝜎𝐹𝑙𝑜𝑎𝑡𝐴𝑑𝑗𝑖𝑡 +

𝜙1𝑏𝑎𝑛𝑑𝑖𝑡 + 𝜙2𝑅2000𝑖𝑡−1 + 𝜙3(𝑏𝑎𝑛𝑑𝑖𝑡 × 𝑅2000𝑖𝑡−1) + 𝛿𝑡 + 𝑢𝑖𝑡,    (3) 

where 𝑅2000𝑖𝑡 is an indicator of inclusion in the Russell 2000 index for firm i at year t;  

𝑀𝑘𝑡𝑐𝑎𝑝𝑖𝑡 is the end-of-May CRSP market capitalization of stock i in year t; 𝐹𝑙𝑜𝑎𝑡𝐴𝑑𝑗𝑖𝑡 is a 

proxy for the float adjustment by Russell, computed as the difference between the rank implied 

by the May 31st market capitalization and the actual rank assigned by Russell in June; 𝑏𝑎𝑛𝑑𝑖𝑡 is 

an indicator for having an end-of-May market capitalization that ensures firm i will not switch 

indexes in reconstitution year t because the distance between its market cap and the Russell 

1000/2000 cutoff is less than 2.5% of the Russell 3000E Index cumulative market cap; 

𝑅2000𝑖𝑡−1 is an indicator for being in the Russell 2000 at t–1; and 𝑏𝑎𝑛𝑑𝑖𝑡 × 𝑅2000𝑖𝑡−1 is the 

interaction of these two indicators. These last three controls capture the additional criteria used in 

Russell’s banding policy beginning in 2007.  

This IV approach relies on the assumption that, after conditioning on stocks’ market 

capitalization, the inclusion in the Russell 2000 index leads an increase in the lobbying IO 

(relevance condition) but does not directly affect the corporate lobbying activity except through 

the change of lobbying IO (exclusion restriction). The relevance condition is verified in the first-

stage estimation and the exclusion restriction seems reasonable because firms’ lobbying 
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decisions would not be directly related to Russel index switch. Furthermore, since firm size is a 

key determinant of lobbying activity, the inclusion of the Russell 2000 may potentially suggest a 

reduction on corporate lobbying. If this is the case, the results of our analysis will be downward 

instead of upward biased. To control for firms’ market capitalization, the sample is restricted to 

include firms within a bandwidth of 500 stocks around the Russell 1000/2000 threshold. 

Table 1.5, Panel A, shows the results of IV regressions of the corporate lobbying 

activities on lobbying IO. Column (1) and (2) exhibit the first stage results for instruments on 

non-lobbying and lobbying institutional ownerships. The relevance condition is valid for 

lobbying IO as the estimated coefficient on lobbying IO is positive and statistically significant. 

However, no significant results are found for non-lobbying IO. Column (3) and (4) show the 

second stage estimations using estimated lobbying IO and two measures of corporate lobbying. 

Consistent with the baseline models, the results of the IV regressions suggest that higher 

lobbying IO leads to more corporate lobbying. Due to the change of banding policy of Russell 

Investments in 2007, I use a subsample from 2008 to 2016 and recheck the findings. Column (5) 

– (8) show that the results remain in this subsample. 

1.3.2.2.Method 2 – SF (2017) 

Second, I analyze the effects of changes in institutional ownership on corporate lobbying 

in a framework with first difference by Schmidt and Fahlenbrach (2017): 

∆ log (𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝑒𝑥𝑝𝑒𝑛𝑠𝑒)𝑖,𝑡+1 = 𝛼𝑡 + 𝜃𝑗 + 𝛽 ∙ ∆𝐼𝑂𝑖,𝑡 + 𝛾 ∙ ∆𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 + 𝜀𝑖,𝑡,            (4) 

where ∆ log (𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝑒𝑥𝑝𝑒𝑛𝑠𝑒)𝑖,𝑡+1 is the change in lobbying expenditures from t to t+1, 𝛼𝑡 

indicate year-fixed effects, 𝜃𝑗 indicate industry-fixed effects, ∆𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 are changes in firm 

characteristics used in the main model, and ∆𝐼𝑂𝑖,𝑡 are changes in the different types of 
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institutional ownership. Using first differences removes any firm-specific time-invariant 

unobservable variables, but it cannot address the reverse causality or omitted time-varying 

variables issues. Following Schmidt and Fahlenbrach (2017), I use an IV approach and estimate 

it in a standard two-stage least squares (2SLS) framework. The first stage estimation is a 

regression of changes in institutional ownership on a set of instruments: 

∆𝐼𝑂𝑖,𝑡 = 𝛼𝑡 + 𝜃𝑗 + 𝛽1 ∙ 𝐼1000,𝑖,𝑡−1 → 𝐼2000,𝑖,𝑡 + 𝛽2 ∙ 𝐼2000,𝑖,𝑡−1 → 𝐼1000,𝑖,𝑡 + 𝛿 ∙

∆𝑅𝐴𝑁𝐾𝑖,𝑡 + 𝛾 ∙ ∆𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 + 𝑢𝑖,𝑡,             (5) 

where 𝛼𝑡 indicate year-fixed effects, 𝜃𝑗 indicate industry-fixed effects, and ∆𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 are 

changes in firm characteristics included in the second stage. The instruments for institutional 

investors are an indicator variable equal to one if a firm switches from the Russell 1000 to the 

Russell 2000, 𝐼1000,𝑖,𝑡−1 → 𝐼2000,𝑖,𝑡, an indicator variable equal to one if a firm switches from the 

Russell 2000 to the Russell 1000, 𝐼2000,𝑖,𝑡−1 → 𝐼1000,𝑖,𝑡, as well as the difference in ranks based 

on the raw market capitalization of the firm in year t and year t – 1, ∆𝑅𝐴𝑁𝐾𝑖,𝑡. To control for 

firms’ market capitalization, the sample is restricted to include firms within a bandwidth of 500 

stocks around the Russell 1000/2000 threshold. 

Table 1.5, Panel B, shows the results of IV regressions of the changes in corporate 

lobbying activities on changes in institutional ownership. Column (1) and (2) exhibit the first 

stage results for instruments on the changes of non-lobbying and lobbying IO. The relevance 

condition is valid for the change in lobbying IO as the estimated coefficients on lobbying IO are 

statistically significant. However, no significant results are found for the change in non-lobbying 

IO. Column (3) and (4) show the second stage estimations using estimated change in lobbying IO 
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and two measures of change in corporate lobbying. The results show that an increase in lobbying 

IO leads to an increase in the corporate lobbying activities.  

Collectively, the results of causality tests using Russell index reconstitution are robust 

and consistent with the primary findings that greater ownership by lobbying institutional 

investors leads to more corporate lobbying activities.  

1.3.3. Subsample analyses: Constrained firms and long-term institutional investors 

I further investigate whether lobbying institutional investors facilitate corporate lobbying 

by helping mitigate constraints to lobbying that firms face. Specifically, I explore what 

characteristics of institutional investors and firm magnify the impacts of lobbying institutional 

investors on corporate lobbying. Prior studies document two sources of constrains to lobbying: 

barriers to entry (Kerr, Lincoln, and Mishra (2014)) and economic frictions (Neretina (2019)). 

These lobbying constraints will incur higher costs to lobby and/or worse lobbying outcomes to 

firms, which institutional investor can help alleviate. I define three types of constrained firms to 

lobbying, saying geographical, managerial myopic, and industrial. Meanwhile, institutional 

investors with long-term perspective could help with the constraints to lobbying given their 

monitoring role to address managerial myopia to facilitate long-term investments. I split the 

ownership by lobbying institutional investors into long-term and short-term portions, Lobbying 

& LT IO and Lobbying & ST IO.  

Table 1.6 shows the results of the subsample analyses comparing firms with or without 

constraints to lobbying. Panel A, B, and C exhibit the results for geographical, managerial 

myopic, and industrial constraint respectively. Column (1) and (4) show that the coefficients on 

the dummy variables of lobbying constrained firms are all negative and statistically significant. 

The results confirm that firms with lobbying constraints engage less in corporate lobbying. 
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Column (2) and (5) show the results for the subsample of lobbying constrained firms; Column 

(3) and (6) show the results for the subsample of non-constrained firms. Several findings are 

noteworthy. First, the effect of lobbying IO on corporate lobbying activities remains and are 

stronger in subsamples with constrained firms compared with the baseline results. However, for 

subsamples with non-constrained firms, the effects fade away. The results provide evidence that 

lobbying institutional investors facilitate corporate lobbying by alleviating constraints to 

lobbying. Second, the coefficients on Lobbying & LT IO are more significant than those on 

Lobbying & ST IO, which is consistent with the institutional monitoring argument. 

1.4. Channels 

In this section, I further explore the channels through which lobbying institutional 

investors facilitate corporate lobbying of their portfolio firms. The challenge is that institutional 

investors’ attitude and actions toward corporate lobbying are not commonly observed or 

disclosed. One contribution of this study is thus to uncover the plausible channels to better 

understand how institutional investors affect corporate lobbying. Moreover, the channels 

explored also shed lights on the role of institutional investors in corporate external governance 

environments, law and politics specifically.  

1.4.1. Pushing for congressional bills  

Institutional investors can exert their political influence to support firms to improve 

lobbying outcomes. Congressional bills are the main targets of corporate lobbying because bills 

contains policy issues firms plan to twist to get privileges from. Thus, pushing for the same bills 

with firms can be a direct approach that institutional investors use. The reason of lobbying on the 

same bills may be arbitrary if both parties are firms. Firms can lobby in the same direction 
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toward their common goals if they are allies; they can lobby in the opposite direction if they are 

opponents, they can also lobbying independently to pursue their own interests. Nevertheless, the 

reason can be simple for institution-firm scenario. Given that institutional investors are the large 

investors of firms, if maximization to shareholders is the only priority they look at, institutional 

investors and firms are more likely allies to push for same bills. This makes common bills by 

institutional investors and firms a good measure of institutional investors’ action to support 

corporate lobbying.  

One potential concern of this measure is the reverse causality that firms may instead 

assist institutional investors to lobby. To alleviate this issue, I use only the non-financial bills to 

construct the measure. Institutional investors should focus on the bills related to financial sector 

but other areas. Firms, which are not in the financial industry, should focus on bills related to 

their subjective (non-financial) areas. Considering only non-financial bills offers a clearer setting 

to examine the incentive for institutional investors to get involved in corporate lobbying. 

1.4.1.1.Political influence of institutional investors 

I first investigate the political influence of institutional investors. I examine whether the 

involvement of institutional investors associates with a higher probability of bills to pass. I 

identify whether bills are passed by both chambers, the House and the Senate, and whether bills 

are signed by the President to become laws. Comparing bills lobbied by individuals, non-profit 

organizations, and other associations (6.1%), bills lobbied by firms or institutional investors have 

higher passage rates (6.9% and 7.1%). Moreover, the passage rate is the greatest when bills are 

lobbied by both firms and institutional investors (12.9%). I implement the following model to 

estimate the effects of institutional investors on the passage of bills: 
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𝑃𝑎𝑠𝑠𝑎𝑔𝑒 𝑜𝑓 𝐵𝑖𝑙𝑙𝑠𝑚 = 𝛼𝑐 + 𝛼𝑠 + 𝛽1 ∙ 𝐷(𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛)𝑚 + 𝛽2 ∙ 𝐷(𝐹𝑖𝑟𝑚)𝑚 + 𝛾 ∙

# 𝑜𝑓 𝑇𝑖𝑚𝑒𝑠 𝐿𝑜𝑏𝑏𝑖𝑒𝑑𝑚 + 𝜀𝑚,            (6)  

where 𝑃𝑎𝑠𝑠𝑎𝑔𝑒 𝑜𝑓 𝐵𝑖𝑙𝑙𝑠 is one of the two measures of passage of the bill m; 𝐷(𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛)𝑚 

is an indicator of whether the bill m is lobbied by institutional investors, 𝐷(𝐹𝑖𝑟𝑚)𝑚 is an 

indicator of whether the bill m is lobbied by firms; # 𝑜𝑓 𝑇𝑖𝑚𝑒𝑠 𝐿𝑜𝑏𝑏𝑖𝑒𝑑𝑚 is the number of 

times the bill m is found in lobbying reports; 𝛼𝑐 and 𝛼𝑠 are Congress fixed effects and bill 

sponsor fixed effects.  

Table 1.7 reports the results. Column (1) – (3) show the results using the indicator of the 

bill is passed by both chambers as the dependent variable; Column (4) – (6) show the results 

using the indicator of the bill becomes a law as the dependent variable. The coefficients on 

𝐷(𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛)𝑚 are positive and statistically significant, whereas the coefficients on the 

control variable, 𝐷(𝐹𝑖𝑟𝑚)𝑚, are negative and insignificant. These results suggest that 

institutional investors have stronger impacts on legislative process than firms do. Column (3) and 

(6) show the results adding the interaction term 𝐷(𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛)𝑚  𝐷(𝐹𝑖𝑟𝑚)𝑚. The findings 

provide evidence that the engagement of institutional investors in corporate lobbying leads to 

higher passage rates, which improve the lobbying outcomes for firms.  

1.4.1.2.Common congressional bills 

Given that institutional investors can improve the lobbying outcome, I then investigate 

whether they exert their political influence on corporate lobbying. Specifically, I study whether 

institutional investors are more likely to lobby on same bills with firms possessing heavy weights 

in their portfolios. Institutional investors hold many stocks in their portfolios, so it is difficult for 

them to support all firms. Institutional investors are more likely to lobby together with firms that 
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are more important to them. Furthermore, it is plausible to expect that the effect should be more 

pronounced for firms with constraints to lobbying and institutional investors with long-term 

perspective. 

I split the entire institution-firm-year sample by types of institutional investors and firms 

into four subsamples depending on whether institutional investors are long-term and firms are 

constrained. Long-term institutional investors are defined as quasi-indexers and constrained 

firms are defined as those with any types of lobbying constraints. I estimate the following 

empirical model using the institution-firm-year sample: 

𝐶𝑜𝑚𝑚𝑜𝑛 𝐵𝑖𝑙𝑙𝑠𝑖,𝑗,𝑡+1 = 𝛼𝑖 + 𝛼𝑗 + 𝛼𝑡 + 𝛽 ∙ 𝑊𝑒𝑖𝑔ℎ𝑡 𝑖𝑛 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛′𝑠 𝑃𝑜𝑟𝑡𝑓𝑜𝑙𝑖𝑜𝑖,j,𝑡+𝛾1 ∙

𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 + 𝛾2 ∙ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑗,𝑡 + 𝜀𝑖,𝑗,𝑡,            (7) 

In equation (7), i, j, and t are subscripts for firm, institutional investor, and year 

respectively. The dependent variable 𝐶𝑜𝑚𝑚𝑜𝑛 𝐵𝑖𝑙𝑙𝑠𝑖,𝑗,𝑡+1 is a dummy variable equal to one if 

the firm i and the institutional investor j lobby on the same (non-financial) congressional bills at 

t+1. 𝑊𝑒𝑖𝑔ℎ𝑡 𝑖𝑛 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛′𝑠 𝑃𝑜𝑟𝑡𝑓𝑜𝑙𝑖𝑜𝑖,𝑗,𝑡 The ratio of holdings of a firm by an institutional 

investor to the institutional investor's total holdings. 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 is a vector of firm control 

variables, including firm size, market-to-book ratio, return on assets, book leverage, capital 

expenditure, stock return, and logarithm of the firm’s total lobbying expense. 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑗,𝑡 is a 

vector of institutional investors control variables, including the logarithm of total holdings and 

logarithm of the institutional investors’ total lobbying expense. Finally, 𝛼𝑖 , 𝛼𝑗, and 𝛼𝑡 represent 

firm, institutional, and year fixed effects respectively. Standard errors are double clustered at the 

firm level and the institution level.  
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Table 1.8, Panel A, exhibits the results considering all congressional bills. Column (1) 

shows the result using the entire sample. Column (2) – (5) show the results for subsamples. The 

coefficient on 𝑊𝑒𝑖𝑔ℎ𝑡 𝑖𝑛 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛′𝑠 𝑃𝑜𝑟𝑡𝑓𝑜𝑙𝑖𝑜𝑖,j,𝑡, is all positive and statistically significant 

for the entire sample. This effect is stronger in the subsample with long-term institutional 

investors and constrained firms and diminishes in other subsamples. One standard deviation 

increase in the holding ratio of an institutional investor on a firm increases the average likelihood 

of lobbying for same congressional bills by 30 bps, which represents a 10% increase at the mean. 

These numbers climb to 40 bps and 13.3% for the subsample of constrained firms and long-term 

institutional investors. 6 Table 1.8, Panel B, exhibits the results considering only non-financial 

congressional bills. The results remain consistent and robust. One standard deviation increase in 

the holding ratio increases the likelihood of lobbying for same non-financial bills by 20 bps, 

which represents a 17% increase at the mean. These numbers climb to 28 bps and 24% for the 

subsample of constrained firms and long-term institutional investors.  

The results in this section support that institutional investors facilitate corporate lobbying 

through exerting their political influence to improve firms’ lobbying outcomes. More 

importantly, the finding has an important economic implication that it demonstrates how 

institutional investors directly engage in firms’ external governance environment related to law 

and politics. To get more returns on their investment, institutional investors can help to enlarge 

the size of a pizza besides monitoring the way to slice the pizza. 

 
6 In the untabulated tables, I use the weights of institutional holdings to total shares outstanding as an alternative 

dependent variable to check the robustness. I also show that institutional investors tend to share common lobbyists 

with firms possessing heavy weights in their portfolios. The results are available upon request. 
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1.4.2. Shareholder proposals on additional lobbying disclosure 

Institutional investors can also protect firms’ private information in terms of lobbying to 

safeguard shareholder value. The requests for lobbying spending disclosure have been increasing 

and become one of the most common shareholder proposal issues in 2018. However, additional 

lobbying disclosure may destroy shareholder value. “Disclosure … can then be used by those 

same activist investors to harass and pressure the company into disengaging form political 

debates,” U.S. Chamber of Commerce spokeswoman Blair Holmes said, “We don’t think this is 

good for businesses or, ultimately, the millions of investors who do not share the activists' 

extreme and narrowly focused political agenda.” Corporate lobbying is related to firms’ business 

strategies, which may contain private information. For example, Uber boosts its lobbying 

spending in cities it plans to conquer to fight city regulation. Lobbying disclosure reveals these 

information to the competitors. As a result of additional disclosure, firms cannot fully reap the 

benefits of their private information and their political comparative advantages diminish.  

Institutional investors, who prioritize in maximizing shareholder value, help avoid costs 

from trivial offenses on lobbying disclosure using their power in proxy voting. BlackRock 

reveals its view on political activity proposals in 2019, which says that it accepts that boards and 

management should determine the proper amount of disclosure and will not support “overly 

prescriptive” proposals.  

I examine the effects of lobbying IO on the passage of shareholder proposals related to 

lobbying disclosure using the proposal-year sample. I first analyze the outcome of being a 

lobbying disclosure proposal using following specification: 

𝑌𝑖,𝑡+1 = 𝛼𝑖 + 𝛼𝑡 + 𝛽 ∙ 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐷𝑖𝑠𝑐𝑙𝑜𝑠𝑢𝑟𝑒 + 𝛾 ∙ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 + 𝜀𝑖,𝑡,                       (8)   
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where 𝑌𝑖,𝑡+1 is equal to one of the outcomes of shareholder proposals including Omitted, 

Withdrawn, Voted, and Passed; 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐷𝑖𝑠𝑐𝑙𝑜𝑠𝑢𝑟𝑒 is a dummy variable equal to one if a 

proposal is related to lobbying disclosure; 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑖,𝑡 is a vector of control variables used in the 

baseline models;  𝛼𝑖 and 𝛼𝑡 represent year and firm fixed effects respectively. 

Table 1.9 shows that a lobbying disclosure proposal is more likely to be voted and less 

likely to be omitted than other types of proposals. More importantly, Column (4) shows that 

under the condition that a proposal is voted a lobbying disclosure proposal is less likely to pass 

compared with other types of proposals. I then investigate whether the low possibility of passage 

for lobbying disclosure proposals is driven by institutional ownership. I include the interaction 

terms 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐷𝑖𝑠𝑐𝑙𝑜𝑠𝑢𝑟𝑒 × 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖,𝑡 and 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐷𝑖𝑠𝑐𝑙𝑜𝑠𝑢𝑟𝑒 × 𝑁𝑜𝑛 −

𝑙𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖,𝑡 in the equation (8). Column (5) shows that the coefficient on 

𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐷𝑖𝑠𝑐𝑙𝑜𝑠𝑢𝑟𝑒 × 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖,𝑡 is negative and significant and the coefficient on 

𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐷𝑖𝑠𝑐𝑙𝑜𝑠𝑢𝑟𝑒 × 𝑁𝑜𝑛 − 𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐼𝑂𝑖,𝑡 is not significant.  

The results in this section suggests that institutional investors facilitate corporate 

lobbying through protecting firms’ private information to safeguard returns on lobbying.  The 

finding also implies that institutional investors use their monitoring role to improve firms’ 

external governance environments in favors of firms.  

 

1.5. Conclusion 

In this paper, I study the influence of institutional investors in the corporate lobbying 

activity of their portfolio firms. Using information on institutional holdings and lobbying 

disclosures, I find that higher ownership by lobbying institutional investors leads to more 
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corporate lobbying activity. The effect is stronger for firms facing constraints to lobbying and 

institutional investors with long-term perspectives. Furthermore, I uncover two plausible 

channels. First, institutional investors support firms’ lobbying by pushing for the same 

congressional bills, which potentially improves the likelihood of the bills’ passage. Second, 

institutional investors protect firms’ private information by voting against proposals on 

additional lobbying disclosure. The results of this study are consistent with the hypothesis that 

institutional investors facilitate corporate lobbying by helping firms to mitigate their constraints 

to lobbying.  

This paper contributes to our understanding of the impacts of institutional investors on 

firm’s external governance. It sheds light on the role of institutional investors in the legislative 

process. Institutional investors provide a helping hand in corporate lobbying to improve the 

political and regulatory environment related to firms. An important implication of these findings 

is that it reveals that institutional investors, in addition to monitoring, help the firms in which 

they invest to become more valuable by helping to make their lobbying activities more effective. 

Moreover, the findings also have policy implications for the design of the regulations governing 

financial institutions’ political activities.
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Figure 1.1 

Lobbying institutional investors 

 

Panel A shows the average institutional ownership by lobbying types. Panel B shows the average 

number of lobbying institutional investors among the top 10 holders for firms. 
 

 

Panel A: 

 
 

Panel B: 
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Table 1.1 

Lobbying activities of firms 

    This table reports the summary statistics on the corporate lobbying activity of firms from 1998 

to 2016. Panel A presents the lobbying expenses of firms by year. Panel B presents the lobbying 

expenses of firms by Fama-French 12 industry grouping. The table reports the number of firms, 

the number of lobbying firms, the percentage of lobbying firms, as well as the mean, median, and 

total sum of lobbying expenses using the lobbying sample.  
Panel A: Corporate lobbying by year 

  Total # of 

firms 

# of lobbying 

firms  

% of 

lobbying 

firms  

Lobbying expenses ($) 

  Mean Median Total 

1998 2,107 492 23.4% 881,838 197,500 433,864,079 

1999 2,119 514 24.3% 810,591 200,000 416,643,768 

2000 2,063 485 23.5% 858,857 230,000 416,545,749 

2001 2,369 536 22.6% 790,764 200,000 423,849,606 

2002 2,508 571 22.8% 792,077 220,000 452,275,829 

2003 2,559 647 25.3% 815,366 200,000 527,541,526 

2004 2,519 659 26.2% 817,557 210,500 538,770,280 

2005 2,432 673 27.7% 909,381 240,000 612,013,445 

2006 2,400 664 27.7% 1,036,273 275,000 688,085,461 

2007 2,400 701 29.2% 1,088,983 280,000 763,377,337 

2008 2,541 748 29.4% 1,225,240 310,096 916,479,334 

2009 2,608 789 30.3% 1,287,358 313,500 1,015,725,629 

2010 2,564 763 29.8% 1,381,874 320,000 1,054,369,639 

2011 2,586 769 29.7% 1,310,968 320,000 1,008,134,228 

2012 2,577 753 29.2% 1,312,975 325,000 988,670,527 

2013 2,562 751 29.3% 1,302,821 340,000 978,418,858 

2014 2,502 743 29.7% 1,301,667 320,000 967,138,466 

2015 2,491 734 29.5% 1,311,159 350,000 962,390,361 

2016 2,526 710 28.1% 1,235,857 350,000 877,458,184 

Panel B: Corporate lobbying by industry  

  Total # of 

firms 

# of firms that 

lobby 

% of firms 

that lobby 

Lobbying expenses ($) 

  Mean Median Total 

Consumer non-durables 2,267 679 30.0% 1,169,877 300,000 794,346,791 

Consumer durables 1,065 297 27.9% 970,059 180,000 288,107,455 

Manufacturing 4,727 1,405 29.7% 1,138,219 249,000 1,599,198,256 

Energy 1,816 540 29.7% 1,839,746 480,000 993,462,902 

Chemicals 1,164 513 44.1% 813,172 250,000 417,157,106 

Business equipment 7,600 1,825 24.0% 966,804 220,000 1,764,416,740 

Telecommunications 1,300 470 36.2% 2,286,123 394,535 1,074,477,592 

Utilities 1,681 1,060 63.1% 1,259,209 500,000 1,334,761,527 

Shops 4,481 809 18.1% 699,811 220,000 566,147,452 

Healthcare 4,313 1,546 35.8% 1,038,432 240,000 1,605,415,926 

Finance 10,023 1,725 17.2% 1,127,347 394,072 1,944,673,576 

Others 5,996 1,833 30.6% 905,394 220,000 1,659,586,983 
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Table 1.2 

Lobbying activities of institutional investors 

    This table reports the summary statistics on the lobbying activity of institutional investors 

from 1998 to 2016. I rank the institutional investors by their dollar holdings and select the top 

1000 ones in each year. I collect the names of institutional investors in this sample and manually 

search them in the lobbying database to identify the lobbying institutional investors in each year. 

The table reports the total number of institutional investors, the ownership coverage of top 1000 

investors, the number of lobbying institutional investors among the selected investors, as well 

as the mean, median, and total sum of lobbying expenses using the lobbying sample.  
  Total # of 

institutions 

Coverage of top 

1000 institutions 

# of lobbying 

institutions 

Lobbying expenses ($) 

  Mean Median Total 

1998 1,746 98.33% 160 1,313,647 360,000 210,183,542 

1999 1,881 98.15% 165 1,075,844 380,000 177,514,232 

2000 2,052 97.99% 156 1,336,583 440,000 208,506,980 

2001 2,027 98.16% 161 1,156,503 500,000 186,196,905 

2002 2,123 98.01% 163 1,226,322 420,000 199,890,444 

2003 2,209 97.69% 186 1,305,380 380,000 242,800,762 

2004 2,385 97.44% 175 1,204,492 400,000 210,786,134 

2005 2,586 97.06% 175 1,247,721 335,000 218,351,109 

2006 2,828 96.82% 166 1,521,832 445,610 252,624,139 

2007 3,082 96.52% 192 1,592,690 320,000 305,796,524 

2008 3,140 96.75% 196 1,757,995 560,000 344,566,959 

2009 3,090 96.44% 218 1,650,543 390,000 359,818,317 

2010 3,147 96.08% 215 1,844,211 452,000 396,505,311 

2011 3,401 95.60% 221 2,014,461 808,000 445,195,891 

2012 3,587 95.31% 213 1,948,026 850,000 414,929,632 

2013 3,879 94.98% 211 1,833,595 810,000 386,888,568 

2014 4,215 94.72% 209 1,677,006 640,000 350,494,188 

2015 4,356 94.77% 205 1,705,308 605,000 349,588,128 

2016 4,476 94.79% 202 1,597,458 862,500 322,686,421 
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Table 1.3 

Summary statistics for constructed samples 

This table reports the means, medians, standard deviations, number of observations, first 

quartile, and third quartile of key variables. The variables are grouped by three samples: firm-

year, institution-firm-year, and proposal-year. The firm-year sample and institution-firm-year 

sample span from 1998 to 2016. The proposal-year sample spans from 2012 to 2016 because 

lobbying disclosure related proposal resolution becomes available in 2012. All variables are 

winsorized at 1%. The variable definitions and data sources are given in Appendix 1. 
Variable Mean SD p25 p50 p75 N 

Firm-year sample             

  D(Lobbying) 0.30 0.46 0.00 0.00 1.00 36410 

   Log(Lobbying Expense) 3.80 5.84 0.00 0.00 11.00 36410 

  Total IO 0.61 0.30 0.43 0.70 0.85 36410 

  Lobbying IO 0.25 0.15 0.14 0.27 0.37 36410 

  Non-lobbying IO 0.36 0.19 0.24 0.39 0.50 36410 

  Lobbying & LT IO 0.17 0.12 0.08 0.16 0.26 36410 

  Lobbying & ST IO 0.08 0.08 0.02 0.05 0.11 36410 

  Active Lobbying IO 0.21 0.15 0.07 0.22 0.33 36410 

  Non-active Lobbying IO 0.04 0.06 0.00 0.02 0.06 36410 

  # of Lobbying Institutions 4.22 2.09 3.00 4.00 6.00 36410 

  Geographical Constraint 0.67 0.47 0.00 1.00 1.00 35670 

  Managerial Myopic Constraint 0.50 0.50 0.00 0.00 1.00 21850 

  Industrial Constraint 0.55 0.50 0.00 1.00 1.00 36410 

  Log(Total Assets) 7.14 1.59 5.95 6.99 8.16 36410 

  Market-to-Book 2.10 1.47 1.21 1.59 2.37 36410 

  Return-on-Assets 0.01 0.16 0.00 0.04 0.08 36410 

  Book Leverage 0.23 0.21 0.03 0.21 0.36 36410 

  Capx-to-Assets 0.05 0.06 0.02 0.04 0.07 36410 

  Stock Return 0.14 0.53 -0.18 0.08 0.35 36410 

  Log(Total Institutions Lobbying) 18.14 0.71 17.79 18.26 18.61 36410 

Institution-firm-year sample 
            

  D(Common Bills) 0.03 0.17 0.00 0.00 0.00 2386924 

  D(Common Non-Fin Bills) 0.01 0.11 0.00 0.00 0.00 2386924 

  Weight in Institution's Portfolio 0.00 0.00 0.00 0.00 0.00 2386924 

  Log(Corporate Lobbying Expense) 5.66 6.58 0.00 0.00 12.68 2386924 

  Log(Institutional Lobbying Expense) 8.07 6.78 0.00 11.98 14.06 2386924 

  Log(Total Holdings of Institution) 23.62 1.79 22.40 23.73 24.86 2386924 

  D(QIX) 0.61 0.49 0.00 1.00 1.00 2386924 

  # of Constraints 1.63 0.93 1.00 2.00 2.00 1439151 

Proposal-year sample 
            

  Lobbying Disclosure 0.05 0.21 0.00 0.00 0.00 3913 

  Omitted 0.14 0.35 0.00 0.00 0.00 3913 

  Withdrawn 0.22 0.41 0.00 0.00 0.00 3913 

  Voted 0.58 0.49 0.00 1.00 1.00 3913 

  Passed 0.12 0.32 0.00 0.00 0.00 3913 
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Table 1.4 

Corporate lobbying and lobbying institutional ownership 

    This table presents the results examining the effects of lobbying institutional ownership on corporate lobbying activity. Panel A shows the effects 

of lobbying and non-lobbying institutional ownership on corporate lobbying activity. An institutional investor is defined as a lobbying institutional 

investor if it lobbies in a given year. Lobbying IO indicates the institutional ownership of lobbying investors; and Non-lobbying IO indicates the 

institutional ownership of non-lobbying investors. Panel B shows the results using additional measures of institutional lobbying. The model is 

estimated over the 1998–2016 period. Standard errors, ε, are clustered at the firm level and reported in parentheses. The symbols *, **, and *** 

indicate significance at the 10%, 5%, and 1% levels, respectively.  
Panel A: Lobbying vs Non-lobbying 

Dependent Variable D(Lobbying)    Log(Lobbying Expense) 

  (1) (2) (3)   (4) (5) (6) 

Lobbying IO 0.0596* 0.0532** 0.0518**   0.8220* 0.6240** 0.6200** 

  (1.66) (2.30) (2.25)   (1.83) (2.27) (2.28) 

Non-lobbying IO -0.0161 -0.0287* -0.026   -0.2993 -0.3253* -0.2864 

  (-0.64) (-1.77) (-1.62)   (-0.97) (-1.70) (-1.51) 

Log(Total Assets) 0.1410*** 0.0911*** 0.0905***   2.0455*** 1.2263*** 1.2059*** 

  (30.12) (11.38) (11.46)   (31.58) (12.29) (12.46) 

Market-to-Book 0.0243*** 0.0058* 0.0056*   0.3588*** 0.0764** 0.0742** 

  (6.41) (1.90) (1.80)   (7.42) (2.05) (1.97) 

Return-on-Assets -0.1112*** -0.0359* -0.0261   -1.5427*** -0.3731* -0.2535 

  (-4.00) (-1.90) (-1.37)   (-4.47) (-1.68) (-1.14) 

Book Leverage -0.0802*** -0.0392 -0.0469*   -1.4385*** -0.5323* -0.6482** 

  (-3.01) (-1.62) (-1.93)   (-4.27) (-1.81) (-2.20) 

Capx-to-Assets 0.07 -0.0271 -0.0113   0.8558 -0.3424 -0.123 

  (0.76) (-0.39) (-0.16)   (0.74) (-0.41) (-0.15) 

Stock Return -0.0115** -0.0009 -0.0006   -0.1919*** -0.024 -0.0213 

  (-2.36) (-0.25) (-0.18)   (-3.22) (-0.59) (-0.50) 

Log(Institutional Lobbying Expense) 0.0292*** 0.0176** 0.0173**   0.2557** 0.1381 0.1372 

  (3.28) (2.42) (2.36)   (2.26) (1.52) (1.52) 

                

Fixed Effects Industry, Firm, Firm,   Industry, Firm, Firm,  
Year Year Industry-Year   Year Year Industry-Year 

N 36410 35636 35636   36410 35636 35636 

Adj. R-sq 0.26 0.69 0.69 
 

0.31 0.74 0.74 
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Panel B: Alternative measures 

Dependent Variable D(Lobbying)    Log(Lobbying Expense) 

  (1) (2) (3)   (4) (5) (6) 

Active Lobbying IO 0.0578**       0.7446**     

  (2.29)       (2.48)     

Non-active Lobbying IO 0.0307       -0.0287     

  (0.63)       (-0.05)     

Non-lobbying IO -0.0297*       -0.3473*     

  (-1.80)       (-1.79)     

Diff(Lobbying – Non-lobbying)   0.0423**       0.4919**   

    (2.34)       (2.30)   

# of Lobbying Institutions     0.0033**       0.0412** 

      (2.19)       (2.26) 

Total IO   0.0121 -0.0091     0.1489 -0.1074 

    (1.32) (-0.87)     (1.38) (-0.86) 

Log(Total Assets) 0.0911*** 0.0911*** 0.0910***   1.2252*** 1.2261*** 1.2248*** 

  (11.37) (11.38) (11.37)   (12.28) (12.29) (12.28) 

Market-to-Book 0.0058* 0.0058* 0.0058*   0.0775** 0.0763** 0.0764** 

  (1.91) (1.90) (1.90)   (2.08) (2.05) (2.05) 

Return-on-Assets -0.0360* -0.0359* -0.0353*   -0.3740* -0.3729* -0.3648* 

  (-1.90) (-1.90) (-1.87)   (-1.69) (-1.68) (-1.65) 

Book Leverage -0.0391 -0.0392 -0.0387   -0.5302* -0.5319* -0.5257* 

  (-1.62) (-1.62) (-1.61)   (-1.80) (-1.80) (-1.79) 

Capx-to-Assets -0.0274 -0.0271 -0.0281   -0.3505 -0.3418 -0.3523 

  (-0.39) (-0.39) (-0.40)   (-0.42) (-0.41) (-0.42) 

Stock Return -0.0009 -0.0009 -0.0009   -0.0238 -0.0238 -0.0237 

  (-0.25) (-0.25) (-0.25)   (-0.58) (-0.58) (-0.58) 

Log(Institutional Lobbying Expense) 0.0177** 0.0177** 0.0200***   0.1414 0.1386 0.1671* 

  (2.43) (2.43) (2.76)   (1.56) (1.53) (1.84) 

                

Fixed Effects Firm, Year Firm, Year Firm, Year   Firm, Year Firm, Year Firm, Year 

N 35636 35636 35636   35636 35636 35636 

Adj. R-sq 0.69 0.69 0.69 
 

0.74 0.74 0.74 
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Table 1.5 

Causality tests: Russell 1000/2000 index switches 

    This table presents results of causality tests using Russell 1000/2000 index reconstitution. Two popular methods are used to ensure 

the robustness of results. Panel A shows the results following Appel, Gormley, and Keim (2018). Column (1) - (4) exhibit results 

using the entire sample between 1998 and 2016. Column (5) - (8) exhibit results using sample after 2007, from which Russell 

Investments implemented the banding policy. All regressions include year fixed effects. Panel B shows the results following Schmidt 

and Fahlenbrach (2017). All regressions include Fama-French 12 industry dummies and year-fixed effects. The model is estimated 

over the 1998–2016 period. Standard errors, ε, are clustered at the firm level and reported in parentheses. The symbols *, **, and *** 

indicate significance at the 10%, 5%, and 1% levels, respectively.  
Panel A: Method 1 - AGK (2018) 

  Sample Period: 1998 - 2016   Sample Period: 2008 - 2016 

  1st Stage   IV   1st Stage   IV 

  Non-

lobbying IO 

Lobbying 

IO 

  D(Lobbying) Log(Lobbying 

Expense) 

  Non-

lobbying IO 

Lobbying 

IO 

  D(Lobbying) Log(Lobbying 

Expense) 

  (1) (2)   (3) (4)   (5) (6)   (7) (8) 

Lobbying IO*       2.4061** 31.0819**         2.1105* 26.9640** 

        (2.30) (2.43)         (1.92) (1.99) 

R2000 -0.0057 0.0214***         -0.0324* 0.0421***       

  (-0.63) (3.22)         (-1.74) (2.66)       

Log(Market Cap) -0.4453** -0.006   0.3848 3.6241   -0.046 0.1527   -0.5318 -7.2618 

  (-2.27) (-0.04)   (0.80) (0.62)   (-0.18) (0.70)   (-0.85) (-0.94) 

Log(Market Cap) ^ 2 0.0164** 0.0021   -0.013 -0.122   0.0023 -0.0032   0.0192 0.2606 

  (2.43) (0.39)   (-0.77) (-0.59)   (0.27) (-0.43)   (0.90) (0.99) 

Float 0.0002*** 0.0001***   -0.0001 -0.0018   0.0001*** 0.0002***   -0.0001 -0.0017 

  (11.98) (14.57)   (-0.99) (-1.13)   (3.11) (8.44)   (-0.67) (-0.80) 

Band -0.001 -0.0146***   0.0163 0.1693   -0.0197 -0.0180*   0.0537 0.6211 

  (-0.13) (-2.66)   (0.67) (0.56)   (-1.61) (-1.83)   (1.21) (1.13) 

R2000 t-1 0.0082 -0.0076   -0.0529** -0.7185**   0.0167 -0.0103   -0.0407 -0.6069 

  (1.02) (-1.30)   (-2.33) (-2.54)   (1.21) (-0.97)   (-1.36) (-1.63) 

Band  R2000 t-1 0.0039 0.0143**   -0.0189 -0.2138   0.0043 0.0064   -0.0344 -0.4166 

  (0.41) (2.07)   (-0.65) (-0.60)   (0.24) (0.44)   (-0.69) (-0.68) 

                        

Fixed Effect Year Year   Year Year   Year Year   Year Year 

N 12708 12708   12708 12708   6048 6048   6048 6048 

Adj. R-sq 0.06 0.11   0.04 0.04   0.03 0.05   0.03 0.03 
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Panel B: Method 2 - SF (2017) 

  1st Stage   IV 

  𝛥Non-lobbying IO 𝛥Lobbying IO   𝛥Dummy(Lobbying) 𝛥Lobbying IO 

  (1) (2)   (3) (4) 

𝛥IO       0.6013* 7.5255** 

        (1.87) (2.14) 

I1000 - I2000 -0.0057 0.0084***       

  (-1.45) (2.70)       

I2000 - I1000 -0.001 -0.0066**       

  (-0.29) (-2.41)       

𝛥Rank -0.0003 -0.0039***       

  (-0.82) (-11.66)       

𝛥Log(Total Assets) 0.0154*** 0.0029   0.0268* 0.3254** 

  (3.46) (0.79)   (1.87) (2.08) 

𝛥Market-to-Book 0.0019 0.0038***   -0.006 -0.0683 

  (1.58) (4.23)   (-1.38) (-1.45) 

𝛥Return on Assets 0.0287*** 0.0183**   0.0106 0.1597 

  (2.84) (2.32)   (0.32) (0.45) 

𝛥Book Leverage -0.0072 -0.0113   -0.0229 -0.2708 

  (-0.68) (-1.34)   (-0.62) (-0.66) 

𝛥Capx-to-Assets -0.0139 -0.0271   0.0098 0.2275 

  (-0.54) (-1.25)   (0.11) (0.24) 

𝛥Stock Return 0.0065*** 0.0087***   0.0048 0.0428 

  (4.33) (7.08)   (1.07) (0.88) 

            

Fixed Effects Industry, Year Industry, Year   Industry, Year Industry, Year 

N 12747 12747   12747 12747 

Adj. R-sq 0.19 0.26   0.00 0.00  
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Table 1.6 

Subsample analyses: Lobbying constrained firms and long-term institutional investors 

This table presents the results examining the relation between corporate lobbying and lobbying institutional ownership in different subsamples with 

lobbying constraints. I identify three types of lobbying constraints: (1) Geographical; (2) Managerial Myopic; (3) Industrial. Column (1) and (4) in 

each panel show the results examining the effects of lobbying constraints on corporate lobbying activity. Column (2) and (5) show the results of 

subsample of constrained firms. Column (3) and (6) show the results of subsample of non-constrained firms. Standard errors, ε, are clustered at the 

firm level and reported in parentheses. The symbols *, **, and *** indicate significance at the 10%, 5%, and 1% levels, respectively. 

Panel A: Geographical constraint 

Dependent Variable D(Lobbying)    Log(Lobbying Expense) 

  All Sample Constrained 

Sample 

Non-Constrained 

Sample  

  All Sample Constrained 

Sample 

Non-Constrained 

Sample  

  (1) (2) (3)   (4) (5) (6) 

Geographical Constraint -0.0294**       -0.3810**     

  (-2.16)       (-2.19)     

Lobbying & LT IO   0.0579* 0.052     0.7005* 0.713 

    (1.70) (1.06)     (1.73) (1.23) 

Lobbying & ST IO   0.0621 -0.0121     0.6179 -0.1673 

    (1.36) (-0.17)     (1.14) (-0.20) 

Nonlobbying IO   -0.0306 -0.0148     -0.3017 -0.2627 

    (-1.55) (-0.49)     (-1.30) (-0.72) 

Log(Total Assets) 0.1401*** 0.0810*** 0.1057***   2.0368*** 1.0845*** 1.4094*** 

  (29.21) (8.17) (7.49)   (30.29) (8.89) (7.97) 

Market-to-Book 0.0330*** 0.0041 0.0073   0.4812*** 0.0579 0.0946 

  (8.93) (1.17) (1.28)   (10.15) (1.37) (1.33) 

Return-on-Assets -0.2070*** -0.0307 -0.0514   -2.8462*** -0.3214 -0.478 

  (-7.85) (-1.42) (-1.38)   (-8.72) (-1.26) (-1.10) 

Book Leverage -0.0474* 0.0066 -0.1329***   -1.0387*** 0.049 -1.7108*** 

  (-1.74) (0.23) (-3.03)   (-3.00) (0.14) (-3.25) 

Capx-to-Assets -0.1502* -0.0678 0.1714   -1.9415* -0.8209 1.9324 

  (-1.83) (-0.88) (0.98)   (-1.87) (-0.89) (0.92) 

Stock Return -0.0155*** -0.002 0.0035   -0.2483*** -0.0347 0.0196 

  (-3.19) (-0.46) (0.56)   (-4.15) (-0.70) (0.26) 

Log(Total Instituions Lobbying) 0.0341*** 0.0206** 0.0108   0.3093*** 0.1811* 0.0665 

  (3.58) (2.35) (0.82)   (2.58) (1.76) (0.40) 

                

Fixed Effects Year Firm, Year Firm, Year   Year Firm, Year Firm, Year 

N 35670 23332 11594   35670 23332 11594 

adj. R-sq 0.23 0.68 0.69   0.28 0.73 0.74 
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Panel B: Managerial myopia constraint 

Dependent Variable D(Lobbying)    Log(Lobbying Expense) 

  All Sample Constrained 

Sample 

Non-

Constrained 

Sample 

  All Sample Constrained 

Sample 

Non-

Constrained 

Sample 

  (1) (2) (3)   (4) (5) (6) 

Myopia Constraint -0.0470***       -0.5610***     

  (-2.99)       (-2.84)     

Lobbying & LT IO   0.1097** 0.0329     1.1952** 0.4507 

    (2.50) (0.62)     (2.32) (0.71) 

Lobbying & ST IO   0.071 0.025     0.7236 0.4034 

    (1.07) (0.34)     (0.92) (0.46) 

Nonlobbying IO   -0.0513** -0.0461     -0.5311* -0.599 

    (-2.04) (-1.35)     (-1.77) (-1.49) 

Log(Total Assets) 0.1416*** 0.1047*** 0.0949***   2.0804*** 1.3287*** 1.3907*** 

  (23.01) (5.84) (6.75)   (23.93) (5.96) (7.94) 

Market-to-Book 0.0306*** -0.0004 0.0085*   0.4500*** 0.0025 0.1159* 

  (7.74) (-0.09) (1.71)   (8.84) (0.04) (1.89) 

Return-on-Assets -0.1569*** -0.0621* 0.0018   -2.2675*** -0.7251* -0.0364 

  (-4.97) (-1.85) (0.06)   (-5.79) (-1.87) (-0.10) 

Book Leverage 0.0087 -0.1240*** 0.0088   -0.34 -1.4113** 0.0521 

  (0.26) (-2.65) (0.21)   (-0.78) (-2.52) (0.10) 

Capx-to-Assets -0.2391* 0.0557 0.2383   -3.4080** 0.201 3.7131 

  (-1.90) (0.47) (1.15)   (-2.15) (0.15) (1.46) 

Stock Return -0.0147** 0.0035 0   -0.2425*** 0.0309 -0.0189 

  (-2.43) (0.59) 0.00    (-3.23) (0.45) (-0.24) 

Log(Total Institutions Lobbying) -0.0049 -0.0066 0.0367***   -0.227 -0.1537 0.3824** 

  (-0.43) (-0.42) (2.72)   (-1.53) (-0.82) (2.18) 

                

Fixed Effects Year Firm, Year Firm, Year   Year Firm, Year Firm, Year 

N 21850 10398 10697   21850 10398 10697 

adj. R-sq 0.24 0.65 0.70   0.29 0.68 0.76 
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Panel C: Industrial constraint 

Dependent Variable D(Lobbying)    Log(Lobbying Expense) 

  All Sample Constrained 

Sample 

Non-

Constrained 

Sample 

  All Sample Constrained 

Sample 

Non-

Constrained 

Sample 

  (1) (2) (3)   (4) (5) (6) 

Industrial Constraint -0.1638***       -2.1285***     

  (-13.19)       (-13.51)     

Lobbying & LT IO   0.0752** 0.0527     0.8998** 0.7361 

    (2.40) (1.08)     (2.49) (1.25) 

Lobbying & ST IO   0.0757* 0.0071     0.8633* -0.0888 

    (1.74) (0.11)     (1.70) (-0.11) 

Nonlobbying IO   -0.0475*** -0.0198     -0.4877** -0.3513 

    (-2.59) (-0.67)     (-2.27) (-1.00) 

Log(Total Assets) 0.1364*** 0.0734*** 0.1131***   1.9855*** 0.9610*** 1.5450*** 

  (30.70) (7.26) (9.06)   (32.06) (7.71) (9.94) 

Market-to-Book 0.0285*** 0.0037 0.007   0.4216*** 0.0424 0.0978* 

  (7.83) (0.97) (1.58)   (8.99) (0.91) (1.81) 

Return-on-Assets -0.1545*** -0.0525** -0.02   -2.1760*** -0.6101** -0.1382 

  (-5.91) (-2.33) (-0.62)   (-6.75) (-2.31) (-0.37) 

Book Leverage -0.1093*** -0.0637** -0.0186   -1.8417*** -0.7944** -0.3266 

  (-4.18) (-1.97) (-0.53)   (-5.54) (-2.07) (-0.75) 

Capx-to-Assets -0.1101 -0.0338 -0.0448   -1.4251 -0.2178 -0.9841 

  (-1.46) (-0.45) (-0.34)   (-1.49) (-0.24) (-0.62) 

Stock Return -0.0143*** 0.0028 -0.0052   -0.2316*** 0.0273 -0.0872 

  (-3.04) (0.64) (-0.92)   (-3.99) (0.56) (-1.31) 

Log(Total Institutions Lobbying) 0.0310*** 0.0134 0.0237**   0.2755*** 0.1234 0.17 

  (3.77) (1.44) (2.05)   (2.64) (1.12) (1.16) 

                

Fixed Effects Year Firm, Year Firm, Year   Year Firm, Year Firm, Year 

N 36410 19644 15941   36410 19644 15941 

adj. R-sq 0.26 0.67 0.68   0.31 0.71 0.74 
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Table 1.7 

Passage of congressional bills and institutional investors 

    This table presents the results examining the effects of institutional investors on the passage of congressional bills. The dependent 

variables are the dummy variable equal to one if a bill is passed by both chambers in Column (1) - (3) and the dummy variable 

equal to one if a bill becomes a law in Column (4) - (6). D(Institution) is a dummy variable equal to one if a bill is lobbied by at 

least one institutional investors. D(Firm) is a dummy variable equal to one if a bill is lobbied by at least one firm. # of Times 

Lobbied is the number of times a bill is lobbied by all interest groups. The model is estimated over the 1998–2016 period. The 

variable definitions and data sources are given in Appendix 1. Standard errors, ε, are clustered at the firm level and reported in 

parentheses. The symbols *, **, and *** indicate significance at the 10%, 5%, and 1% levels, respectively.  
Dependent Variable D(Passed by Both Chambers)   D(Become a Law) 

  (1) (2) (3)   (4) (5) (6) 

D(Institution)  D(Firm)     0.0190**       0.0183** 

      (2.55)       (2.45) 

D(Institution) 0.0120*** 0.0104*** -0.0033   0.0112*** 0.0101*** -0.0031 

  (3.49) (3.05) (-0.52)   (3.26) (2.94) (-0.49) 

D(Firm) -0.0002 -0.0014 -0.004   -0.0017 -0.0023 -0.0048* 

   (-0.07) (-0.52) (-1.39)   (-0.64) (-0.86) (-1.67) 

# of Times Lobbied 0.0009*** 0.0008*** 0.0008***   0.0008*** 0.0007*** 0.0007*** 

  (30.27) (25.14) (24.43)   (26.87) (21.35) (20.70) 

                

Congress FE Congress, Congress, Congress,   Congress, Congress, Congress, 

  Sponsor Sponsor Sponsor   Sponsor Sponsor Sponsor 

N 58316 58228 58228   58316 58228 58228 

adj. R-sq 0.02 0.07 0.07   0.02 0.06 0.06 

  



 

41 

 

Table 1.8 

Channel #1: Common bills by institutional investors and firms 

    This table presents the results examining the channel that institutional investors lobby the same bills with the firms they hold. The dependent 

variable is an indicator variable on whether two parties lobby for the same bills in t+1. Panel A presents the results using all Congressional bills. 

Panel B presents the results using non-financial bills. Column (1) uses the entire sample. Column (2) - (5) use different subsamples of firms with 

lobbying constraints and institutional investors with long-term perspectives.  Standard errors, ε, are double clustered at the firm and institution level 

and reported in parentheses. The symbols *, **, and *** indicate significance at the 10%, 5%, and 1% levels, respectively.  
Panel A: All bills in lobbying data 

  All Sample LT Institution & 

Constrained Firms 

LT Institution & Non-

constrained Firms 

ST Institution & 

Constrained Firms 

ST Institution & Non-

constrained Firms 

  (1) (2) (3) (4) (5) 

Weight in Institution's Portfolio 0.9616*** 1.2986*** 0.9959* 0.3072 0.1302 

  (2.83) (2.75) (1.70) (1.11) (0.29) 

Log(Institutional Lobbying Expense) 0.0020*** 0.0021*** 0.0040*** 0.0018*** 0.0029*** 

  (6.21) (5.22) (5.65) (4.53) (3.97) 

Log(Corporate Lobbying Expense) 0.0017*** 0.0022*** -0.0004 0.0013*** -0.0005 

  (6.00) (6.10) (-0.51) (4.85) (-0.80) 

Log(Total Holdings of Institution) -0.0041 -0.0135*** -0.0211*** -0.002 -0.0021 

  (-1.51) (-2.66) (-3.05) (-0.89) (-0.59) 

Log(Total Assets) 0.0025 0.0043* 0.0084 0.001 0.0012 

  (1.19) (1.90) (0.92) (0.55) (0.16) 

Market-to-Book -0.0008 0.0002 0.0012 -0.0004 0.0006 

  (-0.78) (0.15) (0.46) (-0.44) (0.31) 

Return-on-Assets 0.0165** 0.0183** 0.0167 0.0147** 0.0123 

  (2.27) (2.21) (0.52) (2.07) (0.50) 

Book Leverage -0.0061 0 -0.027 -0.0051 -0.0267 

  (-0.86) (0.01) (-0.80) (-0.73) (-1.06) 

Capx-to-Assets 0.0881*** 0.1026*** -0.2003 0.0829*** -0.1709 

  (3.53) (3.61) (-1.30) (3.40) (-1.42) 

Stock Return 0.0011 -0.0006 -0.0002 0.0014 0.0027 

  (0.92) (-0.44) (-0.02) (1.20) (0.61) 

            

Fixed Effects Institution, Institution, Institution, Institution, Institution, 

  Firm, Firm, Firm, Firm, Firm, 

  Year Year Year Year Year 

N 2386913 1348692 119125 840807 78228 

adj. R-sq 0.206 0.218 0.28 0.191 0.247 
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Panel B: Non-financial bills 

  All Sample LT Institution & 

Constrained Firms 

LT Institution & Non-

constrained Firms 

ST Institution & 

Constrained Firms 

ST Institution & Non-

constrained Firms 

  (1) (2) (3) (4) (5) 

Weight in Institution's Portfolio 0.6194*** 0.8753*** 0.6303* 0.1262 0.2418 

  (2.76) (2.60) (1.84) (0.78) (1.00) 

Log(Institutional Lobbying Expense) 0.0003** 0.0003 0.0009*** 0.0004** 0.0007* 

  (2.15) (1.37) (2.80) (2.04) (1.91) 

Log(Corporate Lobbying Expense) 0.0004*** 0.0006*** -0.0003 0.0003*** -0.0003 

  (3.98) (4.20) (-0.82) (3.08) (-1.25) 

Log(Total Holdings of Institution) -0.0026* -0.0097*** -0.0158*** -0.0009 0.0004 

  (-1.78) (-3.27) (-3.11) (-0.66) (0.17) 

Log(Total Assets) 0.0011 0.0017 0.0035 0.0008 0.0013 

  (1.08) (1.51) (0.67) (1.03) (0.34) 

Market-to-Book -0.0019*** -0.0015** -0.002 -0.0012** -0.0014* 

  (-3.21) (-1.98) (-1.35) (-2.38) (-1.66) 

Return-on-Assets 0.0049 0.0080** -0.0068 0.0033 -0.0048 

  (1.42) (2.01) (-0.37) (1.12) (-0.42) 

Book Leverage -0.0057* -0.0041 -0.0015 -0.0064** -0.0057 

  (-1.70) (-1.10) (-0.09) (-2.09) (-0.55) 

Capx-to-Assets 0.0399*** 0.0508*** -0.1335* 0.0328*** -0.057 

  (3.42) (3.46) (-1.81) (3.17) (-1.08) 

Stock Return 0.0018*** 0.0009 -0.0038 0.0023*** -0.0009 

  (3.26) (1.45) (-1.42) (3.48) (-0.62) 

            

Fixed Effects Institution, Institution, Institution, Institution, Institution, 

  Firm, Firm, Firm, Firm, Firm, 

  Year Year Year Year Year 

N 2386913 1348692 119125 840807 78228 

adj. R-sq 0.125 0.138 0.188 0.113 0.158 
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Table 1.9 

Channel #2: Shareholder proposals on lobbying disclosure and institutional ownership 

    This table presents results of the outcomes of lobbying disclosure proposals compared to those 

of other type proposals on the institutional ownership. The dependent variables are indicators of 

whether the proposal is omitted, withdrawn, voted, and passed. Column (1) - (4) examine the 

outcomes of being a lobbying disclosure related shareholder proposal. Column (5) shows the 

result of the effect of institutional ownership on the passage of shareholder proposals. All 

regressions include firm-fixed as well as year-fixed effects. The model is estimated over the 

2012–2016 period because lobbying disclosure related proposal started available in 2012. The 

variable definitions and data sources are given in Appendix 1. Standard errors, ε, are clustered 

at the firm level and reported in parentheses. The symbols *, **, and *** indicate significance 

at the 10%, 5%, and 1% levels, respectively.  
  Omitted Withdrawn Voted Passed Passed 

  (1) (2) (3) (4) (5) 

Lobbying Disclosure x Lobbying IO         -0.4258* 

          (-1.77) 

Lobbying Disclosure x Non-lobbying IO         (0.13) 

          (-0.66) 

Lobbying Disclosure -0.1485*** 0.03  0.1666*** -0.0648*** 0.14  

  (-8.25) (0.85) (4.85) (-3.31) (1.36) 

Lobbying IO 0.04  -0.3343** 0.3126* 0.11  0.13  

  (0.31) (-2.19) (1.80) (0.54) (0.63) 

Non-lobbying IO (0.09) 0.09  0.01  0.09  0.09  

  (-0.71) (0.72) (0.04) (0.50) (0.50) 

Log(Total Assets) 0.00  (0.03) 0.06  (0.05) (0.06) 

  (0.12) (-0.61) (1.15) (-0.99) (-1.11) 

Market-to-Book 0.00  (0.01) 0.01  (0.04) (0.04) 

  (0.08) (-0.68) (0.57) (-1.62) (-1.64) 

Return-on-Assets 0.2635** 0.02  (0.25) 0.5133*** 0.5206*** 

  (2.07) (0.13) (-1.20) (2.96) (2.99) 

Book Leverage (0.08) (0.13) 0.12  0.02  0.02  

  (-0.83) (-0.92) (0.73) (0.12) (0.15) 

Capx-to-Assets 0.20  0.24  (0.43) (0.50) (0.52) 

  (0.60) (0.47) (-0.66) (-0.83) (-0.85) 

Stock Return (0.02) 0.02  0.03  0.02  0.02  

  (-0.64) (0.46) (0.83) (0.43) (0.45) 

Log(Institutional Lobbying Expense) 0.01  0.0141*** -0.0208*** (0.01) (0.01) 

  (1.58) (4.14) (-2.91) (-1.43) (-1.39) 

            

Fixed Effects Firm, Year Firm, Year Firm, Year Firm, Year Firm, Year 

N 3698 3698 3698 2073 2073 

adj. R-sq 0.091 0.106 0.106 0.409 0.409 
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Appendix 1. Variable definition and description 

Variables Definition 

a. Firm-year sample 

D(Lobbying) Indicator variable equal to one if a firm lobbies in a given year 

𝛥D(Lobbying) The change of D(Lobbying) between t and t-1 

 Log(Lobbying Expense) The logarithm of total lobbying expenditure incurred by a firm in 

a given year 

𝛥Log(Expense) The change of Log(Lobbying Expense) between t and t-1 

Total IO The ratio of total institutional ownership in 13F divided by total 

shares outstanding of firms 

Lobbying IO The ratio of ownership by lobbying institutional investors divided 

by shares outstanding, where lobbying institutional investors are 

defined as those that lobby in a given year 

Non-lobbying IO The ratio of ownership by non-lobbying institutional investors 

divided by shares outstanding, where non-lobbying institutional 

investors are defined as those that do not lobby in a given year 

Lobbying & LT IO The ratio of ownership by long-term lobbying institutional 

investors divided by shares outstanding, where lobbying 

institutional investors are defined as those that lobby in a given 

year and long-term institutional investors are defined as those are 

categorized as quasi-indexer according to Bushee (2001) 

Lobbying & ST IO The ratio of ownership by short-term lobbying institutional 

investors divided by shares outstanding, where lobbying 

institutional investors are defined as those that lobby in a given 

year and short-term institutional investors are defined as those are 

categorized not as quasi-indexer according to Bushee (2001) 

Active Lobbying IO The ratio of ownership by active lobbying institutional investors 

divided by shares outstanding, where active lobbying institutional 

investors are defined as those that continuously lobby for three 

years between t and t-2 

Non-active Lobbying IO The ratio of ownership by active lobbying institutional investors 

divided by shares outstanding, where non-active lobbying 

institutional investors are defined as those belong to lobbying 

institutional investors but not to active lobbying institutional 

investors 

# of  Lobbying 

Institutions 

The number of lobbying institutional investors among the Top 10 

holders for a firm in a given year 
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D(Geographical 

Constraint) 

Indicator variable equal to one if a firm's headquarter locates 

outside of a radius of 300 miles from Washington DC 

D(Mypoia Constraint) Indicator variable equal to one if a firm's R&D expenses at year t 

is less than the median value in the sample 

D(Industrial Constraint) Indicator variable equal to one if a firm is in an industry with 

lobbying participation rate with less than the median value in the 

sample 

I1000 - I2000 Indicator variable equal to one if a firm was included in Russell 

1000 index in t-1 and in Russell 2000 index in t 

I2000 - I1000 Indicator variable equal to one if a firm was included in Russell 

2000 index in t-1 and in Russell 1000 index in t 

𝛥Rank The change in rank of index constituents based on raw market 

capitalization in May t 

𝛥Lobbying IO The change in lobbying institutional ownership 

𝛥Non-lobbying IO The change in non-lobbying institutional ownership 

Log(Total Assets) The logarithm of total assets 

Market-to-Book Market value of total assets divided by the book value of assets 

Return-on-Assets Income before extraordinary items divided by total assets 

Book Leverage Total debt divided by total assets 

Capx-to-Assets Capital expenditure divided by total assets 

Stock Return Monthly CRSP return aggregated over calendar year 

Log(Total Institutions 

Lobbying) 

The logarithm of total lobbying expenditure incurred by all 

institutional investors of a firm in a given year 

b. Institution-firm-year sample 

D(Common Bills) Indicator variable equal to one if a firm and an institutional investor 

lobby for the same bills 

D(Common Non-Fin 

Bills) 

Indicator variable equal to one if a firm and an institutional investor 

lobby for the same non-financial bills 

Log(Total Holdings of 

Institution) 

The logarithm of an institutional investor's total holdings of all 

firms it holds 

Weight in Institution's 

Portfolio 

The ratio of holdings of a firm by an institutional investor to the 

institutional investor's total holdings 

Log(Institutional 

Lobbying Expense) 

The logarithm of total lobbying expenditure incurred by an 

institutional investor in a given year 

D(QIX) Indicator variable equal to one if an institutional investor is 

categorized as a quasi-indexer according to Bushee (2001) 

# of Constraints Number of lobbying constraints a firm has 

c. Proposal-year sample 

Lobbying Disclosure Indicator variable equal to one if a shareholder proposal is related 

to lobbying disclosure 

Omitted Indicator variable equal to one if a shareholder proposal is omitted 

Withdrawn Indicator variable equal to one if a shareholder proposal is 

withdrawn 

Voted Indicator variable equal to one if a shareholder proposal is voted 

Passed Indicator variable equal to one if a shareholder proposal is passed 
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2. ETHICS AND CORPORATE LOBBYING 

 

2.1. Introduction 

“I would say, ‘When you’re done working on the Hill, we’d very much like you to 

consider coming to work for us.’ The moment I said that, we owned them. Every request 

from our office, everything that we want, they’re gonna do.” 

 

           — Jack Abramoff, Former Lobbyist 

 

The prosecution and guilty pleas of lobbyist Jack Abramoff brought into the public eye 

the importance of government intervention through lobbying regulation, ethics rules, and 

regulatory enforcement mechanisms. Prior literature has documented that lobbying can be an 

important source of firm value (e.g. Chen, Parsley, and Yang, 2015; Hill, Kelly, and Van Ness, 

2013). However, the concern highlighted by the Abramoff case is that isolating unethical 

practices within a firm’s lobbying activity can be difficult for outsiders to observe. In another 

high profile case, Connecticut Governor John Rowland plead guilty in 2004 to federal charges 

related to ethics violations, admitting he had accepted improper gifts and gratuities from a 

government contractor.7 More recently, Sandia Corporation, a subsidiary of Lockheed Martin, 

illegally lobbied for an extension of its management contract. Sandia and Lockheed had an 

extensive lobbying plan that targeted then Energy Secretary -- Steven Chu, his family, friends 

and former colleagues, as well as key members of Congress between 2008 and 2012 to block 

other firms from competing for a $2.4 billion a year contract. These incidents highlight both the 

 
7 https://www.wileyrein.com/newsroom-newsletters-item-554.html 
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value of lobbying and ease with which firms could slip into unethical behavior in efforts to gain 

a competitive advantage. In this paper, we study the effects of government regulation intending 

to mitigate unethical corporate lobbying practices.  

While ethical lobbying can serve to rightly inform politicians who are awarding contracts 

or developing legislation that will impact markets, unethical lobbying practices can unfairly bias 

their decisions. Furthermore, the unethical lobbying practices of some firms could adversely 

impact the lobbying practices of other more ethical firms. First, the opacity of the lobbying 

process can impede fair competition and put at a disadvantage firms that engage in ethical 

lobbying. Second, this disparity among firms that lobby leads to inefficient information flow 

from firms to lawmakers. Firms that choose to lobby ethically must incur additional cost to 

compete with unethical lobbying firms. Thus, the existence of unethical lobbying practices by 

some can affect corporate lobbying decisions by others.  

One empirical challenge to examining the impacts of unethical lobbying practices on 

firms is that many lobbying practices, especially unethical ones, are unobservable. It is difficult 

to know how widespread unethical lobbying practices are and how the pervasiveness of unethical 

practices affects firms’ political activities and/or shareholder value. To address this issue, we 

investigate the effects of the introduction of the Honest Leadership and Open Government Act of 

2007 (HLOGA), enacted to mitigate unethical practices in lobbying. The HLOGA improved the 

transparency, efficiency, and equality of the lobbying process. It disconnected the unethical 

bonds between lobbyists and policymakers by introducing more restrictive ethics rules. It also 

improved the lobbying disclosure system to make it more frequent and publicly accessible. 
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Barack Obama declared the HLOGA to be “the most sweeping ethics reform since Watergate”. 8 

Because the passage of the bill is unrelated to firms’ characteristics and their prior lobbying 

decisions, we use it as an exogenous shock to unethical lobbying practices. 

We start by examining the market reaction to the HLOGA by lobbying firms. If the new 

regulation had no teeth, we would expect no significant reaction or even a negative reaction if 

the additional regulations simply led to more cost for lobbying firms. However, if the market 

perceives the reforms to be impactful, we expect a positive (negative) reaction on firms with 

ethical (unethical) lobbying practices by shareholders. We calculate the 3-day (-1, +1) 

cumulative abnormal returns (CARs) around the date that both the House and the Senate passed 

the bill (August 2, 2007) for all firms in the S&P 1500 index in each year between 2000 and 

2012. We find that lobbying firms, on average, experience positive and significant CARs of 

0.47% in response to this regulatory reform. The effect is stronger for firms with lobbying 

activity. The results suggest that the HLOGA effectively addressed unethical lobbying practices 

prevalent in the market in a manner beneficial to the average firm.  

We then investigate whether the shareholder reaction varied by the likelihood that the 

firm engaged in unethical activity. If some firms had gained a competitive advantage through 

unethical lobbying practices, we expect the HLOGA to have had a negative effect on their firm 

value given that the reform illuminated any unethical bonds with politicians by imposing greater 

restrictions on lobbying behavior and by increasing transparency through more frequent 

disclosure requirements. We use several proxies to measure firms’ propensity to engage in 

 

8 https://www.opensecrets.org/news/2015/01/coming-out-of-the-cool-as-congress-convenes-former-colleagues-will-

soon-be-calling-from-k-street/ 

 

https://www.opensecrets.org/news/2015/01/coming-out-of-the-cool-as-congress-convenes-former-colleagues-will-soon-be-calling-from-k-street/
https://www.opensecrets.org/news/2015/01/coming-out-of-the-cool-as-congress-convenes-former-colleagues-will-soon-be-calling-from-k-street/
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unethical lobbying. First, we identify firms that had enforcement actions by the SEC for 

accounting and auditing issues. Second, we consider firms with the low CARs around the date 

that Jack Abramoff plead guilty based on Borisov, Goldman, and Gupta (2015). Third, we 

identify firms that hired members of Abramoff’s team as lobbyists. We find that firms more 

likely to engage in unethical lobbying did indeed exhibit significantly negative CARs in response 

to the passage of the HLOGA.  

We also explore the role of political experience on a firm’s board. Having politically 

connected directors (PCDs) on the board can provide several benefits to firms when the lobbying 

environment changes. First, through their knowledge, connections and experience with the 

political system and processes they can help firms to comply with the new regulations. Second, 

PCDs’ experience can also help to shape the firm’s lobbying strategy in the new regulatory 

environment. Third, the inclusion of PCDs can also signal stronger firm reputation because 

PCDs may be less likely to join unethical firms because of career concerns. Consistent with these 

benefits from PCDs, we find that companies with PCDs have significantly greater CARs in 

response to the passage of the HLOGA.  

Next we examine firms’ response to the new regulation. Specifically, we examine 

corporate lobbying activities and the use of PCDs following the HLOGA. We find the response 

to this reform varies across firms. Some firms lobby actively and strategically but others lobby 

only occasionally when they target specific issues. We define active lobbying firms as those that 

report lobbying activity each year from 2002 to 2006 and non-active lobbying firms as those that 

occasionally lobby between 2002 and 2006. By way of example, Alphabet (Google) has lobbied 

every year in our sample, and thus is labeled as an active lobbying firms. Raymond James 

Financial, however, only lobbied in 2003, 2011, and 2015, and thus is labeled as a non-active 
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lobbying firm. Kerr, Lincoln, and Mishra (2014) show that companies become more effective at 

lobbying over time, as they learn more information about the process and the most effective 

ways to pursue their interests. Thus, active lobbying firms are likely to be fully informed about 

how much they need to spend to receive privileges and how much they have over-paid to 

compete with unethical competitors. Whereas non-active lobbying firms are likely less skilled 

and experienced at lobbying practices and are thus less informed and thus less willing to compete 

in an opaque lobbying environment.   

Following the HLOGA, we expect active lobbying firms to reduce their lobbying 

expenditures as the cost to compete with unethical lobbying firms is reduced or eliminated. In 

contrast, non-active lobbying firms may now have incentives to lobby more because of the more 

ethical lobbying environment. This is illustrated in more detail in a model in the Appendix 2.1. 

To empirically test our argument, we compare the corporate lobbying activities before and after 

the HLOGA for active vs non-active lobbying groups using a difference-in-difference (DiD) 

model with propensity score matching (PSM). We define active lobbying firms as the treatment 

group and non-active lobbying firms as the control group. Using different measures of corporate 

lobbying including total lobbying expenditures, number of registrants, number of issues, and 

number of lobbyists, we show robust and consistent results that active lobbying firms are more 

likely to decrease their lobbying activities after the exogenous reduction of unethical lobbying 

practices. In unreported results, we find evidence that non-active lobbying firms significantly 

increased their lobbying activities after the reform. 

Finally, we investigate the effects of the HLOGA on the use of PCDs. The earlier finding 

that shareholders reacted more favorably to the new reforms when the firm had PCDs indicates 

their value to firms that lobby. We argue that the exogenous change in lobbying ethics standards 
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leads to an increase in demand for PCDs, particularly for active lobbying firms, because the 

political knowledge of PCDs allows them to more precisely monitor management to ensure 

compliance with the new regulations and to deter any unethical practices. In addition, their 

political connections and insight can help firms lobby more efficiently. Moreover, given the 

limited supply of PCDs, career concerns could drive PCDs to be more likely to join firms with a 

stronger ethical reputation. As a result, we expect that lobbying firms, especially active lobbying 

firms, hire more PCDs than non-lobbying firms do after the passage of the HLOGA.  

To investigate the causal relation between the exogenous change from the lobbying 

reform and the use of PCDs, we utilize another DiD setting. For this test, we define lobbying 

firms as the treatment group and firms that never lobby during our sample as the control group. 

We find evidence that lobbying firms hire significantly more PCDs compared with the non-

lobbying firms after the passage of the HLOGA. Next, we partition the treatment group into 

either active vs non-active lobbying firms or those with a good vs bad ethical reputation, where 

we measure ethical reputation using the CARs around the HLOGA passage (negative CAR is 

labeled as bad reputation). The results are more pronounced for firms characterized by active 

lobbying or good ethical reputation. Thus, the more ethical lobbying environment brought on by 

the HLOGA also increases the value of PCDs for firms in which lobbying is an important 

strategic component. 

The remainder of the paper proceeds as follows. Section 2 provides the related literature 

and contribution. Section 3 discusses the data and institutional details. Section 4 describes our 

methodology and research hypotheses. Section 5 discusses our findings, and section 6 concludes. 

 

2.2. Literature review and contributions 
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A large literature studies the role and influence of corporate lobbying. Lobbying is one of 

the most important means through which firms can affect government decisions. Lobbying has 

been documented to provide tax policy benefits (Richter, Samphantharak, and Timmons, 2009), 

prevent corporate fraud detection (Yu and Yu, 2012), influence visa and trade policy (Kerr, 

Lincoln, and Mishra, 2014), increase the likelihood of receiving government stimulus funds 

(Adelino and Dinc, 2014), and affect the outcome of employment litigations (Unsal, Hassan, and 

Zirek, 2017). Lobbying engagement is also positively related to market and accounting measures 

of firm performance (Chen, Parsley, and Yang, 2015). The annual excess returns of lobbying 

firms are higher than those of non-lobbying firms (Hill, Kelly, and Van Ness, 2013) indicating 

that lobbying is valuable to shareholders. It is likely that at least some part of the value from 

lobbying may arise from potentially unethical arrangements between firms and policymakers. 

Borisov, Goldman, and Gupta (2015) document that a firm that spent $100,000 more on 

lobbying between 2004 and 2006 experienced a loss of about $1.2 million in shareholder value 

when the lobbyists Jack Abramoff plead guilty. 

Another mechanism that firms employ to access to political resources is the use of 

politically connected directors. Political connections are a widespread phenomenon in many 

countries (Fisman, 2001; Faccio, 2006). Agrawal and Knoeber (2001) find that companies in 

industries with larger government dealings tend to have a larger number of politically connected 

directors. Political connections are linked to profit maximization of firm value through 

preferential taxation policy (De Soto, 1998), preferential treatment by government-owned 

enterprises and procurement (Dinc, 2005; Goldman et al, 2013), and preferential bailout 

treatment (Faccio, Masulis, and McConnell, 2006). Furthermore, the announcement returns for 

politically connected director appointments are significantly positive (Goldman, Rocholl, and So, 
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2009). However, Kang and Zhang (2017) find that politically connected directors are also 

associated with poorer operating performance and more negative merger announcement returns.  

Our research has three contributions and important policy implications. First, we are the 

first to document that the unethical lobbying practices generates externalities to firms that engage 

in ethical lobbying. Using an exogenous regulatory reform to reduce the unethical lobbying, we 

find that the average lobbying firm benefited from a more ethical lobbying environment. Prior to 

the reform, unethical lobbying practices increased the cost and introduced obstacles for ethical 

lobbying firms accessing to political assets. Second, our study sheds light on the heterogeneity of 

firms’ lobbying behaviors. Although both active and non-active lobbying firms benefited from 

the reform, they had different responses in their lobbying activities. Active lobbying firms saved 

the costs to compete with unethical lobbying, whereas non-active lobbying firms increased their 

lobbying engagements to enjoy a better lobbying environment. Third, our study helps better 

understand the relationship between different corporate political activities. Lobbying firms hired 

more politically connected directors following the reforms, perhaps for their greater ability to 

help with compliance and strategy development.  

 

2.3. Institutional background and data 

2.3.1. The Honest Leadership and Open Government Act of 2007 

The US House of Representatives and the Senates proposed about 20 lobbying-related 

bills with floor action introduced in the Congress between 2006 and 2007 to improve the US 

legislative process (Borisov, Goldman, and Gupta, 2015). The Honest Leadership and Open 

Government Act of 2007 (HLOGA) is the only bill to have become law. The HLOGA was 

adopted by a vote of 411-to-8 in the House on July 31, 2007, and approved by the Senate days 
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later by a vote of 83-to-14 on August 2. In addition to amending congressional ethics rules, the 

lobbying reform package provides statutory amendments to the Lobbying Disclosure Act, the 

Federal Election Campaign Act, the Ethics Reform Act, the Indian Self-Determination and 

Education Assistance Act, the Foreign Agents Registration Act and revises the congressional 

pension provisions in the Civil Service Retirement System.  

The HLOGA attempts to mitigate unethical practices and improve the legislative system 

via two major channels: the disclosure reporting system and the bond between lobbyists and 

government officials. For the disclosure channel, the law requires lobbying disclosure to be filed 

more often from a semi-annual basis to a quarterly basis. Lobbying disclosures are required in 

both the Senate and House to be filed electronically and to be publicly accessible in the internet 

database. Lobbyists are required to certify not giving gifts or travel that would violate Senate or 

House ethics rules. It also requires the bundling disclosure to the Federal Election Commission 

when lobbyists bundle over $15,000 semiannually in campaign contributions for any federal 

elected official, candidate (including Senate, House and Presidential), or leadership PAC. The 

civil penalty for violating the LDA increased from $5,000 to $200,000, and a criminal penalty of 

up to five years was imposed. The improved disclosure makes lobbying activities more 

transparent to the public and facilitates monitoring.  

Regarding the bond between lobbyists and government officials, the law prohibits 

lobbyists from giving any gifts (including paying for travel expenses) to members of Congress (a 

violation of House and Senate ethics rules). The law increases the revolving door cool-off period 

for Senators from 1 to 2 year before they can engage in lobbying. Other staff and employees on 

the executive and legislative branch of the House and Senate are also affected. 
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The influence of the HLOGA on corporations which engage in lobbying would be 

substantial. The mitigation of unethical practices between lobbyists and government officials 

provide corporations with a better lobbying environment with equality and transparency. It is 

important for our study that this bill affects all firms that engage in lobbying so that we can shed 

light on the ethics of corporate lobbying.  

2.3.2. Data 

Lobbying data is from the Center for Responsible Politics (CRP).9 The data contains the 

lobbying expenses of individuals, corporations, and organizations for specific bills in the United 

States. The data spans from 1998 to 2015. For each calendar year, we calculate total lobbying 

expenditures, total number of lobbying reports filed, total number of registrants (i.e. lobbyists), 

total number of issues lobbied, and total number of lobbyists hired per firm-year. We also collect 

the information of lobbyist who were close associates of Abramoff from Wikipedia10. 

Data on board of directors is from BoardEx. Its coverage starts in 2000. BoardEx 

contains detailed information on board structure and member profiles. It records the employment 

history and prior job title of board members. We search directors’ prior work experience 

including firm name, organization type, role name, and the starting and ending time of 

employment to identify their political experience. Specifically, we define a director as a 

politically connected if s/he worked in government agencies prior to being appointed to the 

firm’s board. We also define a director as a senior politically experienced director if s/he was a 

 
9 www.opensecrets.org/lobbying 

10 https://en.wikipedia.org/wiki/Team_Abramoff 



 

56 

 

former senior politician at a senior position.11 We aggregate the number of politically connected 

directors and senior politically connected directors at firm-year level.  

We collect daily stock returns from CRSP and firm characteristics from CRSP/Compustat 

Merged data. CRSP data spans from 2006 to 2007. CRSP/Compustat Merged data spans from 

2000 to 2012. We also collect the S&P 1500 index constituents between 2000 and 2012 from 

Compustat. SEC action data is collected from the SEC Accounting and Auditing Enforcement 

Release.  

2.3.3. Sample for event study 

We start with companies included in the S&P 1500 index between 2000 and 2012. We 

merged the lobbying data with CRSP and BoardEx data to construct our sample for the event 

study. We require firms to be in trading (in CRSP) at the event date of August 2, 2007. To be 

included in our sample, we require the financial data and information of board of directors be 

available in CRSP/Compustat Merged data and BoardEx data. To identify lobbying firms, we 

calculate the lobbying expenditures form 2002 to 2006, the 5 years before our event of 2007. We 

refer to firms that report the lobbying expenditures of $10,000 and more between 2002 and 2006 

as the “lobbying sample”, whereas the remaining firms as “non-lobbying sample”. We further 

 
11 List of senior positions: Ambassador, Assistant Attorney, Assistant Commissioner, Assistant Director, Assistant 

Secretary, Attorney General, Chairwoman, Chief of Staff, Commander, Commission Chairman, Commissioner, 

Committee Chairman, Congressman, Congresswoman, Deputy Assistant Secretary, Deputy Chairman, Deputy Chief 

of Staff, Deputy Commissioner, Deputy Director, Deputy Mayor, Deputy Minister, Deputy Secretary, Deputy 

Undersecretary, Diplomat, Executive President, First Lady, General Governor, Judge, Major, Mayor, President, 

Representative, Secretary, Secretary General, Secretary of State, Senator, Senior Judge, Superintendent, 

Undersecretary, Undersecretary of State. 
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separate the lobbying sample into different subgroups according to their degree of lobbying. We 

define a firm in the active lobbying sample with high degree of lobbying if it continuously 

lobbies every year between 2002 and 2006 and in the non-active lobbying sample with low 

degree of lobby if it occasionally lobbies between 2002 and 2006.12  

Table 2.1 shows the yearly distribution of lobbying activity and politically connected 

directors between 2002 and 2012. Panel A presents all firms. The percentage of firms that lobby 

continuously increases from 27.22% to 38.81%; the average lobbying expenditure per firm 

climbed from $251,947 to $571,279; the average number of registrants and lobbyists hired by 

firm increased and hit 0.63 and 2.11 in 2007 respectively and declined afterward. In terms of 

politically connected directors, the percentage of firms with at least one politically connected 

directors increased from 23.41% to 45.33%; the average number of politically connected 

directors increased from 0.32 to 0.74. Panel B exhibits lobbying firms. The average lobbying 

expenditure per firm climbed from $925,568 to $1,472,102; the average number of registrants 

hired by firm increased before 2007 and decreased afterward; the average number of lobbyists 

hired by firm is stabilized around 6.5 before 2007 and declined afterward. In terms of politically 

connected directors, the percentage of firms with at least one politically connected directors 

increased from 38.23% to 62.75%; the average number of politically connected directors 

 
12 We also categorize firms that lobby in two more different way. The results are not shown in the draft and are 

available upon requests. We define a firm in the high lobbying sample if its aggregate lobbying expenditure exceeds 

the median value of the sample and in the low lobbying sample if the value is less than the median value. We also 

define a firm in the high lobbying ratio sample if its aggregate lobbying expenditure scaled by the total asset in 2006 

exceeds the median value of the sample and in the low lobbying ratio sample if the ratio is smaller than the median 

value of the sample. 



 

58 

 

increased from 0.59 to 1.18. Taken together, it seems that there is a turning point for the 

corporate lobbying activity around year 2007, and firms continuously hire more politically 

connected directors along the period we study. 

We construct the 3-day abnormal returns for each firm around the event dates using the 

Fama-French three-factor model. To better understand the true market reactions on the HLOGA 

of 2007, we repeat the event study for different dates which are relevant to this regulatory 

reform: Introduction (January 4, 2007); Passed Senate (January 18, 2007); Passed House with 

Changes (July 31, 2007); and Senate Agreed to Changes (August 2, 2007).13 The details of 3-day 

cumulative abnormal returns (CARs) for each dates are exhibited in Table 2.2. The lobbying 

sample had positive and significant abnormal returns at all event dates except for the introduction 

day, and the non-lobbying sample only had significant abnormal returns at the day Senate passed 

the bill. The difference of mean value is significant at the day both Senate and House passed the 

HLOGA. To sum up, the market reactions for lobbying sample on this regulatory reform on 

lobbying and government ethic rule are positive overall, which provide supporting evidence that 

an improved legislative system benefits lobbying firms.  

In our empirical analysis, we choose the day both Senate and House passed the bill 

(August 2, 2007) as our primary event date for the following reasons. First, there were plenty of 

lobbying-related bills in 2007, and it is uncertain whether one of them and which will become a 

law. The US House of Representatives and the Senates proposed about 20 lobbying-related bills 

with floor action, introduced in the Congress between 2006 and 2007. Although the House bills 

 
13 Because the day “Passed House with Change” and day “Senate Agreed to Changes” are of most information and 

the two days are within a week, we also calculate a 5-day abnormal returns for each firm in that week. 
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contain provisions in common with the Senate versions, there are a number of differences that 

will require reconciliation,14 which is finally achieved by the HLOGA. Second, the date both 

Senate and House passed the bill could be regarded as a signal that this bill would almost 

certainly become law unless the President vetoed it, which is rare. 

Following Borisov, Goldman, and Gupta (2015), we construct the measure of abnormal 

return CAR(-1, +1), which is computed as the sum of the daily abnormal returns in the 3-day 

window around August 2, 2007. We construct five measures for corporate lobbying. First, 

D(Lobbying) is an indicator variable which equals to 1 if a firm lobbied between 2002 and 2006 

and 0 otherwise. Second Log(Lobbying Expense) is the log transformation of the aggregate 

lobbying expenditures for each firm in the 5 years prior to 2007. Third, Rank groups firms into 

deciles based on their 5-year lobbying expenditures prior to 2007. Firms with the highest 

lobbying expenses are assigned a rank of 10, and those with the lowest lobbying expenses are 

assigned a rank of 1. Fourth, Lobbying Expense / Total Asset is the aggregate lobbying 

expenditures for each firm between 2002 and 2006 scaled by the firm’s total asset in 2006. Fifth, 

D(Active Lobbying) is an indicator variable which equals to 1 if a firm continuously lobbies 

between 2002 and 2006. We construct three measures for the use of politically connected 

directors. First, D(GOV) is a dummy variable which equals 1 if a firm had at least one politically 

connected director in 2006 and 0 otherwise. Second, GOV is the number of politically connected 

directors in 2006. Third, GOVIND is a ratio of number of politically connected directors divided 

by the number of independent directors in 2006. We also construct three measures of the 

corporate ethical reputation. First, SEC Action is a dummy variable which equals to 1 if a firm 

 
14 https://www.wileyrein.com/newsroom-newsletters-item-749.html 
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had SEC the Accounting and Auditing Enforcement actions between 2002 and 2006 and 0 

otherwise. Second, CAR_Abramoff  < P25 is a dummy which equals to 1 if a firm had a three-

day cumulative abnormal return lower than the 25th percentile on the event day in which Jack 

Abramoff plead guilty and 0 otherwise, according to Borisov, Goldman, and Gupta (2015). 

Third, Team_Abramoff is a dummy variable which equals to 1 if a firm hired Abramoff 

associated lobbyists between 2004 and 2006 and 0 otherwise. 

Panel A of Table 2.3 shows the summary statistics for the sample used in the event study. 

685 out of 1784 firms have lobbying expenditure between 2002 and 2006 and are included in the 

lobbying sample. The sample means of CARs are 0.47% and 0.03% for lobbying and non-

lobbying samples respectively. Lobbying sample experienced greater positive abnormal returns 

than non-lobbying sample did. Lobbying firms are larger in terms of firm size and board size, 

have more investment opportunities, and hire more politically connected directors on their 

boards.  

2.3.4. Sample for panel data analyses 

To construct the samples for the firm-year level analysis, we use the firm information 

from the event study part and expand our sample period between 2002 and 2012, with the event 

year 2007 excluded. We define years between 2002 and 2006 as the Pre-Period, and years 

between 2008 and 2012 as the Post-Period. We define the lobbying sample as the treatment 

group. We also define all firms that do not lobby at all between 2002 and 2012 as the control 

group. To study the effect of regulatory reform on lobbying firms, we construct several measures 

of corporate lobbying behaviors. First, Log (Lobbying Expenditure) is the logarithm 

transformation of the lobbying expenditure for each firm-year. The larger the value implies the 

more a firm spends on corporate lobbying. Second, we list the number of lobbying disclosure 
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reports filed (N_Records), the number of registrants hired (N_Registrants), and the number of 

issues lobbied (N_Issues). The higher the values, the more lobbying engagements. We construct 

four measures for the use of politically connected directors. GOV is the number of politically 

connected directors for each firm-year observation. GOVIND is a ratio of number of politically 

connected directors divided by the number of independent directors for each firm-year 

observation. SGOV is the number of senior politically connected directors for each firm-year 

observation. SGOVIND is a ratio of number of senior politically connected directors divided by 

the number of independent directors for each firm-year observation.  

Panel B of Table 2.3 shows the summary statistics for the panel sample. There are 13,748 

firm-year observations, 6,051 out of which are categorized in the treatment group. Firm-year 

observations in the treatment group have significant larger firm size and board size, more 

independent directors, higher Tobin’s Q, book leverage ratio, and return on assets. The treatment 

group appears to have significant more politically connected directors on the boards.  

 

2.4. Methodology 

2.4.1. Event study for the passage of HLOGA of 2007 

Our first set of tests focuses on the stock market reaction of the firm value in response to 

the regulatory reform. This test allows us to explore whether the exogenous reduction in 

unethical lobbying practices benefit the lobbying firms on average. At the same time, we are 

interested in the driving force of the market reaction. We calculate the 3-day cumulative 

abnormal return, CAR(-1,+1) for each firm around the event day using Fama-French three-factor 

model. Because all firms experience the same event day, there is an issue that the residuals in the 

cross-sectional regression are not independently distributed across firms. To deal with this 
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problem, we follow Borisov, Goldman, and Gupta (2015) to adopt the portfolio estimation 

procedure developed by Sefcik and Thompson (1986). This procedure helps avoid the biased 

estimates of the coefficients. 

Our event study model applies the Fama-French three-factor model specification: 

𝑅𝑖,𝑡 = 𝛼𝑖 + 𝛽𝑚,𝑖𝑅𝑚,𝑡 + 𝛽𝐻𝑀𝐿,𝑖𝑅𝐻𝑀𝐿,𝑡 + 𝛽𝑆𝑀𝐵,𝑖𝑅𝑆𝑀𝐵,𝑡 + 𝛾𝑖𝛿𝑡 + 𝜀𝑖,𝑡, 

where Ri,t is the daily return on security i on day t, while Rm,t, RHML,t, and RSMB,t are the returns on 

each of the three factors. We use daily returns for the years 2006 and 2007. To estimate the 

abnormal daily returns, we use the estimated coefficient of the indicator, δt, which is equal to 1 in 

the 3-day window centered at the event day, and 0 otherwise.  

To capture the driving force of the market reaction, we estimate the following cross-

sectional regression: 

𝛾𝑖 = 𝛼 + 𝛽1𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔𝑖 + 𝛽2𝑋𝑖 + 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠, 

where 𝛾i is the average daily abnormal return estimated in previous equation. Lobbying captures 

firms’ lobbying behavior and are measured in four ways: D(Lobbying), Log(Lobbying Expense), 

Rank, and D(Active Lobbying). Xi includes all control variables of firm size, board size, Tobin’s 

Q, book leverage, and return on assets. We use industry fixed effect based on 2-digit SIC code. 

To evaluate the effects of the politically connected directors, we include GOV and GOVIND. To 

evaluate the effects of the corporate unethical reputation, we include SEC Action, CAR_Abramoff 

< P25, and Team_Abramoff. 

2.4.2. Influence of the HLOGA on corporate lobbying 

We continue to explore how the HLOGA affects the corporate lobbying activity. We 

argue that firms with different degree of lobbying may react to this regulatory reform in different 

ways. To empirically examine the influence, we use the difference-in-difference methodology. 
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We include all lobbying firms between 2002 and 2012 in the sample. We define active lobbying 

firms in 2006 as treated group and non-active lobbying firms in 2006 as control group. 

Specifically, we estimate the following panel regression with fixed effects: 

𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔 𝐴𝑐𝑡𝑖𝑣𝑖𝑡𝑖𝑒𝑠 𝑖,𝑡+1 = 𝛼 + 𝛽1𝑇𝑟𝑒𝑎𝑡𝑒𝑑𝑖 ∗ 𝑃𝑜𝑠𝑡𝑡 + 𝛽2𝑋𝑖,𝑡 + 𝜀𝑖,𝑡, 

where Lobbying Activities can be measures of firms’ lobbying activities: Log (Lobbying 

Expenditure), N_Records, N_Registrants, and N_Issues,; and Xi,t refers to a listed of control 

variables including firm size, board size, Tobin’s Q, book leverage, and return on assets.  

We note that the firm size tends to be a major factor to determine firm’s lobbying 

decision. To control for the effects of industry and firm characteristic (size) and ensure the 

parallel trends assumption, we construct the matched sample in the following steps. First, we 

exact match the sample on the industry in 2006. Second, we implement the one-on-one nearest 

neighbor propensity score matching on the firms’ total assets in a caliper of 0.01 with no 

replacement in 2006.  

2.4.3. Influence of the HLOGA on politically connected directors 

Given that the HLOGA exogenously reduce the unethical lobbying practices, we are 

interested in how it affects the use of politically connected directors. We argue that the 

exogenous shock on the unethical lobbying and government ethics rules increase the perception 

and need of politically connected directors to monitor and advise management to better deal with 

the lobbying issues. Also, the future career concern of politically connected directors will make 

them more likely to join firms with good ethical reputation and high degree of lobby.  

We use the difference-in-difference methodology shown in the previous section. 

Specifically, we estimate the following panel regression with fixed effects: 

𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙𝑙𝑦 𝐶𝑜𝑛𝑛𝑒𝑐𝑡𝑒𝑑 𝐷𝑖𝑟𝑒𝑐𝑡𝑜𝑟𝑠 𝑖,𝑡+1 = 𝛼 + 𝛽1𝑇𝑅𝐸𝐴𝑇𝑖 ∗ 𝑃𝑂𝑆𝑇𝑡 + 𝛽2𝑋𝑖,𝑡 + 𝜀𝑖,𝑡, 
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where 𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙𝑙𝑦 𝐶𝑜𝑛𝑛𝑒𝑐𝑡𝑒𝑑 𝐷𝑖𝑟𝑒𝑐𝑡𝑜𝑟𝑠𝑖,𝑡+1 can be four measures of politically connected 

directors: GOV, GOVIND, SGOV, and SGOVIND, 𝑇𝑅𝐸𝐴𝑇𝑖 refers to the dummy variable, which 

equals 1 if a firm lobbies in any year between 2002 and 2006 and zero if a firm did not lobby at 

all between 2002 and 2012, 𝑃𝑂𝑆𝑇𝑡 refers to the post-event period between 2008 and 2012, and 

Xi,t refers to a listed of control variables including firm size, board size, Tobin’s Q, book 

leverage, return on assets in for firm i in year t.  

To ensure the parallel trends assumption, we first exact match the sample on the industry 

in 2006. We then implement the one-on-one nearest neighbor propensity score matching on the 

firms’ total assets as well as the number of politically connected directors in a caliper of 0.01 

with no replacement in 2006.  

 

2.5. Results 

2.5.1. Does the reduction in unethical lobbying benefit lobbying firms? 

Table 2.4 shows the results of cross-sectional regressions for the event study. Columns 

(1) – (4) report the results for the all sample, and Columns (5) – (7) for the lobbying sample. We 

show that in response to the passage of the HLOGA, firms that spend more on lobbying 

experience a significant increase in abnormal returns compared with firms that spend less, and 

those that do not lobby. Considering the lobbying sample only, all measures of corporate 

lobbying give positive and significant coefficients after controlling for firm and year fixed 

effects. The results suggest that average lobbying firms benefit from the exogenous reduction in 

unethical lobbying practices. The findings also provide evidence that unethical lobbying generate 

negative externalities that preventing ethical lobbying firms from accessing to political resources.  

2.5.2. Does firms that are less ethical get hurt by the HLOGA? 
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Table 2.5 reports the results of cross-sectional regressions for the lobbying sample. We 

use three categories of measures to identify the likelihood of unethical lobbying practices: 

violations of SEC regulation; worst market reaction on the event that Jack Abramoff plead 

guilty; and being connected with Abramoff’s team. Since the HLOGA tended to reduce the 

unethical lobbying practices, firms with higher unethical potential in lobbying are negatively 

affected as they are limited to obtain government privileges using their unethical bonds with 

policy makers. Having politically connected directors on the board may be viewed as a positive 

signal of good ethical reputation due to the future career concern of directors. At the same time, 

investors may also believe that these directors can help firms to better deal with the regulatory 

reform. The resources held by PCDs help firms better understand the law changes and make 

appropriate strategic adjustments on those changes. The market reactions of firms with PCDs are 

therefore expected to be positive.  

Columns (1) – (3) of Table 2.5 report the results of using politically connected directors; 

Columns (4) – (6) report the results of being potentially more unethical; and Columns (7) 

includes both variables. Panel A exhibits the results for the lobbying sample. We show that there 

is a robust and positive relation between the CAR(-1,+1) and having PCDs on board and a 

negative relation between the CAR(-1,+1) and having more unethical potentials. We do not find 

any significant results for the non-lobbying sample exhibited in Panel B of Table 2.5. The results 

confirm that the HLOGA effectively constrained the unethical lobbying practices. In additional, 

the results further suggest that politically connected directors play important roles in corporate 

lobbying activities. 

2.5.3. Does the HLOGA influence corporate lobbying behaviors? 
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Panel A of Table 2.6 presents the differences in mean values of all control variables 

between active lobbying sample and non-active lobbying sample after implementing the 

propensity score matching procedure. Based on the matching procedure, 77 active lobbying firms 

are matched with comparable non-active lobbying firms. Panel B, C, D, and E of Table 2.6 

compare the mean values of control variables between different treatment groups and non-

lobbying sample. The treatment groups are defined as lobbying sample, active lobbying sample, 

high abnormal return sample, and active lobbying and high abnormal return sample respectively. 

Based on this matching procedure, 183, 83, 117, and 57 treated firms are matched with 

comparable control firms that do not lobbying at all between 2002 and 2012. After matching, 

there are no statistically significant difference on the control variables between the treated and 

control groups according to two sided t-tests. It is also worthwhile to mention that both groups 

do not differ in terms of the average number of politically connected directors on the boards. 

Figure 2.1 exhibits the comparisons of average number of politically connected director between 

treated firms and control firms in different subsamples. Firms with high degree of lobby and with 

good ethical reputation tend to increase the number of politically connected directors after 2007 

compared with control firms. However, we cannot see obvious differences between treated and 

control firms for the subsamples with low degree of lobby and bad ethical reputation. 

Table 2.6 shows the difference-in-difference analysis to examine the changes in corporate 

lobbying before and after 2007 for active lobbying firms and non-active lobbying firms. Active 

lobbying firms fully invested in corporate lobbying and compete with firms with unethical bond 

with policymakers. The existence of unethical practices increases their costs to obtain 

government privileges. When unethical lobbying is constrained, active lobbying firms who lobby 

ethically will enjoy a cost reduction in lobbying because they no longer need to spend excess 
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money to compete with their unethical competitors. On the other hand, non-active lobbying firms 

would be motivated by the improved lobbying environment to lobby more. Therefore, we expect 

that the changes in lobbying behaviors of active and non-active lobbying firms are in the 

opposite directions. Columns (1) – (4) of Table 2.7 impose firm and year fixed effects, and the 

Columns (5) – (8) impose firm and year-industry fixed effects. We find that active lobbying 

firms significantly reduced their lobbying activities relative to the non-active lobbying firms after 

the HLOGA of 2007. In the unreported subsample analysis, we show consistent results that 

active lobbying firms decrease whereas non-active lobbying firm increases the lobbying 

activities in response to the passage of the HLOGA. The results suggest that there exist 

heterogeneity of lobbying behaviors for firms with different degrees of lobbying. 

2.5.4. Does the HLOGA influence politically connected directors? 

Table 2.8 shows the results of difference-in-difference analysis to examine the change of 

politically connected directors between lobbying firms and non-lobbying firms. The exogenous 

change in lobbying ethics standards would lead to an increase in demand for politically 

connected directors because the political knowledge of these directors allows them to more 

precisely monitor management to ensure compliance with the new regulations and to deter any 

unethical practices. Columns (1) – (4) of Table 2.8 impose firm and year fixed effects, and the 

Columns (5) – (8) impose firm and year-industry fixed effects. We find that lobbying firms hire 

significantly more politically connected directors and senior ones relative to the control firms 

which do not lobby after the HLOGA of 2007. The increase in the use of politically connected 

directors by firms that lobby is consistent with the hypothesis that politically connected directors 

are more demanded when the lobbying environment changes. Both the monitoring and advising 
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functions of politically connected directors would help firm better in cope with government 

regulations. 

2.5.5. Does the degree of lobby matter on politically connected directors? 

Table 2.9 compares the results of difference-in-difference analysis to examine the change 

of politically connected directors between active (non-active) lobbying firms and non-lobbying 

firms. Columns (1) – (4) are for active lobbying sample, and the Columns (5) – (8) are for non-

active lobbying sample. All models impose firm and year fixed effects. We find that active 

lobbying firms hire significantly more politically connected directors and senior ones relative to 

the non-lobbying firms after the HLOGA of 2007. However, non-active lobbying firms do not 

change their use of politically connected directors relative to the non-lobbying firms. The results 

are consistent with the view that firms that actively lobby need more politically connected 

directors for monitoring and advising purposes because corporate lobbying is more important for 

their businesses when there is an environment shock on the lobbying and legislative process.  

2.5.6. Does the ethical reputation matter on politically connected directors? 

Table 2.10 compares the results of difference-in-difference analysis to examine the 

change of politically connected directors between high (low) abnormal return firms and non-

lobbying firms. We use the abnormal returns in our event study as a proxy for the ethical 

reputation of firms. Firms with abnormal returns higher than the median value are classified in 

high abnormal return sample and those with abnormal returns lower than median value are 

classified in low abnormal return sample. Firms which get more benefits from the passage of the 

HLOGA can have good ethical reputation given that firms with unethical potentials in lobbying 

are negatively affected. Columns (1) – (4) of Table 2.10 are for high abnormal return sample, 

and the Columns (5) – (8) are for low abnormal return sample. All models impose firm and year 
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fixed effects. We find that firms with good ethical reputation hire significantly more politically 

connected directors and senior ones relative to the control firms which do not lobby after the 

HLOGA of 2007. However, firms with bad ethical reputation do not change their use of 

politically connected directors. The results are consistent with the view that politically connected 

directors are more likely to join firms with good ethical reputation for their future career 

concerns.  

2.5.7 Who are hiring the most politically connected directors? 

Table 2.11 compares the results of difference-in-difference analysis to examine the 

change of politically connected directors between active (non-active) lobbying firms with high 

abnormal return and non-lobbying firms. We plan to verify if firms with high degree of lobby 

and good ethical reputation are hiring the most politically connected directors. Columns (1) – (4) 

are for former group, and the Columns (5) – (8) are for the latter one. All models impose firm 

and year fixed effects. We find that active lobbying firms with good ethical reputation hire 

significantly more politically connected directors and senior ones relative to the non-lobbying 

firms after the HLOGA of 2007. The coefficient is positive and statistically significant, which is 

even larger than that in the previous tests. The results suggest that firms with both high degree of 

lobbying and high ethical reputation in lobbying react most aggressively to hire most politically 

connected directors.  

 

2.6. Concluding remarks 

In this paper, we explore the ethics of corporate lobbying. We use the Honest Leadership 

and Open Government Act of 2007 as an exogenous regulatory reform to reduce the unethical 

lobbying practices. We first examine the stock market reaction of lobbying firms to the passage 
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of HLOGA. We show that lobbying firms, especially those actively lobby, benefits from the 

reform, but firms with unethical potential in lobbying bear negative returns. These findings 

confirm the effects of the HLOGA. We note that the market reaction of firms with politically 

connected directors on their boards are positive, which implies the importance of these directors 

in corporate lobbying activities. We further investigate how firms adjust their lobbying activities 

in response to the change in lobbying environment and government ethics rules. We show that 

there exists heterogeneity of lobbying behaviors. Active lobbying firms, which fully invested and 

competed with unethical competitors, reduced excess costs of lobbying. However, non-active 

lobbying firms are motivated to engage in more lobbying. Lastly, we exploit how the HLOGA 

affect firms’ use of politically connected directors. Given their knowledge, experience, and even 

connections, politically connected directors are more demanded by firms to better deal with the 

political issues, especially when the government ethics rules changed. We find that lobbying 

firms hire more politically connected directors after the HLOGA. This phenomenon is more 

pronounced among firms with high degree of lobby and with good ethical reputation.  

We believe that our study is relevant to regulators designing and enforcing lobbying 

policies, to corporations using political activities to generate firm value, and to market 

participants seeking to understand the role of lobbying and politically connected directors for 

firms. 
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Figure 2.1 

Average Numbers of Politically Connected Directors  

The figures show the average numbers of politically connected directors in different samples for the difference-

in-difference analysis. The sample period spans from 2002 to 2012. The black line indicates treated firms and the 

red line indicates control firms.  
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Table 2.1 

S&P 1500 Firms with Lobbying Activities and Politically Connected Directors 

This table shows the yearly distribution of the proportion of firms with lobbying activities and/or politically 

connected directors between 2002 and 2012. A firm lobbies if it has a positive lobbying expenditure in a year. 

Politically connected director is the board of director with prior government experience. Panel A is the entire 

sample, and Panel B is the lobbying sample. 

Panel A: All Firms 

Year 
No. of 
Firms 

Pct of Firms 
that Lobby 

Average 

Lobbying 
Expenditure 

Average # of 
Registrants 

Average # of 
Lobbyists 

Pct of Firm 

with Politically 

Connected 
Directors 

Average # of 

Politically 

Connected 
Directors 

2002 1576 27.22% $251,947 0.49 1.94 23.41% 0.32 

2003 1666 30.01% $282,057 0.55 1.89 27.13% 0.38 

2004 1721 30.27% $288,500 0.55 1.93 30.16% 0.43 

2005 1774 31.34% $305,368 0.60 2.09 32.53% 0.47 

2006 1782 32.38% $350,880 0.57 2.04 34.79% 0.51 

2007 1723 33.55% $394,960 0.63 2.11 36.56% 0.55 

2008 1644 35.71% $510,316 0.64 1.98 38.08% 0.58 

2009 1595 37.55% $553,131 0.64 1.95 40.06% 0.61 

2010 1543 37.85% $590,095 0.62 1.86 41.28% 0.65 

2011 1478 38.43% $560,950 0.59 1.84 43.71% 0.69 

2012 1425 38.81% $571,279 0.58 1.78 45.33% 0.74 

                

Panel B: Lobbying Firms 

Year 

No. of 

Firms 

Pct of Firms 

that Lobby 

Average 
Lobbying 

Expenditure 

Average # of 

Registrants 

Average # of 

Lobbyists 

Pct of Firm 

with Politically 
Connected 

Directors 

Average # of 

Politically 
Connected 

Directors 

2002 429 100.00% $925,567.70 1.82 7.13 38.23% 0.59 

2003 500 100.00% $939,812.90 1.82 6.31 44.00% 0.68 

2004 521 100.00% $952,991.80 1.83 6.38 48.94% 0.76 

2005 556 100.00% $974,322.30 1.92 6.68 49.46% 0.77 

2006 577 100.00% $1,083,652.20 1.77 6.30 50.95% 0.82 

2007 578 100.00% $1,177,364.20 1.88 6.30 52.25% 0.87 

2008 587 100.00% $1,429,232.70 1.79 5.55 53.66% 0.89 

2009 599 100.00% $1,472,861.00 1.71 5.18 53.76% 0.91 

2010 584 100.00% $1,559,103.40 1.64 4.91 57.02% 1.01 

2011 568 100.00% $1,459,654.30 1.54 4.80 61.27% 1.11 

2012 553 100.00% $1,472,102.30 1.50 4.59 62.75% 1.18 
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Table 2.2           

Cumulative Abnormal Returns on Different Event Dates: Introduction; Passed Senate; Passed House with Changes; and Senate Agreed to 

Changes; Week of 20070730 

This table show the mean and median values for the 3-day cumulative abnormal returns around the event days. We examine four relevant event days: 

Introduction date, Passed Senate, Passed House with Changes, and Senate Agreed to Changes. We also show the 5-day abnormal returns in the week 

and both Senate and House finally passed the bill. The abnormal returns are calculated based on Fama-French 3-factor model with Sefcik and 

Thompson procedure to deal with the biased estimation of same event date. 

  

  All Sample   Lobbying Sample   Non-lobbying Sample   

Lobbying vs Non-

Lobbying 

  Mean Median   Mean Median   Mean Median   Difference t-statistics 

Introduction (20070104) 0.02 0.07   -0.11 -0.06   0.11 0.13   -0.22 -1.35 

Passed Senate (20070118) 0.25*** 0.19   0.28*** 0.22   0.22*** 0.18   0.12 0.40 

Passed House with Changes (20070731) 0.22* 0.33   0.40** 0.48   0.10 0.27   0.29 1.37 

Senate Agreed to Changes (20070802) 0.20* 0.39   0.47*** 0.63   0.03 0.22   0.44 1.93* 

Week of 20070730 0.33** 0.52   0.65*** 0.75   0.12 0.27   0.50 1.82* 
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Table 2.3 

Summary Statistics 

This table show the summary statistics for two sets of sample. Panel A is for the cross-sectional data in 2006 used by the event study. Panel B is for 

the panel data. Lobbying Expense is the sum of a firm's lobbying expenditure between 2002 and 2006. D(Lobbying) is a dummy variable which 

equals 1 if aggregate lobbying expenses between 2002 and 2006 is larger than $10,000 and 0 otherwise. Log(Lobbying Expense) is the log 

transformation of the aggregate lobbying expense. Rank is Ordinal variable that measures the rank of each firm in terms of aggregate lobbying 

expenses between 2002 and 2006 for the lobbying sample. D(Active Lobbying) is a dummy variable which equals to 1 if a firm continuously lobbies 

between 2002 and 2006 and 0 otherwise. D(GOV) is a dummy variable which equals to 1 if a firm had politically connected directors in 2006. GOV 

is the number of directors with prior government experience in 2006. GOVIND is the ratio of number of politically connected directors divided by 

number of independent directors. CAR_Abramoff  < P25 is a dummy variable which equals to 1 if a firm had a 3-day cumulative abnormal return 

on the event that Jack Abramoff plead guilty lower than the 25 percentile of the sample. SEC Action is a dummy variable which equals to 1 if a firm 

had at least one SEC action in the Accounting and Auditing Enforcement Release between 2002 and 2006. Team Abramoff is a dummy variable 

which equals to 1 if a firm hired an Abramoff associated lobbyists between 2004 and 2006. CAR(-1,+1)_HLOGA is the cumulative abnormal return 

of each firm calculated over a 3-day window centered at the event date that Jack Abramoff plead guilty. 
                              

Panel A: Cross-sectional Data in 2006 

  All Sample   All Lobbying Sample   Non-Lobbying Sample   

Lobbying vs Non-

Lobbying 

  

No. of 

Firms Mean Median   

No. of 

Firms Mean Median   

No. of 

Firms Mean Median   Difference t-statistics 

D(Lobbying) 1784 0.38 0.00   685 1.00 1.00   1099 0.00 0.00   1.00 - 

Log (Lobbying Expense) 1784 5.22 0.00   685 13.59 13.57   1099 0.00 0.00   13.59 - 

Rank 1784 2.11 0.00   685 5.49 5.00   1099 0.00 0.00   5.49 - 

D(Active Lobbying) 1784 0.22 0.00   685 0.56 1.00   1099 0.00 0.00   0.56 - 

D(Non-active Lobbying) 1784 0.17 0.00   685 0.44 0.00   1099 0.00 0.00   0.44 - 

Log (Asset) 1784 7.60 7.47   685 8.45 8.36   1099 7.07 6.99   1.38 16.60*** 

Board Size 1784 8.97 9.00   685 9.79 10.00   1099 8.45 8.00   1.34 11.64*** 

Independent / Board Size 1784 0.83 0.86   685 0.85 0.88   1099 0.82 0.86   0.03 8.29*** 

Tobin's Q 1784 2.03 1.65   685 2.09 1.69   1099 2.00 1.64   0.09 1.47 

Book Leverage 1784 0.20 0.17   685 0.22 0.20   1099 0.19 0.16   0.03 3.18*** 

ROA 1784 0.05 0.05   685 0.05 0.05   1099 0.05 0.05   0.01 1.05 

CAR(-1,+1)_HLOGA 1784 0.20 0.39   685 0.47 0.63   1099 0.03 0.22   0.44 1.93* 

D(GOV) 1784 0.35 0.00   685 0.50 0.00   1099 0.25 0.00   0.24 10.41*** 

GOV 1784 0.51 0.00   685 0.79 0.00   1099 0.34 0.00   0.45 10.42*** 

GOVIND 1784 0.06 0.00   685 0.09 0.00   1099 0.05 0.00   0.04 8.87*** 
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CAR_Abramoff  < P25 1784 0.25 0.00   685 0.23 0.00   1099 0.26 0.00   -0.04 -1.78* 

SEC Action 1784 0.03 0.00   685 0.04 0.00   1099 0.02 0.00   0.02 1.83* 

Team_Abramoff 1784 0.01 0.00   685 0.02 0.00   1099 0.00 0.00   0.02 - 

                              

Panel B: Panel Data 

  All Sample   Treatment Group   Control Group   Treatment vs Control 

  

No. of 

Obs Mean Median   

No. of 

Obs Mean Median   

No. of 

Obs Mean Median   Difference t-statistics 

GOV 13748 0.55 0.00   6051 0.82 0.00   7697 0.33 0.00   0.49 32.71*** 

GOVIND 13743 0.07 0.00   6048 0.09 0.00   7695 0.04 0.00   0.05 26.99*** 

Log (Lobbying Expenditure) 13748 4.47 0.00   6051 10.16 12.21   7697 0.00 0.00   10.16 - 

N_Records 13748 1.58 0.00   6051 3.60 3.00   7697 0.00 0.00   3.60 - 

N_Registrants 13748 0.61 0.00   6051 1.39 1.00   7697 0.00 0.00   1.39 - 

N_Issues 13748 1.77 0.00   6051 4.03 2.00   7697 0.00 0.00   4.03 - 

Log (Asset) 13748 7.64 7.54   6051 8.49 8.43   7697 6.98 6.90   1.52 53.63*** 

Board Size 13748 8.97 9.00   6051 9.79 10.00   7697 8.32 8.00   1.46 35.18*** 

Independent / Board Size 13748 0.83 0.86   6051 0.85 0.88   7697 0.81 0.83   0.04 22.20*** 

Tobin's Q 13748 1.83 1.45   6051 1.85 1.48   7697 1.81 1.43   0.05 2.19*** 

Book Leverage 13748 0.21 0.18   6051 0.23 0.21   7697 0.19 0.15   0.04 11.37*** 

ROA 13748 0.03 0.04   6051 0.04 0.04   7697 0.03 0.04   0.01 2.92*** 
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Table 2.4 

Average Daily Abnormal Returns Around the Day the Both House and Senate Passed the Bill 

This table reports the results from an event study examining average daily abnormal returns in the 3-day event 

window around the date in which both House and Senate passed the bill. The dependent variable is the 3-day 

cumulative abnormal returns computed using the Fama-French three-factor model. Results for the full sample 

of lobbying and non-lobbying firms are reported in Columns (1) - (4), and for the sample of firms that lobby in 

Columns (5) - (7). Industry is defined based on the 2-digit SIC code. P-values based on robust standard errors 

and using the ST method are reported in parentheses. *, **, and ***indicate significance at the 10%, 5%, and 

1% levels, respectively. 
  

  All Sample   Lobbying Sample 

  (1) (2) (3) (4)   (5) (6) (7) 

D(Lobbying) 0.2325**        

  (2.3340)        

          

Rank  0.0449***    0.0418*   

   (3.5554)    (1.8368)   

          

Log (Lobbying Expense)   0.0201***    0.0904*  

    (2.8276)    (1.9331)  

          

D(Active Lobbying)    0.3497***    0.2565** 

     (3.5207)    (2.0068) 

          

Log (Asset) -0.0771** -0.0991** -0.0878** -0.0881**  -0.1560** -0.1663** -0.1388** 

  (-2.0225) (-2.5819) (-2.2901) (-2.3773)  (-2.4653) (-2.3654) (-2.2652) 

          

Board Size 0.0227 0.0224 0.0220 0.0230  0.0210 0.0203 0.0214 

  (1.0344) (1.0263) (1.0060) (1.0422)  (0.5287) (0.5198) (0.5340) 

          

Independent / Board Size 0.0353 0.0372 0.0240 0.0179  0.1728 0.1583 0.1074 

  (0.0582) (0.0597) (0.0394) (0.0288)  (0.1659) (0.1523) (0.1042) 

          

Tobin's Q 0.0390 0.0382 0.0364 0.0446  -0.0880 -0.0871 -0.0790 

  (0.7745) (0.7474) (0.7215) (0.8904)  (-1.1834) (-1.1715) (-1.0417) 

          

Book Leverage -0.5639** -0.5223** -0.5499** -0.5239**  0.1623 0.1642 0.1736 

  (-2.5400) (-2.3621) (-2.4786) (-2.3770)  (0.3179) (0.3247) (0.3480) 

          

ROA 1.1873 1.2120 1.2073 1.1054  2.3970 2.4162 2.2108 

  (1.2240) (1.2572) (1.2444) (1.1488)  (1.5639) (1.5940) (1.4298) 

          

Industry FE Yes Yes Yes Yes  Yes Yes Yes 

Number of Firms 1784 1784 1784 1784  685 685 685 

Adj. R-sq 0.047 0.049 0.048 0.050  0.040 0.042 0.042 
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Table 2.5 

Average Daily Abnormal Returns, Corporate Ethical Reputation, and Politically Connected Directors 

This table reports the results from an event study examining other driving forces that affect the firm value 

within the lobbying and non-lobbying sample. The dependent variable is the 3-day cumulative abnormal returns 

computed using the Fama-French three-factor model. D(GOV) is a dummy variable equals to 1 if a firm had 

politically connected directors in 2006 and 0 otherwise. GOV is the number of politically connected directors 

in 2006. GOVIND is the ratio of the number of politically connected directors to number of independent 

directors. CAR_Abramoff < P25 is a dummy variable equals to 1 if a firm had a CAR in the event of Abramoff's 

guilty plea less than 25 percentile. SEC Action is a dummy variable equals to 1 if a firm had SEC Accounting 

and Auditing enforcement release between 2002 and 2006. Team Abramoff is a dummy variable equals to 1 if 

a firm hired Abramoff associated lobbyists between 2004 and 2006. Industry is defined based on the 2-digit 

SIC code. P-values based on robust standard errors and using the ST method are reported in parentheses. *, **, 

and ***indicate significance at the 10%, 5%, and 1% levels, respectively. 

          

Panel A: Lobbying Sample 

  (1) (2) (3) (4) (5) (6) (7) 

D(GOV) 0.4047***       
  (3.1625)       
         
GOV  0.1408**     0.1311** 

   (2.1322)     (2.1369) 

         
GOVIND   1.3161**     
    (2.0364)     
         
CAR_Abramoff  < P25    -0.4648*   -0.4498* 

     (-1.9985)   (-1.9730) 

         
SEC     -0.4486*   
      (-1.7589)   
         
Team_Abramoff      -0.4514**  
       (-2.1118)  
         
D(Active Lobbying) 0.2327* 0.2426* 0.2376* 0.2623** 0.2493* 0.2525** 0.2492* 

  (1.8608) (1.9552) (1.9115) (2.0119) (1.9511) (2.0275) (1.9677) 

         

Log (Asset) -0.1721*** -0.1641** -0.1674** -0.1523** -0.1321** -0.1382** -0.1754** 

  (-2.7417) (-2.5679) (-2.5996) (-2.2874) (-2.2751) (-2.2558) (-2.5578) 

         
Board Size 0.0025 0.0077 0.0185 0.0242 0.0209 0.0218 0.0113 

  (0.0666) (0.2030) (0.4799) (0.6221) (0.5340) (0.5308) (0.3123) 

         
Independent / Board Size 0.2069 0.0113 0.1719 0.0939 0.1557 0.1447 0.0049 

  (0.2024) (0.0108) (0.1674) (0.0870) (0.1500) (0.1405) (0.0045) 

         
Tobin's Q -0.0733 -0.0841 -0.0796 -0.0857 -0.0732 -0.0809 -0.0903 

  (-0.9857) (-1.1124) (-1.0571) (-1.1807) (-0.9477) (-1.0953) (-1.2546) 

         
Book Leverage 0.0601 0.1230 0.0950 0.2670 0.2029 0.1788 0.2169 

  (0.1263) (0.2490) (0.1900) (0.5633) (0.4182) (0.3592) (0.4637) 

         
ROA 1.9010 2.1831 2.0800 2.1947 2.1347 2.1862 2.1694 

  (1.2456) (1.4139) (1.3719) (1.4810) (1.3967) (1.4292) (1.4609) 
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Industry FE Yes Yes Yes Yes Yes Yes Yes 

Number of Firms 685 685 685 685 685 685 685 

Adj. R-sq 0.055 0.047 0.049 0.055 0.043 0.042 0.060 

                

Panel B: Non-lobbying Sample 

  (1) (2) (3) (4) (5) (6) (7) 

D(GOV) 0.0110       

  (0.0948)       

         

GOV  0.0391     0.0391 

   (0.5821)     (0.5826) 

         

GOVIND   0.3518     

    (0.5764)     

         

CAR_Abramoff  < P25    -0.0459   -0.0459 

     (-0.4012)   (-0.3979) 

         

SEC     -0.4488   

      (-1.3361)   

         

Log (Asset) -0.0180 -0.0205 -0.0207 -0.0179 -0.0137 -0.0177 -0.0207 

  (-0.3441) (-0.3869) (-0.3866) (-0.3585) (-0.2781) (-0.3530) (-0.3924) 

         

Board Size 0.0195 0.0172 0.0184 0.0192 0.0189 0.0201 0.0163 

  (0.6769) (0.5908) (0.6608) (0.6894) (0.7066) (0.7388) (0.5482) 

         

Independent / Board Size -0.1302 -0.1364 -0.1149 -0.1302 -0.1213 -0.1301 -0.1366 

  (-0.1898) (-0.1998) (-0.1631) (-0.1903) (-0.1754) (-0.1896) (-0.2005) 

         

Tobin's Q 0.0998 0.0994 0.1002 0.1013 0.0962 0.0998 0.1009 

  (1.4693) (1.4607) (1.4698) (1.4799) (1.3931) (1.4727) (1.4678) 

         

Book Leverage -1.0230*** -1.0178*** -1.0169*** -1.0295*** -1.0394*** -1.0235*** -1.0238*** 

  (-2.8425) (-2.8283) (-2.8186) (-2.8575) (-2.8902) (-2.8531) (-2.8323) 

         

ROA 0.7375 0.7272 0.7123 0.7149 0.7281 0.7383 0.7037 

  (0.4959) (0.4890) (0.4813) (0.4747) (0.4896) (0.4962) (0.4674) 

         

Industry FE Yes Yes Yes Yes Yes Yes Yes 

Number of Firms 1099 1099 1099 1099 1099 1099 1099 

Adj. R-sq 0.058 0.059 0.059 0.059 0.060 0.059 0.058 
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Table 2.6 

Propensity Score Matching of Treated and Control Firms 

This table reports mean values of treated and control observable firm characteristics in 2006, the year before 

the HLOGA was passed.  Panel A uses the active lobbying sample as treatment group and non-active lobbying 

sample as control group. Panel B uses lobbying sample as treatment group and non-lobbying sample as control 

group. Panel C uses active lobbying sample as treatment group and non-lobbying sample as control group. 

Panel D uses lobbying sample with high abnormal returns in the event study as treatment group and non-

lobbying sample as control group. Panel E uses the high abnormal return and active lobbying sample as 

treatment group and non-lobbying sample as control group. We categorize a firm into the lobbying sample if it 

lobbied between 2002 and 2006. We categorize a firm to into active lobbying sample if it continuously lobbies 

between 2002 and 2006. We categorize a firm into high abnormal return sample if its CAR in the event study 

is greater than the median value. We categorize a firm into the non-lobbying sample if it did not lobby between 

2002 and 2012.  

                  

Panel A: Active Lobbying vs Non-active Lobbying 

  Treatment   Control   Treatment vs Control 

  No. of Firms Mean   No. of Firms Mean   Difference t-statistics 

Log(Asset) 77 7.30   77 7.28   0.02 0.13 

Board Size 77 8.75   77 8.88   -0.13 -0.40 

Tobin's Q 77 2.17   77 2.33   -0.16 -0.69 

Book Leverage 77 0.19   77 0.22   -0.03 -1.20 

ROA 77 0.07   77 0.05   0.02 1.16 

                  

Panel B: Lobbying vs Non-lobbying 

  Treatment   Control   Treatment vs Control 

  No. of Firms Mean   No. of Firms Mean   Difference t-statistics 

Log(Asset) 183 6.71   183 6.62   0.09 0.64 

Board Size 183 8.25   183 7.97   0.28 1.36 

Tobin's Q 183 2.59   183 2.30   0.29 1.61 

Book Leverage 183 0.17   183 0.16   0.01 0.44 

ROA 183 0.03   183 0.04   0.00 -0.27 

GOV 183 0.28   183 0.27   0.01 0.18 

                  

Panel C: Active Lobbying vs Non-lobbying 

  Treatment   Control   Treatment vs Control 

  No. of Firms Mean   No. of Firms Mean   Difference t-statistics 

Log(Asset) 83 7.13   83 6.92   0.21 1.03 

Board Size 83 8.43   83 8.35   0.08 0.26 

Tobin's Q 83 2.58   83 2.20   0.39 1.36 

Book Leverage 83 0.16   83 0.17   -0.01 -0.44 

ROA 83 0.08   83 0.06   0.01 1.23 

GOV 83 0.36   83 0.36   0.00 0.00 

                  

Panel D: High Abnormal Return vs Non-lobbying 

  Treatment   Control   Treatment vs Control 

  No. of Firms Mean   No. of Firms Mean   Difference t-statistics 

Log(Asset) 117 6.91   117 6.64   0.27 1.46 

Board Size 117 8.36   117 7.94   0.42 1.54 

Tobin's Q 117 2.55   117 2.28   0.27 1.12 

Book Leverage 117 0.19   117 0.16   0.03 1.11 
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ROA 117 0.04   117 0.05   -0.01 -0.61 

GOV 117 0.34   117 0.34   0.00 0.00 

                  

Panel E: High Abnormal Return & Active Lobbying vs Non-lobbying 

  Treatment   Control   Treatment vs Control 

  No. of Firms Mean   No. of Firms Mean   Difference t-statistics 

Log(Asset) 57 7.26   57 7.05   0.21 0.73 

Board Size 57 8.60   57 8.42   0.18 0.40 

Tobin's Q 57 2.56   57 2.14   0.42 1.18 

Book Leverage 57 0.16   57 0.20   -0.04 -1.32 

ROA 57 0.07   57 0.06   0.02 0.99 

GOV 57 0.47   57 0.47   0.00 0.00 
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Table 2.7 

Heterogeneity of Lobbying Behaviors by Degree of Lobbying 

This table compares the changes in lobbying activities before and after the HLOGA of 2007 depending on firms' degree of lobbying. The sample 

period spans from 2002 to 2012, which the year 2007 is the event year. The post-period is defined as years after 2007, and the pre-period is defined 

as year before 2007. Note that the event year of 2007 is excluded from the sample. All models use the matched sample by exact industries and the 

propensity score based on firm's total asset in 2006 within a caliper of 0.01. Column (1) - (4) show the results with firm and year fixed effects; 

Column (5) - (8) show the results with firm and industry-year fixed effects. Industry is defined based on the 2-digit SIC code. Standard errors are 

clustered by firm. *, **, and ***indicate significance at the 10%, 5%, and 1% levels, respectively. 
  

  

Log 

(Lobbying 

Expenditure) N_Registrants N_Issues N_Record   

Log 

(Lobbying 

Expenditure) N_Registrants N_Issues N_Record 

  (1) (2) (3) (4)   (5) (6) (7) (8) 

Treat * Post -4.2180*** -1.0764*** -1.8182*** -0.7611***   -4.1549*** -1.1386*** -1.7672*** -0.8059*** 

  (-5.2178) (-4.1090) (-5.1258) (-4.4792)   (-5.1548) (-3.6400) (-4.4140) (-3.9879) 

                    

Log (Asset) 0.9679 0.0271 -0.0102 0.0401   1.2289* -0.0077 0.0227 0.0434 

  (1.5561) (0.2342) (-0.0452) (0.4689)   (1.7736) (-0.0519) (0.0909) (0.4236) 

                    

Board Size 0.2214 0.0818 0.0872 0.0475   0.2093 0.0903 0.1076 0.0478 

  (1.4825) (1.6528) (0.8775) (1.5853)   (1.2317) (1.4575) (0.9564) (1.3730) 

                    

Independent / Board Size -0.8970 -1.6555 -0.7138 -0.8255   1.5843 -1.9500* -0.5331 -0.9668 

  (-0.3057) (-1.5742) (-0.4682) (-1.2525)   (0.4568) (-1.7104) (-0.2893) (-1.3503) 

                    

Tobin's Q 0.4631* -0.0162 -0.0566 -0.0067   0.5477** -0.0115 -0.0698 -0.0140 

  (1.7299) (-0.4635) (-0.8456) (-0.2624)   (2.2595) (-0.2246) (-0.7409) (-0.4223) 

                    

Book Leverage 3.7998** -0.1768 -0.8858 -0.2554   2.7443 0.1030 -0.4639 -0.0588 

  (2.0407) (-0.4059) (-1.4234) (-0.8278)   (1.2495) (0.1726) (-0.7483) (-0.1497) 

                    

ROA 4.0634* -0.0336 0.1302 -0.2606   4.5748** 0.0635 0.6761 -0.1968 

  (1.9292) (-0.1092) (0.2230) (-1.0550)   (2.1922) (0.1797) (1.0937) (-0.8040) 

                    

Firm FE Yes Yes Yes Yes   Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes   No No No No 

Year-Industry FE No No No No   Yes Yes Yes Yes 

Number of Observations 1297 1297 1297 1297   1297 1297 1297 1297 

Adj. R-sq 0.475 0.462 0.342 0.429   0.500 0.417 0.349 0.374 
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Table 2.8 

Politically Connected Directors and Corporate Lobbying 

This table shows the effects of the HLOGA of 2007 on the politically connected directors. The sample period spans from 2002 to 2012, which the 

year 2007 is the event year. The treatment group is defined as firms which lobby between 2002 and 2006, and the control group is defined as firms 

which do not lobby between 2002 and 2012. The post-period is defined as years after 2007, and the pre-period is defined as year before 2007. Note 

that the event year of 2007 is excluded from the sample. All models use the matched sample by exact industries and the propensity score based on 

firm's total asset and number of governmental directors in 2006 within a caliper of 0.01. Column (1) - (4) show the results with firm and year fixed 

effects; Column (5) - (8) show the results with firm and industry-year fixed effects. Industry is defined based on the 2-digit SIC code. Standard errors 

are clustered by firm. *, **, and ***indicate significance at the 10%, 5%, and 1% levels, respectively. 
  

  GOV GOVIND SGOV SGOVIND   GOV GOVIND SGOV SGOVIND 

  (1) (2) (3) (4)   (5) (6) (7) (8) 

Treat * Post 0.0966* 0.0120* 0.0654** 0.0081*  0.1016* 0.0130* 0.0631* 0.0078* 

  (1.8500) (1.7413) (2.0126) (1.7841)  (1.9624) (1.9112) (1.9129) (1.6736) 

           

Log (Asset) 0.0141 0.0045 0.0149 0.0036  0.0029 0.0034 0.0115 0.0035 

  (0.4980) (1.0722) (0.6208) (0.9656)  (0.0916) (0.7070) (0.4549) (0.8605) 

           

Board Size 0.0554*** 0.0025 0.0238*** 0.0015  0.0584*** 0.0030** 0.0252*** 0.0019* 

  (4.2908) (1.6439) (2.8223) (1.5080)  (4.8892) (2.0112) (3.0178) (1.7105) 

           

Independent / Board Size 0.2312 -0.0211 0.1474 -0.0111  0.1384 -0.0361 0.1121 -0.0179 

  (1.1261) (-0.5487) (0.9419) (-0.3404)  (0.6586) (-0.8262) (0.6285) (-0.4502) 

           

Tobin's Q 0.0033 0.0019 0.0090 0.0022  0.0037 0.0024 0.0104 0.0027* 

  (0.3113) (1.2238) (1.1050) (1.5847)  (0.3308) (1.4406) (1.1777) (1.7186) 

           

Book Leverage -0.0658 -0.0024 -0.0594 -0.0038  -0.0292 0.0008 -0.0075 0.0019 

  (-0.7100) (-0.1699) (-0.6671) (-0.2854)  (-0.3079) (0.0552) (-0.0804) (0.1298) 

           

ROA -0.1078* -0.0132 -0.0779* -0.0091  -0.1191* -0.0137 -0.0689* -0.0069 

  (-1.7359) (-1.4212) (-1.9473) (-1.4335)  (-1.8590) (-1.3541) (-1.7513) (-1.0076) 

           

Firm FE Yes Yes Yes Yes  Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes  No No No No 

Year-Industry FE No No No No  Yes Yes Yes Yes 

Number of Observations 3077 3075 3077 3077  3077 3075 3077 3077 

Adj. R-sq 0.718 0.684 0.677 0.616  0.747 0.700 0.691 0.615 
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Table 2.9 

Politically Connected Directors and Degree of Lobbying 

This table shows the effects of the HLOGA of 2007 on the politically connected directors depending on firms' degree of lobbying. The sample period 

spans from 2002 to 2012, which the year 2007 is the event year. The post-period is defined as years after 2007, and the pre-period is defined as year 

before 2007. Note that the event year of 2007 is excluded from the sample. The control group is defined as firms which do not lobby between 2002 

and 2012. For Columns (1) – (4), the treatment group is defined as firms which actively lobby between 2002 and 2006, and Columns (5) – (8), the 

treatment group is defined as firms which not actively lobby between 2002 and 2006. All models use the matched sample by exact industries and the 

propensity score based on firm's total asset and number of governmental directors in 2006 within a caliper of 0.01. All models are imposed with firm 

and year fixed effects. Standard errors are clustered by firm. *, **, and ***indicate significance at the 10%, 5%, and 1% levels, respectively. 
  

  Active Lobbying Sample   Non-active Lobbying Sample 

  GOV GOVIND SGOV SGOVIND   GOV GOVIND SGOV SGOVIND 

  (1) (2) (3) (4)   (5) (6) (7) (8) 

Treat * Post 0.2413*** 0.0275** 0.1798*** 0.0215**  0.0014 -0.0009 -0.0292 -0.0050 

  (2.7517) (2.3489) (2.7959) (2.4458)  (0.0270) (-0.1210) (-0.8117) (-0.9619) 

           

Log (Asset) 0.0195 0.0056 0.0171 0.0040  0.0073 0.0025 0.0288 0.0048* 

  (0.3451) (0.6811) (0.3352) (0.5779)  (0.2930) (0.6596) (1.5868) (1.6525) 

           

Board Size 0.0584*** 0.0023 0.0313* 0.0018  0.0427*** 0.0017 0.0114 0.0003 

  (2.6294) (0.9243) (1.8642) (0.8986)  (3.6592) (1.0902) (1.6398) (0.3397) 

           

Independent / Board Size 0.3221 0.0023 0.2191 0.0096  0.4750** 0.0425 0.1371 0.0091 

  (1.0049) (0.0528) (0.8048) (0.2674)  (2.1607) (1.1897) (0.9370) (0.4060) 

           

Tobin's Q 0.0022 0.0007 -0.0003 -0.0001  0.0115 0.0020 0.0129* 0.0021* 

  (0.1001) (0.2215) (-0.0170) (-0.0279)  (1.2038) (1.3608) (1.8077) (1.7819) 

           

Book Leverage 0.0397 0.0159 0.1883 0.0316  -0.1468 -0.0161 -0.1230* -0.0159* 

  (0.2401) (0.6057) (1.0518) (1.1078)  (-1.6166) (-1.1559) (-1.8392) (-1.7461) 

           

ROA -0.1756 -0.0240 -0.0696 -0.0120  -0.1182* -0.0166* -0.0600* -0.0077* 

  (-1.0463) (-0.9039) (-0.5447) (-0.5402)  (-1.9182) (-1.7914) (-1.7465) (-1.6960) 

           

Firm FE Yes Yes Yes Yes  Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes  Yes Yes Yes Yes 

Number of Observations 1451 1450 1451 1451  2069 2068 2069 2069 

Adj. R-sq 0.694 0.685 0.647 0.620  0.679 0.641 0.608 0.582 
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Table 2.10 

Politically Connected Directors and Ethical Reputation 

This table shows the effects of the HLOGA of 2007 on the politically connected directors depending on firms' ethical potentials in lobbying. The 

sample period spans from 2002 to 2012, which the year 2007 is the event year. The post-period is defined as years after 2007. Note that the event 

year of 2007 is excluded from the sample. The control group is defined as firms which do not lobby between 2002 and 2012. For Columns (1) – (4), 

the treatment group is defined as firms with a CAR that is more than the median value in our event study, and Columns (5) – (8), the treatment group 

is defined as firms with a CAR that is less than the median value in our event study. All models use the matched sample by exact industries and the 

propensity score based on firm's total asset and number of governmental directors in 2006 within a caliper of 0.01. All models are imposed with firm 

and year fixed effects. Standard errors are clustered by firm. *, **, and ***indicate significance at the 10%, 5%, and 1% levels, respectively. 
  

  High Abnormal Return   Low Abnormal Return 

  GOV GOVIND SGOV SGOVIND   GOV GOVIND SGOV SGOVIND 

  (1) (2) (3) (4)   (5) (6) (7) (8) 

Treat * Post 0.1022* 0.0153* 0.0850* 0.0113**  0.0448 0.0046 0.0362 0.0024 

  (1.6784) (1.8202) (1.9264) (1.9972)  (0.6457) (0.4844) (0.9609) (0.4483) 

           

Log (Asset) 0.0354 0.0079 0.0573 0.0099**  0.0354 0.0067 0.0251 0.0038 

  (0.8579) (1.2948) (1.6358) (2.0865)  (0.9733) (1.2607) (1.0919) (1.1286) 

           

Board Size 0.0720*** 0.0037** 0.0298** 0.0014  0.0612*** 0.0027 0.0216** 0.0011 

  (3.9389) (2.0017) (2.3144) (1.0655)  (3.1296) (1.5220) (2.3185) (0.9861) 

           

Independent / Board Size 0.2079 -0.0214 0.2621 0.0153  0.3709 0.0075 0.3731** 0.0359 

  (0.9562) (-0.6169) (1.5808) (0.7800)  (1.2307) (0.1514) (2.1100) (1.4793) 

           

Tobin's Q -0.0006 0.0006 0.0093 0.0017  0.0130 0.0016 0.0024 0.0004 

  (-0.0401) (0.2738) (0.7787) (0.9151)  (0.8856) (0.8254) (0.3289) (0.3935) 

           

Book Leverage -0.1363 -0.0062 -0.1919 -0.0253  -0.2079** -0.0264** -0.0722 -0.0090 

  (-0.9162) (-0.2727) (-1.6241) (-1.6469)  (-2.1799) (-2.0182) (-1.0717) (-0.9224) 

           

ROA -0.2963** -0.0404* -0.1380** -0.0158**  -0.0817 -0.0195 -0.0474 -0.0066 

  (-2.4391) (-1.8632) (-2.2096) (-1.9777)  (-0.9167) (-1.2222) (-0.8799) (-0.8400) 

           

Firm FE Yes Yes Yes Yes  Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes  Yes Yes Yes Yes 

Number of Observations 1974 1973 1974 1974  1798 1797 1798 1798 

Adj. R-sq 0.743 0.728 0.689 0.673  0.653 0.620 0.655 0.633 
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Table 2.11 

Who Hires Most Politically Connected Directors 

This table shows the effects of the HLOGA of 2007 on the politically connected directors depending on firms' ethical potentials in lobbying and 

degree of lobbying. The sample period spans from 2002 to 2012, which the year 2007 is the event year. The post-period is defined as years after 

2007. Note that the event year of 2007 is excluded from the sample. The control group is defined as firms which do not lobby between 2002 and 

2012. For Columns (1) – (4), the treatment group is defined as active lobbying firms with high abnormal returns, and Columns (5) – (8), the treatment 

group is defined as non-active lobbying firms with high abnormal returns. All models use the matched sample by exact industries and the propensity 

score based on firm's total asset and number of governmental directors in 2006 within a caliper of 0.01. All models are imposed with firm and year 

fixed effects. Standard errors are clustered by firm. *, **, and ***indicate significance at the 10%, 5%, and 1% levels, respectively. 
  

  High Abnormal Return and Active Lobbying   High Abnormal Return and Non-active Lobbying 

  GOV GOVIND SGOV SGOVIND   GOV GOVIND SGOV SGOVIND 

  (1) (2) (3) (4)   (5) (6) (7) (8) 

Treat * Post 0.2966*** 0.0365*** 0.2008*** 0.0259***  -0.0342 -0.0029 -0.0194 -0.0022 

  (3.1450) (2.8386) (2.8447) (2.8077)  (-0.4207) (-0.2513) (-0.3639) (-0.2947) 

           

Log (Asset) 0.0838 0.0148 0.0525 0.0101  0.0241 0.0056 0.0703** 0.0120** 

  (1.0075) (1.2626) (0.6686) (0.9551)  (0.6001) (0.8447) (2.2062) (2.1402) 

           

Board Size 0.0958*** 0.0047 0.0466** 0.0021  0.0571*** 0.0029 0.0112 -0.0000 

  (3.2905) (1.6595) (2.1095) (0.9141)  (3.1350) (1.2375) (0.9383) (-0.0135) 

           

Independent / Board Size 0.4695 0.0175 0.4741* 0.0340  0.1065 -0.0199 -0.0191 -0.0130 

  (1.3449) (0.4230) (1.6760) (1.0716)  (0.3786) (-0.3901) (-0.1009) (-0.3928) 

           

Tobin's Q 0.0002 0.0002 0.0218 0.0032  0.0354** 0.0059*** 0.0267** 0.0041** 

  (0.0085) (0.0591) (0.9178) (0.9019)  (2.4944) (2.6754) (2.4077) (2.2537) 

           

Book Leverage 0.2867 0.0517* 0.2822 0.0468  -0.1525 -0.0104 -0.1877* -0.0244 

  (1.4617) (1.7198) (1.4103) (1.4939)  (-1.0344) (-0.4481) (-1.7014) (-1.5741) 

           

ROA -0.2746 -0.0419 -0.1287 -0.0233  -0.2201* -0.0311 -0.1058* -0.0147 

  (-1.5576) (-1.5319) (-1.2944) (-1.3585)  (-1.8317) (-1.6487) (-1.7156) (-1.5665) 

           

Firm FE Yes Yes Yes Yes  Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes  Yes Yes Yes Yes 

Number of Observations 964 964 964 964  1248 1247 1248 1248 

Adj. R-sq 0.747 0.721 0.705 0.687  0.663 0.664 0.610 0.556 
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Appendix 2.1: Theoretical Argument 

 

How do unethical activities associated with lobbying affect firms with ethical lobbying? 

 Two firms, firm 1 and firm 2, lobby to compete for government privileges from a 

lawmaker. Both firms provide information with quality q and the frequency f to the lawmaker to 

help make decisions, where q is exogenous and f is endogenous. The higher the quality of 

information and the more frequent a firm sends its information, the more valuable a firm’s 

information is for the lawmaker. We define information value for firm i as Ii(qi, fi), which is a 

monotonic increasing function for both q and f. The lobbying activities incur a cost for a firm 

depending on the frequency it lobbies the lawmaker. We define the lobbying cost for firm i as 

Ci(qi), which is a monotonic increasing function for q. The winning firm will obtain government 

preferential treatment T, so that the expected profit for winning firm Pi(qi). = T - Ci(qi). We 

assume that there is a huge return on the investment for lobbying, so Pi(qi) >> 0. 

The lawmaker receives the information from firms and uses a scoring rule, Si(qi, fi), to 

evaluate the lobbying information. We assume that this scoring rule corresponds to the 

information value function: Si(qi, fi)= Ii(qi, fi). In the process of evaluating information, the 

lawmaker can manipulate the assessment of quality of information by promoting q up to q+m. 

We refer to the parameter m as the lawmaker’s manipulation power.  

 We first assume that firm 1 provides information with higher quality to the lawmaker 

than firm 2 does (q1 > q2) and that there is no unethical activities associate with lobbying. With 
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the same level of lobbying frequency, I1(q1, f1) > I2(q2, f2) and S1(q1, f1) > S2(q2, f2). The 

lawmaker will make decisions relying on the information from firm 1.  

 We then assume that firm 1 provides information with higher quality to the lawmaker 

than firm 2 does (q1 > q2) and that there is an unethical bond between firm 2 and the lawmaker. 

Firm 2 offer bribes or other kinds of unethical engagements to the lawmaker. The lawmakers will 

favor firm 2 by twisting q2 to q2
* = q2+m > q1. With the same level of lobbying frequency, I1(q1, 

f1) < I2(q2
*, f2) and S1(q1, f1) < S2(q2

*, f2). The lawmaker will make decisions relying on the 

information from firm 2 and the bribe she received.  

Since the return on investment for lobbying is huge, firm 1 would like to sacrifice its 

expected profit to compete with firm 2 by increasing its lobbying frequency (f1
* > f1). Engaging 

in more frequent lobbying sufficiently increases the lawmaker’s exposure to firm 1’s 

information, I1(q1, f1
*) > I2(q2

*, f2). The lawmaker will take firm 1’s information more into 

consideration when she makes decisions, S1(q1, f1
*) > S2(q2

*, f2). To compete with firm 2 and 

unethical activities associated with lobbying, firm 1 spends excess cost, C1(f1
*) > C1(f1) to secure 

a sure win. 
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Appendix 2.2.: Variable Definitions 

    

Variables Definition Source 

CAR(-1;+1)_HLOGA in % The cumulative abnormal return of 

each firm calculated over a 3-day 

window centered at the event date 

that both Senate and House passed 

the bill. The abnormal returns are in 

percentage. Abnormal returns are 

calculated using the Fama-French 

3-factor model. 

CRSP 

CAR(-1;+1)_Abramoff in % The cumulative abnormal return of 

each firm calculated over a 3-day 

window centered at the event date 

that Jack Abramoff plead guilty. 

The abnormal returns are in 

percentage. Abnormal returns are 

calculated using the Fama-French 

3-factor model. 

CRSP 

D(Lobbying) Dummy variable which equals 1 if 

aggregate lobbying expenses 

between 2002 and 2006 is larger 

than $10,000 and 0 otherwise. 

OpenSecrets.org 

Rank Ordinal variable that measures the 

rank of each firm in terms of 

aggregate lobbying expenses 

between 2002 and 2006 for the 

lobbying sample. Decile 10 (Decile 

1) includes firms with the largest 

(smallest) lobbying expenses. All 

firms that have no lobbying 

activities in the period 2004-2006 

(included) are assigned a rank of 0. 

OpenSecrets.org 

Log (Lobbying Expense) Natural logarithm of the aggregate 

lobbying expenses between 2002 

and 2006. 

OpenSecrets.org 

Lobbying Expense / Total Asset The aggregate lobbying expenses 

between 2002 and 2006 scaled by 

the firm's total assets in 2006. 

OpenSecrets.org 

D(Active Lobbying) 

Dummy variable which equals to 1 

if a firm continuously lobbies 

OpenSecrets.org 
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between 2002 and 2006 and 0 

otherwise. 

D(Non-active Lobbying) 

Dummy variable which equals to 1 

if a firm occasionally lobbies 

between 2002 and 2006 and 0 

otherwise. 

OpenSecrets.org 

N_Records Number of disclosure reports filed 

for a firm in a year 

OpenSecrets.org 

N_Registrants Number of registrants hired by a 

firm in a year 

OpenSecrets.org 

N_Issues Number of issues lobbied by a firm 

in a year 

OpenSecrets.org 

Log (Lobbying Expenditure) Total lobbying expenditures spent 

by a firm in a year 

OpenSecrets.org 

Log (Asset) Nature logarithm of at + 1 COMPUSTAT 

Tobin's Q Market value of assets divided by 

book value of assets 

[(prcc_f ⁎ csho + at − ceq) / at)] 

COMPUSTAT 

Book Leverage Debt in current liabilities plus long-

term debt divided by assets [(dlc + 

dltt) / at] 

COMPUSTAT 

ROA Earnings before interests and taxes 

divided by assets [ibcom / at] 

COMPUSTAT 

Board Size Number of directors on the board BoardEx 

D(GOV) Dummy variable which equals to 1 

if a firm had politically connected 

directors in 2006 

BoardEx 

GOV Number of directors who have 

work experience in the government 

prior to the 

appointment to the sample firm 

board 

BoardEx 

GOVIND Number of directors who have 

work experience in the government 

prior to the 

appointment to the sample firm 

board scaled by the number of 

independent directors 

BoardEx 
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SGOV Number of senior government 

directors who previously held the 

following position in government 

agencies: Ambassador, Assistant 

Attorney, Assistant Commissioner, 

Assistant Director, Assistant 

Secretary, Attorney General, 

Chairwoman, Chief of Staff, 

Commander, Commission 

Chairman, Commissioner, 

Committee Chairman, 

Congressman, Congresswoman, 

Deputy Assistant Secretary, Deputy 

Chairman, Deputy Chief of Staff, 

Deputy Commissioner, Deputy 

Director, Deputy Mayor, Deputy 

Minister, Deputy Secretary, Deputy 

Undersecretary, Diplomat, 

Executive President, First Lady, 

General Governor, Judge, Major, 

Mayor, President, Representative, 

Secretary, Secretary General, 

Secretary of State, Senator, Senior 

Judge, Superintendent, 

Undersecretary, Undersecretary of 

State. All other positions are 

classified as junior positions. 

BoardEx 

SEC Action Dummy variable which equals to 1 

if a firm had at least one SEC 

action in the Accounting and 

Auditing Enforcement Release 

between 2002 and 2006 

SEC.gov 

Team_Abramoff Dummy variable which equals to 1 

if a firm hired an Abramoff 

associated lobbyists between 2004 

and 2006 

Wikipedia 

Treat Dummy variable which equals 1 if 

a firm lobbies between 2002 and 

2006 and 0 if a firm does not lobby 

at all between 2002 and 2012 

OpenSecrets.org 

Post Dummy variable which equals 1 if 

the year variable is 2008, 2009, 

2010, 2011, or 2012 and 0 if the 

year variable equals 2002, 2003, 

2004, 2005, or 2006. 

OpenSecrets.org 
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3. A DARK SIDE OF CORPORATE LOBBYING 

3.1. Introduction 

Corporate lobbying has drawn increasing academic attention in the recent decades as 

public policies shape the rule of game in which firms play and compete. The stewardship theory 

views lobbying as an inherent strategy and a value-enhancing investment for firms. Consistent 

with this theory, lobbying has been documented to bring firms tremendous government 

privileges, including tax benefit (Richter, Samphantharak, and Timmons, 2009), deferral of fraud 

detection (Yu and Yu, 2011), access to government stimulus funds (Adelino and Dinc, 2014), 

and better firm performance (e.g., Chen Parsley, and Yang, 2015; Hill, Kelly, and Van Ness, 

2013). On the other hand, lobbying is associated with agency costs in that it requires firms’ 

resources and managers’ constant efforts to establish and maintain the sustainable relationship 

with policy makers (e.g., Kerr, Lincoln, and Mishra, 2011). Moreover, such process can be 

complex and uncertain, which may destroy shareholder value if the investment horizon is too 

long and managers take too much efforts to overlook other growth opportunities.  

This paper studies the role of lobbying activity in firms’ innovation. Did firms’ 

engagement in lobbying and policy making bring legislative benefits, encouraging the innovation 

effort? Or did it drain firms’ resources and managers’ time, slowing firms’ pace of innovation? 

For example, since 1990, Disney has been an active player in the lobbying arena. It heavily 

lobbied for the passage of Copyright Term Extension Act, which lead detractors to nickname it 
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as “The Mickey Mouse Protection Act”.15 Disney protected its existing ideas and works from 

being plagiarized, which safeguards its shareholder value and motivates it to innovate more 

successful animation characters. There are also critics about the lobbying engagement thwarting 

innovations that consumers like.16 The dark side is, as a giant in the industry, Disney needs to 

keep friends in Washington regarding various issues like trade, intellectual property, tax, and 

travel policies. Managers must shift their attention and even twist firms’ strategical focus from 

innovation to public policies to make their political voices sounded. They waste their brainpower 

and firms’ resources on protecting their companies rather than thinking up new products and new 

ways to deliver them. Therefore, firms’ decision between innovation and political influence 

becomes an important question to better understand the long-term impact of corporate political 

activity on shareholder value.  

To investigate which one of the two countervailing arguments has a more dominant 

effect, we construct a panel dataset containing time-varying information on patents, corporate 

lobbying activities, and innovation activities. We show that there is a robust negative correlation 

between innovation and corporate lobbying after controlling for firm and year fixed effects. 

Corporate lobbying activity has a small and negative impact on R&D, but a larger negative effect 

on the productivity of R&D as measured by number of patents, citations, and patent value. This 

negative association persists when we explicitly control for the endogeneity of corporate 

lobbying. We use a two-stage least squares (2SLS) approach and the distance (in miles) between 

a firm’s headquarter and Washington DC as the instrument. The negative effects are not only 

 
15 https://en.wikipedia.org/wiki/Copyright_Term_Extension_Act 

16  https://www.techdirt.com/articles/20160225/17535133715/annotating-letter-disneys-ceo-sent-to-disney-

employees-asking-them-to-fund-disneys-sketchy-lobbying-activities.shtml 
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statistically significant but also economically significant: on average, lobbying firms have 4.4 

percent less patents, 5.9 percent less citations, and 6.0 percent less patent value; 1 percent 

increase in lobbying expenditures is associated with 0.3 percent decrease in the number of 

patents, 0.5 percent decrease in the number of citations, and 0.5 percent decrease in the patent 

value.  

The findings suggest that corporate lobbying activity significantly reduces firms’ 

innovation efforts and are consistent with two plausible mechanisms. The first one is the firms’ 

resources constraints hypothesis (e.g., Gorodnichenko and Schnitzer 2013; Hottenrott and Peters 

2012). Under this model, the presence of corporate lobbying activity takes up firms’ resources 

either financial or non-financial. For example, the number of firms with Washington offices has 

shot up, along with the number of CEOs who visit Washington regularly in the past decades. In 

1998, when Microsoft went to start lobbying, Bill Gates wrote, “It’s been a year since the last 

time I was in D.C. I think I am going to be making trip a lot more frequently from now on.”17 In 

2011, Microsoft relocated its Innovation & Policy Center to the K Street in D.C, the heart area 

for lobbyists.18 As a result, the high costs of lobbying may lead firms being not able to afford to 

engage in long-term innovation projects, especially for resources constrained firms. The 

alternative story is the lazy manager hypothesis (e.g., Hart 1983; Bertrand and Mullainathan 

2003). Under this model, managers prefer a quiet life and are not willing to take too much efforts 

to balance innovation and political investment. Although both corporate lobbying and innovation 

are usually regarded as long-term investments, mangers will sacrifice one for another. We 

 
17 https://reason.com/2015/02/09/washingtons-parasite-economy/ 

18 https://www.bizjournals.com/washington/blog/2011/01/new-high-tech-dc-office-for-microsoft.html 
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therefore hypothesize that the negative relationship between corporate lobbying and innovation 

should be stronger for firms with lazy managers. 

To distinguish between these hypotheses, we split our sample and implement subsample 

analysis, which yields different predictions on the impacts of corporate lobbying on innovation. 

The constrained resource hypothesis predicts that firms with financial/non-financial constraints 

strengthen the effects. In addition, the lazy manager hypothesis predicts that firms reinforce the 

negative effect of corporate lobbying on innovation.  

To examine the constrained resource hypothesis, we constructed the subsamples in three 

ways: Large vs Small; Financially Constrained vs Financially Non-Constrained; and Old vs 

Young. Consistent with this hypothesis, we find that the negative relationship between 

innovation and corporate lobbying activity is more pronounced when firms are small, young, and 

financial constrained than their counterparty groups. Constructing variables as proxies for 

laziness of managers is challenging. We use low institutional holdings as a proxy for lazy 

managers, as Hartzell and Starks (2003) show that institutional ownership concentration is 

positively related to the pay-for-performance sensitivity of executive compensation. Therefore, it 

is less likely for CEOs who works for firms with high institutional holdings to be lazy. Using the 

subsamples of low vs high institutional ownership to test the lazy manager hypothesis, we find 

that the negative relationship between innovation and corporate lobbying activity is more 

pronounced when firms have low institutional ownership. Therefore, the findings support both 

the constrained resource hypothesis and the lazy manager hypothesis, which implies that limited 

firm resources slow down firms’ innovation when firms start to focus on their role in public 

policies given that political engagements are costly. 



 

95 

 

Our paper’s main contribution is to shed light on the longstanding policy debate on 

whether corporate lobbying enhances or impedes firms’ long-term, intangible investments such 

as innovation. This is the first paper in the literature that provide causal evidence that lobbying 

activity slows down innovation at firm level. Thus, our paper uncovers a previously un-identified 

adverse effect of corporate lobbying on firms’ long-term shareholder value. Our findings have 

important implications. First, the results suggest that the costs of lobbying may outweigh the 

benefits, which opposes to the well-documented stewardship perspective. Second, firms’ 

decision among the long-term investment opportunities may be highly limited by their resources 

and  managers’ efforts.  

Our paper contributes to three strands of existing literature. First, our paper is related to a 

growing literature on finance and innovation. Recent empirical research testing the implications 

of Manso (2011) includes Ederer and Manso (2012), who conduct a controlled laboratory 

experiment; and Tian and Wang (2014), who show that IPO firms financed by more failure-

tolerant venture capital investors are more innovative. All studies provide supporting evidence 

for the predictions of Manso (2011). In regards with the impacts of managerial incentives of 

innovation investments. A larger institutional ownership (Aghion, Van Reenen, and Zingales, 

2013), lower stock liquidity (Fang, Tian, and Tice, 2014), private instead of public equity 

ownership (Lerner, Sorensen, and Stromberg, 2011), and corporate rather than traditional venture 

capitalists (Chemmanur, Loutskina, and Tian, 2014) alter managerial incentives and hence help 

nurture innovation. Other studies show that product market competition, market conditions, firm 

boundaries, financial market development, banking competition, chief executive officer 

overconfidence, labor unions, and financial analysts all affect firm innovation (Aghion, Bloom, 

Blundell, Griffith, and Howitt, 2005, Hirshleifer, Low, and Teoh, 2012, Cornaggia et al., 2015, 
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He and Tian, 2013, Nanda and Rhodes-Kropf, 2013, Hsu, Tian, and Xu, 2014, Seru, 2014, 

Bradley, Kim, and Tian, 2017). Our paper complements these studies and documents that 

corporate political activity, specifically corporate lobbying, impedes corporate innovation efforts.  

Our study closely relates to previous work that examines the effects of financial 

constraints on investment. This literature grew substantially following the influential work of 

Fazzari et al. (1988), who argued that insufficient access to external capital markets induces a 

positive correlation between investment spending and cash flows. Gorodnichenko and Schnitzer 

(2013) investigate theoretically and empirically how financial constraints affect a firm’s 

innovation activities. They find unambiguous evidence that financial constraints restrain the 

ability of domestically owned firms to innovate and hence to catch up to the technological 

frontier. Our paper compares the difference of firms’ investment decisions between two long-

term projects when firms face financial constraints or not. The results provide supporting 

evidence to better understand the role of financial constraints at firm level. 

Our study also adds to the growing literature studying the economic impacts of corporate 

lobbying activities. The stewardship perspective highlights the tremendous government 

privileges lobbying brings to firms, including tax benefit (Richter, Samphantharak, and 

Timmons, 2009), deferral of fraud detection (Yu and Yu, 2011), access to government stimulus 

funds (Adelino and Dinc, 2014), preferential treatment on employment litigation cases (Unsal, 

Hassan, and Zirek, 2017) and better firm performance (e.g., Chen Parsley, and Yang, 2015; Hill, 

Kelly, and Van Ness, 2013). The agency view suggests that the cost of lobbying dominate the 

strategic benefits of lobbying activities (Cao, et al. 2017). Complementing to the agency view, 

we show that corporate lobbying may drain up firms’ resources, which negatively affects firms’ 

innovation and thereafter hurts long-term shareholder value. 
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The rest of the paper is organized as follows. Section 2 describes the data and summary 

statistics. Section 3 shows the baseline model along with causality test results on the effect of 

corporate lobbying activity on firms’ innovation efforts. Section 4 explores the plausible 

mechanisms by implementing subsample analysis. Section 5 provides robustness checks. Section 

6 concludes. 

3.2. Data and sample description 

3.2.1 Data description 

We collect data sets from various sources. Lobbying data are collected from the CRP for 

the year from 1998 to 2010. The Lobbying Disclosure Act (LDA) of 1995 and the Honest 

Leadership and Open Government Act (HLOGA) 7 of 2007 require the disclosure from lobbyists 

who attempt to affect U.S. government policies. The lobbying disclosure reports help identify the 

lobbying activities of both firms and institutional investors. The information includes which 

lobbyists they work with, which government agencies they lobby to, which bills they lobby for, 

and how much they spend on lobbying. The innovation data are generously provided by Kogan 

et al. (2017). Accounting data are from the Compustat Annual and stock return data are from the 

Center for Research in Security Prices (CRSP). We restrict firms to those who exist in both 

Compustat and CRSP. We obtain the institutional holdings information from Thomson-Reuters 

S34 database. The database provides quarterly shareholder ownership information filed by 

institutional managers with $100 million or more in assets under management. We exclude firms 

with missing data for the main variables in our regressions. Consistent with the extant literature, 

we also exclude financial firms and utilities (i.e., firms with SIC codes between 6000 and 6999 

or 4900 and 4999). Our sample periods span from 1998 to 2010. Our sample ends in 2010 

because the patent data end in 2010. 



 

98 

 

3.2.2. Variables construction 

3.2.2.1.Innovation variables 

Following the existing literature. We adopt the standard measures of innovations as the 

dependent variables in our main regressions, including R&D expenditure to asset ratio, natural 

logarithm of 1 plus the number of patents, natural logarithm of 1 plus the total number of 

citations the patents receive, and natural logarithm of 1 plus the market value of the patent 

estimated and provided by Kogan et al. (2017). R&D to asset ratio is a measure of the input of 

the innovation, while the number of patents and the number of citations the are measures of the 

output of the innovations. Following the innovation literature, we set the R&D if the R&D 

expenditure is missing, and the number of patents to 0, if there is no patent filed by the company 

in a certain year. We measure the number of patents based on the year when the patents are filed 

with the patent office rather than when the patents are granted, because the year patents granted 

is closest to when the innovation was actually created. In the United States, patents are awarded, 

on average, two to three years after applications are filed. 

In the robust test, we use alternative measures of innovations following Hall, Jaffe, and 

Trajtenberg (2001), including patent yield, citations excluding self-citations and adjusted for 

truncation bias, generality, and originality. Patent yield is the ratio of the number of patents to 

the R&D expenditure, which is a measure of the efficiency of the innovation. Since the patents 

granted earlier receive more citations than patents granted later in our sample periods, the 

number of citations is truncated. To correct for the truncation bias, we adopt the “fixed-effect” 

approach introduced by Hall, Jaffe, and Trajtenberg (2001). Specifically, we divide the number 

of citations by the mean citations received by patents in the same patent class.  
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In addition, we use the average generality and originality as additional measure of the 

innovations. Generality for patent i is defined a 1 −  ∑ 𝑠𝑖𝑗
2𝑛𝑖

𝑗  ,where sij denotes the percentage of 

citations received by patent i that belong to technological class j, out of ni patent classes. A high 

generality score suggests that the patent presumably had a widespread impact, in that it 

influenced subsequent innovations in a variety of field. Originality for patent i is defined a 1 −

 ∑ 𝑡𝑖𝑗
2𝑛𝑖

𝑗  ,where tij denotes the percentage of citations made by patent i that belong to technological 

class j, out of ni patent classes. A high originality score indicates that a patent relies on a wide 

breadth of the technology fields. 

3.2.2.2.Lobbying variables 

 Our key independent variables of interest are the measures of Following the lobbying 

literature, we adopt two measures of lobbying activities. The first measure is the lobbying 

dummy which equals 1 if a firm lobby in a certain year and zero otherwise. The other measure of 

lobbying activities is the natural logarithm of 1 plus the lobbying expenditures. 

3.2.3. Summary statistics 

Table 3.1 presents the descriptive statistics of lobbying activities of firms by year and by 

Fama-French 12-industry excluding the financial and utility industries. Panel A shows that both 

the number and the proportion of lobbying firms that lobby increased over the sample period. 

Average lobbying expenditure steadily increased, peaked in 2010. Panel B reports that different 

industries exhibit substantial variations in terms of lobbying behavior. Chemicals is the industry 

with the highest proportion of lobbying firms. Business equipment is the industry with the 

highest total lobbying expenditure. Telecommunications is the industry with the highest average 
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lobbying expenditure. Energy industry also exhibits high intensity of lobbying in these 

dimensions. 

Table 3.2 presents the summary statistics for constructed samples. Table 3.2 reports the 

means, medians, standard deviations, number of observations, first quartile, and third quartile of 

key variables. The final firm-year sample contains 57,122 observations. Around 15% of the firms 

in our sample lobby. The mean lobbying expenditure in our sample is 122,946. The mean 

(median) of the total assets is 3,468.69 (231.28) million. The mean (median) of the total sales is 

2,791.06 (264.40) million. The mean (median) R&D to asset ratio is 0.07(0) respectively. 

Consistent with the innovation literature, a typical firm does not innovate. 

 

3.3. Corporate lobbying and innovation  

Corporate lobbying can protect firms’ existing innovation products from being 

plagiarized, which safeguards its shareholder value and thus motivates them to innovate more. 

However, lobbying engagement also requires firms’ resources and managers’ constant efforts to 

establish and maintain the sustainable relationship with policy makers (e.g., Kerr, Lincoln, and 

Mishra, 2011). Therefore, managers could waste their brainpower and firms’ resources in 

protecting their companies rather than thinking up new products and new ways to deliver them, 

which consequently impedes the corporate innovations. 

In this section, we examine the relation between corporate lobbying activities and 

innovations and test the two competing hypotheses. We start with the baseline model and results 
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in Section 3.1. In Section 3.2, we provide evidence of causality tests based on two stage least 

square regressions using the instrument variable.  

3.3.1. Baseline models 

We employ a panel regression to analyze the effect of corporate lobbying activity on 

innovation, described in the section Specifically, we estimate the following panel regression 

empirical model: 

𝐼𝑛𝑛𝑜𝑣𝑎𝑡𝑖𝑜𝑛𝑠 𝑖,𝑡+1 =  𝛼𝑡 +  𝛽1𝐿𝑜𝑏𝑏𝑦𝑖𝑛𝑔𝑖,𝑡 + 𝛽2𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠 𝑖,𝑡 +  𝐹𝑖𝑟𝑚 𝐷𝑢𝑚𝑚𝑦 +

𝑌𝑒𝑎𝑟 𝐷𝑢𝑚𝑚𝑦 +  𝜀 𝑖,𝑡                   (1) 

 In equation (1), i and t are subscripts for firm and year, respectively. The dependent 

variable Innovationsi,t+1 measures corporate innovations described in the section 2.2.1. The key 

variables of interest Lobbyingi,t measures firms’ lobbying activity at year t+1. We use two 

different measures. The first one, Lobbying dummy is a dummy variable equal to one if a firm 

lobby in a given year, and zero otherwise. The second one, Log (1+lobbying expenditure) is the 

natural logarithm of the total lobbying expense incurred by a company in a given year. Controlsi,t 

is a vector of control variables, including logarithm of total sales, return on assets, book leverage, 

tangibility, Tobin’s q, ROA volatility, and the logarithm of firm age. For the regressions with 

dependent variables other than R&D to asset ratio, we also control for R&D to asset ratio. In all 

model specifications, we include firm fixed effect to control for time invariant unobservable 

characteristics and year fixed effect to control for shocks that are common to all the firms in a 

certain year. Standard errors are clustered at the firm level to account for time-series correlations 

within the firm. 
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 Table 3.3 reports the baseline regression results. Panel A reports the regression results 

using the Lobbying dummy as a measure of lobbying activity. Panel B reports the regression 

results using the Log (1+lobbying expense) as a measure of lobbying activity. The dependent 

variables are R&D to asset ratio, log (1+number of patents), log (1+number of citations), and log 

(1+ patent values) in model 1, 2, 3, and 4 respectively. The coefficients of Lobbying dummy and 

Log (1+lobbying expense) are not significant in model 1, indicating that the corporate lobbying 

activities have no effects on the input of corporate innovations. The coefficients of Lobbying 

dummy and Log (1+lobbying expense) are not significant in models 2, 3, and 4, suggesting that 

corporate lobbying activities is associated with the quality of the output of corporate innovations, 

which is consistent with our hypothesis that corporate lobbying is negatively correlated with 

innovations. Since the corporate lobbying activities has no significant correlation on the R&D 

investment, in the following analysis, we focus on the output of the innovations. 

3.3.2. Causality test: 2SLS model 

 So far, the results presented in Section 3.1 suggests that corporate lobbying activities are 

negatively associated with the quality of the innovations. However, it might be the case that 

firms who have less innovation output tend to pursue growth through corporate lobbying. In 

order to mitigate the potential endogeneity issue, in this section, we adopt the two stage least 

square regressions (2SLS) using the instrumental variable. 

 Following the exiting corporate lobbying literature (e.g., Igan, Mishra, and Tressel, 

2011), we use the natural logarithm of the distance to DC as the instrumental variable. To be a 

valid instrumental variable, the instrument must meet two criterial: relevance and exclusion. 

Specifically, the instrument has to be strongly correlated with the endogenous variable, but not 
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correlated with the dependent variable directly. The distance to DC satisfies both of the two 

criteria. First, it correlated with the probability of corporate lobbying. The closer the firms are 

located to DC, the easier and more likely for them to lobby, and the more lobbying expenditure 

the firms tend to spend. Second, the distance to DC satisfy the exclusion criteria, as it has no 

direct relationship with corporate innovation. For example, it is unclear ex ante whether firms 

incorporated in Texas are more innovative or not than firms incorporated in New York. Since the 

distance from firms’ headquarter to DC is time invariant, we cannot use firm fixed effect. We 

therefore control for Fama French 48 industry fixed effect and year fixed effect. 

 Table 3.4 reports the 2SLS results. Panel A reports the results using the Lobbying dummy 

as a measure of lobbying activity. Panel B reports the results using the Log (1+lobbying expense) 

as a measure of lobbying activity. The model 1 reports the first stage regression, the Distance to 

DC is significant correlated with Lobbying dummy (Panel A) and Log (1+lobbying expense) 

(Panel B). The coefficients of the Distance to DC Models 2, 3, and 4 report the second stage 

regression. The dependent variables are log (1+number of patents), log (1+number of citations), 

and log (1+ patent values) in model 2, 3, and 4 respectively. The coefficients of both Lobbying 

dummy and Log (1+lobbying expense) are significant in all the three models. The coefficients are 

not only statistically significant but also economically significant: on average, lobbying firms 

have 4.4 percent less patents, 5.9 percent less citations, and 6.0 percent less patent value; 1 

percent increase in lobbying expenditures is associated with 0.3 percent increase in the number 

of patents, 0.5 percent increase in the number of citations, and 0.5 percent increase in the patent 

value.  
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Overall, the results in this section suggest that the costs of lobbying outweigh the benefits 

in the case of innovation. The findings imply that it is likely that corporate lobbying impedes 

firms’ long-term growth opportunities so that it destroys shareholder value. 

 

3.4. Plausible channels: resources constraints vs. lazy managers 

In this section, we identify the two possible mechanisms through which corporate 

lobbying affect corporate innovations. The first one is the firms’ resources constraints hypothesis 

(e.g., Gorodnichenko and Schnitzer 2013; Hottenrott and Peters 2012). Under this model, the 

presence of corporate lobbying activity takes up firms’ resources either financial or non-

financial. As a result, the high costs of lobbying may lead firms being not able to afford to 

engage in long-term innovation projects for resource constrained firms. Therefore, the negative 

relationship should be stronger for resources constrained firms. The alternative story is the lazy 

manager hypothesis (e.g., Hart 1983; Bertrand and Mullainathan 2003). Under this model, 

managers prefer a quiet life and are not willing to take too much efforts to balance innovation 

and political investment. Although both corporate lobbying and innovation are usually regarded 

as long-term investments, mangers will sacrifice one for another. We therefore hypothesize that 

the negative relationship between corporate lobbying and innovation should be more pronounced 

for firms with lazy managers. 

3.4.1.  Resources constraints hypothesis 

 If corporate lobbying and innovations compete for the firms’ resources, the negative 

relationship between corporate lobbying and innovations should be stronger for firms with 
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relatively limited recourse. Specifically, we identify three possible proxies for the resources of 

the firm: firm size, financial soundness, and firm age. 

Both corporate lobbying and innovations are long-term investments. Large, financially 

unconstrained, and old firms tend to have enough recourses to engage in lobbying without 

impeding their innovations. However, smaller, financially constrained, and younger firms have 

limited financial recourses and human capital. If the negative relationship is due to the limited 

recourses firms have, we expect this relationship to be observed primarily in the subsample of 

firms who are smaller, more financially constrained, and older. Specifically, for each Fama 

French 48 industry year, we calculate median of firm size proxied by total assets, financially 

soundness proxied by Whited and Wu (2006) (WW), and firm age, respectively. We then 

separate firms into subsamples of, large and small firms, financially constrained and financially 

unconstrained firms, and young and old firms based on the median split of the total assets, WW-

index, and firm age. 

Table 3.5 presents the regression results for the subsample of small firms and large firms. 

Panel A (Panel B) reports the regression results of small (large) firms. The coefficients of the 

two lobbying activity proxies are significant across all the six models in the subsample of small 

firms. However, none of the coefficients of the lobbying activity proxies are significant in the 

subsample of large firms. Consistent with our hypothesis, the negative relationship between 

corporate lobbying and innovations primarily exist in small firms. 

Table 3.6 reports the regression results for the subsample of financially constrained 

versus financially unconstrained firms based on the median split of WW index.  Panel A (Panel 

B) reports the regression results of financially constrained (unconstrained) firms. Similar to 
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Table 3.5, the coefficients of the lobbying activity proxies are only significant in the subsample 

of financially constrained firms. Table 3.6 provides extra evidence that is consistent with 

resource-based story. 

Finally, Table 3.7 reports the regression results for the subsample of young versus old 

firms. Panel A (Panel B) presents results of young (old) firms. The coefficients of the lobbying 

activity proxies are significant across all the models in the subsample of young firms but 

significant in only three out of six models in the subsample of old firms. In addition, the 

magnitude of the coefficients of the lobbying activity are larger in the subsample of young firms 

than old firms. 

The results in the section 4.1 support the resources constraints hypothesis that the 

negative relationship between corporate lobbying is more pronounced for resource constrained 

firms.  

3.4.2.  Lazy manager hypothesis 

If managers prefer a quiet life and are not willing to take too much efforts to balance 

innovation and political investment and tend to sacrifice one for another, corporate lobbying and 

innovation should be more pronounced for firms with lazy managers.  

Constructing variables as proxies for laziness of managers is challenging. We use low 

institutional holdings as a proxy for lazy managers, as Hartzell and Starks (2003) show that 

institutional ownership concentration is positively related to the pay-for-performance sensitivity 

of executive compensation. Therefore, it is less likely for CEOs who works for firms with high 

institutional holdings to be lazy. Specifically, for each Fama French 48 industry year, we 
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calculate median of the institutional ownership measured by the percentage of shares outstanding 

held by institutions. We then separate firms into subsamples of firms with low and high 

institutional ownership based on the median split of the ownership. 

Table 3.8 reports the regression results for the subsample of firms with low versus high 

institutional ownership. Panel A (Panel B) presents results of low (high) institutional ownerships. 

The coefficients of the lobbying activity proxies are significant in the subsample of firms with 

low institutional ownerships (Panel A). However, none of the coefficients of the lobbying 

activity proxies is significant in the subsample of firms with high institutional ownerships (Panel 

B). The results in Table 3.8 support the lazy manager hypothesis. 

Overall, the results in the section 4 support both the lazy manager hypothesis and 

constrained resource hypothesis, which further confirms the causal relationship between 

corporate lobbying and innovation based on the cross-sectional analysis. The findings help to 

shed lights on the mechanisms of corporate lobbying on innovation. 

 

3.5. Robust tests 

In this section, we test whether our results hold using alternative measures of corporate 

innovations. Table 3.9 reports the results. Specifically, we rerun the regressions in Table 3.3 

using patent yield (models 1 and 5), citations excluding self-citations and adjusted for truncation 

bias (models 2 and 6), generality (models 3 and 7), and originality (models 4 and 8) as our 

independent variables. The definitions of the variables are described in section 2.2.1. Results in 

Table 8 shows that corporate lobbying is significantly negatively correlated with patent yield, 
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alternative measures of citations, and generality. Corporate lobbying activity is negatively 

correlated with originality, but the coefficients are not significant. 

In untabulated analysis, we use the patent yield, alternative measure of citations, and 

generality as the dependent variables in the 2SLS and cross-sectional variation test. The results 

are qualitatively similar to current results in Table 3.4, 3.3, 3.5, 3.6 and 3.7. Overall, the results 

in this section suggest that our results are robust to alternative measures of the quality of the 

corporate innovations. 

 

3.6. Conclusions 

In this paper, we study the influence of corporate lobbying in firms’ innovation efforts. 

Using R&D expenditure and information on patents and citations, we find that innovation is 

negatively associated with corporate lobbying activity of a firm. This relationship appears to be 

causal when we explicitly control for the endogeneity of corporate lobbying using instrumental 

variable approach. The negative effect of corporate lobbying in innovation is consistent with the 

view that lobbying engagements drain firms’ resources and managers’ time, which could hurt 

long-term shareholder value. Furthermore, we explore the plausible mechanisms through which 

corporate lobbying slows down innovation. Our results support both the resources constraints 

hypothesis that the presence of lobbying activity takes up firms’ existing resources that prevents 

firms from engaging other long-term investments such as innovation as well as the lazy manager 

hypothesis that managers prefer a quiet life and are not willing to take too much efforts to 

balance innovation and political investment.  
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This paper contributes to better understand firms’ decision among various long-term 

investment projects, especially the choice between policy influence and innovation. Both 

elements are extremely important for firms’ development. Our findings have important policy 

and economic implications. First, lobbying could have an adverse effect on long-term 

shareholder value, in contrary to the traditional stewardship perspective. Second, such adverse 

effect is driven and enlarged by firms’ constraints as well as managerial decisions.  
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Table 3.1 Lobbying activities of firms 

This table reports the summary statistics on the corporate lobbying activity of firms from 1998 to 

2016. Panel A presents the lobbying expenses of firms by year. Panel B presents the lobbying 

expenses of firms by Fama-French 12 industry grouping. The table reports the number of firms, 

the number of lobbying firms, the percentage of lobbying firms, as well as the mean, median, and 

total sum of lobbying expenses using the lobbying sample.   

Panel A: Corporate lobbying by year    

Year 

Total 

# of 

firms 

Total 

# of 

firms 

% of 

lobbying 

firms 

Lobbying expenses ($) 

Mean Median Total 

1998 5678 521 9.2% 775,831 140,000 404,208,166 

1999 5271 519 9.8% 704,643 160,000 365,709,553 

2000 5392 526 9.8% 737,788 160,000 388,076,445 

2001 4944 552 11.2% 680,523 140,000 375,648,847 

2002 4551 582 12.8% 681,510 148,302 396,638,881 

2003 4301 642 14.9% 686,455 171,250 440,703,796 

2004 4235 667 15.7% 736,805 180,000 491,449,084 

2005 4141 722 17.4% 725,407 180,000 523,744,050 

2006 4030 736 18.3% 792,965 180,000 583,622,365 

2007 3875 713 18.4% 896,564 200,000 639,249,982 

2008 3692 718 19.4% 1,060,093 215,000 761,147,014 

2009 3544 732 20.7% 1,137,089 220,000 832,348,791 

2010 3468 692 20.0% 1,185,496 270,000 820,362,929 
       
Panel B: Corporate lobbying by industry    

Year 

Total 

# of 

firms 

Total 

# of 

firms 

% of 

lobbying 

firms 

Lobbying expenses ($) 

Mean Median Total 

Consumer non-

durables 
3544 477 13.5% 1,077,023 240,000 513,739,851 

Consumer durables 1697 246 14.5% 1,000,847 160,000 246,208,403 

Manufacturing 6745 1067 15.8% 881,556 200,000 940,619,813 

Energy 3069 432 14.1% 1,364,614 220,000 589,513,116 

Chemicals 1524 410 26.9% 657,595 230,000 269,613,859 

Business equipment 14512 1669 11.5% 673,228 180,000 1,123,617,471 

Telecommunications 2692 567 21.1% 1,623,503 230,000 920,526,011 

Shops 6374 613 9.6% 432,839 168,310 265,330,130 

Healthcare 7878 1412 17.9% 760,839 160,000 1,074,304,174 

Other 9087 1429 15.7% 755,379 160,000 1,079,437,075 
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Table 3.2 Summary statistics for constructed samples 

This table reports the means, medians, standard deviations, number of observations, first quartile, 

and third quartile of key variables. Lobbying Dummy is a dummy variable which equals one if 

firms lobby in a certain year and zero otherwise. Lobbying expense is the total lobbying 

expenditure incurred by a company in a given year. ROA is the ratio of earnings before interest, 

tax, depreciation, and amortization (EBITDA) to total assets. Tobin’s Q is the ratio of market value 

of assets (total assets plus market capitalizations minus book value of equity) to book value of total 

assets. Tangibility is the ratio of property, plant, and equipment (PPE) to total assets. Book leverage 

is the ratio of total debt to total assets. ROA volatility is the standard deviation of ROA over the 

past ten years. R&D is the ratio of R&D expenditure to total assets. Patent yield is the ratio of the 

number of patents to R&D expenditure. Total patent value is the market value of the patents 

provided by Kogan et al. (2017). 

 

Variables No. Obs. Mean S.D. P25 Median P75 

Lobbying dummy 57,122 0.15 0.35 0.00 0.00 0.00 

Lobbying expense 57,122 122,946 891,204 0.00 0.00 0.00 

Total assets 

(in millions) 
57,122 3,468.69 18,290.59 64.21 264.40 1,239.05 

Total sales 

(in millions) 
57,122 2,791.06 13,239.87 49.08 231.28 1,103.42 

ROA 57,122 0.02 0.68 0.01 0.10 0.16 

Tobin's q 57,122 2.19 2.84 1.10 1.50 2.33 

Tangibility 57,122 0.26 0.23 0.08 0.18 0.38 

Book leverage 57,122 0.50 0.56 0.28 0.47 0.64 

ROA volatility 57,122 0.18 0.93 0.03 0.06 0.14 

Firm age 57,122 16.11 13.54 6.01 11.01 21.01 

R&D 57,122 0.07 0.18 0.00 0.00 0.07 

Number of patents 57,122 11.49 107.90 0.00 0.00 1.00 

Number of citations 57,122 64.83 840.61 0.00 0.00 0.00 

Patent yield 57,122 0.16 3.36 0.00 0.00 0.00 

Total patent value 

(in millions) 
57,122 140.40 1,686.15 0.00 0.00 0.00 
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Table 3.3 Corporate lobbying and innovation 

This table presents the results examining the effects of corporate lobbying activity on corporate 

innovation activity. Panel A reports the regression results using the Lobbying dummy as a measure 

of lobbying activity. Panel B reports the regression results using the logarithm of 1 plus lobbying 

expenditure as a measure of lobbying activity. The dependent variables are R&D to asset ratio, log 

(1+number of patents), log (1+number of citations), and log (1+ patent values) in model 1, 2, 3, 

and 4 respectively.  All the other independent variables are defined in Appendix 3. All the 

regressions control for year fixed effects and firm fixed effects. Heteroskedasticity-robust standard 

errors are clustered at the firm level, and t-statistics are reported in parentheses. ***, **, and * 

indicate significance at the 1%, 5%, and 10% level, respectively. 

Panel A Lobbying dummy     

  (1) (2) (3) (4) 

  R&D Patents Citations Patent Value 

Lobbying dummy -0.003 -0.039* -0.139*** -0.075** 

 (-0.92) (-1.76) (-3.25) (-2.08) 

Log (sales) -0.010*** 0.040*** 0.033** 0.018 

 (-3.11) (4.71) (2.02) (1.38) 

ROA -0.049*** 0.003 0.077** 0.056*** 

 (-3.58) (0.16) (2.54) (2.66) 

Book leverage -0.001 0.000 0.000 0.000 

 (-0.91) (0.74) (0.68) (0.04) 

Tangibility 0.014 0.142** 0.303** 0.292*** 

 (1.01) (2.16) (2.44) (2.98) 

Tobin's q -0.002*** 0.013*** 0.037*** 0.027*** 

 (-3.78) (5.91) (8.04) (7.18) 

ROA volatility 0.006 0.007 0.028* 0.004 

 (0.88) (1.33) (1.95) (0.35) 

Log (firm age) 0.003 0.237*** 0.347*** 0.435*** 

 (0.62) (5.26) (4.02) (6.49) 

R&D  -0.018 0.059 0.053 

  (-0.48) (0.84) (0.98) 

Constant 0.112*** -0.049 0.313 -0.075 

 (6.69) (-0.47) (1.60) (-0.49) 

Year fixed effects Yes Yes Yes Yes 

Firm fixed effects Yes Yes Yes Yes 

Adj. R2 0.662 0.794 0.661 0.770 

F 6.962 54.640 73.025 54.382 

Observations 48032 48032 48032 48032 
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Panel B Lobbying expenditure 

  (1) (2) (3) (4) 

  R&D Patents Citations Patent Value 

Log (1+lobbying expense) -0.000 -0.005** -0.016*** -0.010*** 

 (-0.93) (-2.50) (-4.03) (-3.15) 

Log (sales) -0.010*** 0.041*** 0.034** 0.019 

 (-3.10) (4.81) (2.13) (1.52) 

ROA -0.049*** 0.002 0.075** 0.055*** 

 (-3.58) (0.12) (2.49) (2.59) 

Book leverage -0.001 0.000 0.000 0.000 

 (-0.91) (0.74) (0.69) (0.04) 

Tangibility 0.014 0.142** 0.303** 0.292*** 

 (1.01) (2.16) (2.45) (2.98) 

Tobin's q -0.002*** 0.013*** 0.037*** 0.026*** 

 (-3.78) (5.89) (8.02) (7.16) 

ROA volatility 0.006 0.007 0.028** 0.004 

 (0.88) (1.34) (1.96) (0.36) 

Log (firm age) 0.003 0.237*** 0.344*** 0.433*** 

 (0.61) (5.25) (4.00) (6.46) 

R&D  -0.018 0.058 0.053 

  (-0.48) (0.83) (0.96) 

Constant 0.112*** -0.048 0.315 -0.074 

 (6.70) (-0.47) (1.61) (-0.48) 

Year fixed effects Yes Yes Yes Yes 

Firm fixed effects Yes Yes Yes Yes 

Adj. R2 0.662 0.794 0.661 0.770 

F 6.962 54.703 73.166 54.536 

Observations 48032 48032 48032 48032 
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Table 3.4 two stage least square regressions 

This table presents the results examining the effects corporate lobbying activity on corporate 

innovations using the two stage least square regression. The instrument variables Distance to DC 

is the natural logarithm of the distance from firms’ headquarters to Washington DC. Panel A 

reports the regression results using the Lobbying dummy as a measure of lobbying activity. Panel 

B reports the regression results using the logarithm of 1 plus lobbying expenditure as a measure 

of lobbying activity. The model 1 reports the regression results of the first stage regression, where 

the dependent variable is Lobbying dummy (Log (1+lobbying expense)) in Panel A (B). The 

dependent variables in the second stage regressions are log (1+number of patents) in model 2, log 

(1+number of citations) in model 3, and log (1+ patent values) in model 4, respectively.  All the 

other independent variables are defined in Appendix 3. All the regressions control for year fixed 

effects and Fama French 48 industry fixed effects. Heteroskedasticity-robust standard errors are 

clustered at the firm level, and t-statistics are reported in parentheses. ***, **, and * indicate 

significance at the 1%, 5%, and 10% level, respectively. 

Panel A Lobbying dummy      

  (1)   (2) (3) (4) 

 First Stage  Second Stage 

  Lobbying dummy   Patents Citations 

Patent 

Value 

Lobbying dummy   -4.403*** -5.861*** -5.957*** 

   (-3.14) (-3.20) (-2.95) 

Distance to DC -0.184***     

 (-3.97)     

Log (sales) 0.914***  0.521*** 0.654*** 0.793*** 

 (24.90)  (5.26) (5.07) (5.55) 

ROA -1.589***  -0.588*** -0.670** -0.811** 

 (-4.54)  (-2.58) (-2.28) (-2.47) 

Book leverage -0.001  0.000 0.000 0.000 

 (-0.57)  (0.68) (0.51) (0.29) 

Tangibility -0.658**  -0.485*** -0.639*** -0.772*** 

 (-2.38)  (-3.15) (-3.16) (-3.46) 

Tobin's q 0.074***  0.067*** 0.104*** 0.120*** 

 (5.48)  (5.88) (6.89) (6.75) 

ROA volatility 0.089*  0.033 0.047 0.052 

 (1.70)  (1.40) (1.52) (1.53) 

Log (firm age) 0.860***  0.351*** 0.433*** 0.540*** 

 (11.30)  (3.56) (3.37) (3.80) 

R&D -0.138  0.574*** 0.806*** 0.613** 

 (-0.32)  (2.63) (2.83) (2.01) 

Constant -3.428***  -2.348*** -2.706*** -3.719*** 

 (-2.92)  (-3.01) (-2.74) (-3.29) 

Year fixed effects Yes  Yes Yes Yes 

Industry fixed effects Yes  Yes Yes Yes 

Observations 42049   42049 42049 42049 
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Panel B Lobbing expenditure     

  (1)   (2) (3) (4) 

 First Stage  Second Stage 

  

Log (1+lobbying 

expense)   Patents Citations 

Patent 

Value 

Log (1+lobbying expense)   -0.342*** -0.455*** -0.462*** 

   (-3.17) (-3.24) (-2.96) 

Distance to DC -0.184***     

 (-3.97)     

Log (sales) 0.914***  0.532*** 0.668*** 0.808*** 

 (24.90)  (5.23) (5.06) (5.48) 

ROA -1.589***  -0.605*** -0.694** -0.834** 

 (-4.54)  (-2.62) (-2.33) (-2.50) 

Book leverage -0.001  0.001 0.001 0.001 

 (-0.57)  (1.49) (1.28) (0.85) 

Tangibility -0.658**  -0.476*** -0.627*** -0.760*** 

 (-2.38)  (-3.16) (-3.18) (-3.47) 

Tobin's q 0.074***  0.067*** 0.104*** 0.120*** 

 (5.48)  (5.88) (6.90) (6.74) 

ROA volatility 0.089*  0.032 0.046 0.051 

 (1.70)  (1.45) (1.57) (1.57) 

Log (firm age) 0.860***  0.363*** 0.449*** 0.556*** 

 (11.30)  (3.59) (3.41) (3.80) 

R&D -0.138  0.578*** 0.811*** 0.618** 

 (-0.32)  (2.64) (2.84) (2.02) 

Constant -3.428***  -2.438*** -2.826*** -3.840*** 

 (-2.92)  (-3.02) (-2.76) (-3.27) 

Year fixed effects Yes  Yes Yes Yes 

Industry fixed effects Yes  Yes Yes Yes 

Observations 42049   42049 42049 42049 
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Table 3.5 The firm size and the effects of corporate lobbying on innovation 

This table presents the results examining the effects of firm size on the relationship between 

corporate lobbying and corporate innovation activity. For each Fama French 48 industry year, we 

calculate the median of total assets. We then separate firms into subsamples of small and large 

firms based on the median split of the total assets. Panel A reports the regression results based on 

the subsample of small firms. Panel B reports the regression results based on the subsample of 

large firms. The dependent variables are log (1+number of patents) in model 1 and 4, log 

(1+number of citations) in model 2 and 5, and log (1+ patent values) in model 3 and 6, respectively.  

All the other independent variables are defined in Appendix 3. All the regressions control for year 

fixed effects and firm fixed effects. Heteroskedasticity-robust standard errors are clustered at the 

firm level, and t-statistics are reported in parentheses. ***, **, and * indicate significance at the 

1%, 5%, and 10% level, respectively. 

Panel A Small firms 

  (1) (2) (3) (4) (5) (6) 

  Patents Citations 

Patent 

Value Patents Citations 

Patent 

Value 

Lobbying dummy -0.063** -0.158*** -0.091**    

 (-2.28) (-2.73) (-2.44)    
Log (1+lobbying 

expense)    -0.006** -0.015*** -0.009*** 

    (-2.48) (-2.88) (-2.61) 

Log (sales) 0.005 -0.006 -0.016* 0.006 -0.006 -0.016* 

 (0.78) (-0.43) (-1.73) (0.81) (-0.40) (-1.70) 

ROA 0.026** 0.059** 0.041*** 0.026** 0.058** 0.041*** 

 (2.42) (2.44) (2.82) (2.41) (2.43) (2.81) 

Book leverage 0.000 0.000 0.000 0.000 0.000 0.000 

 (1.07) (1.08) (0.85) (1.07) (1.08) (0.85) 

Tangibility 0.016 0.022 0.041 0.016 0.022 0.041 

 (0.28) (0.20) (0.61) (0.27) (0.20) (0.61) 

Tobin's q 0.006*** 0.012*** 0.005*** 0.006*** 0.012*** 0.005*** 

 (3.90) (2.67) (2.80) (3.90) (2.67) (2.80) 

ROA volatility 0.006 0.026* 0.005 0.006 0.026* 0.005 

 (1.34) (1.78) (1.33) (1.34) (1.78) (1.33) 

Log (firm age) -0.122*** -0.311*** -0.169*** -0.121*** -0.310*** -0.168*** 

 (-3.21) (-3.95) (-3.84) (-3.20) (-3.94) (-3.83) 

R&D 0.002 0.087 0.043 0.002 0.087 0.043 

 (0.06) (1.49) (1.02) (0.06) (1.49) (1.02) 

Constant 0.533*** 1.343*** 0.691*** 0.532*** 1.341*** 0.689*** 

 (6.77) (8.10) (7.44) (6.77) (8.10) (7.44) 

Year fixed effects Yes Yes Yes Yes Yes Yes 

Firm fixed effects Yes Yes Yes Yes Yes Yes 

Adj. R2 0.600 0.481 0.608 0.600 0.481 0.608 

F 18.965 21.378 14.878 19.004 21.407 14.905 

Observations 23143 23143 23143 23143 23143 23143 
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Panel B Large firms 

  (1) (2) (3) (4) (5) (6) 

  Patents Citations 

Patent 

Value Patents Citations 

Patent 

Value 

Lobbying dummy 0.005 -0.054 0.010    

 (0.15) (-0.97) (0.21)    
Log (1+lobbying 

expense)    -0.001 -0.007 -0.002 

    (-0.26) (-1.47) (-0.49) 

Log (sales) 0.138*** 0.188*** 0.149*** 0.138*** 0.190*** 0.151*** 

 (6.26) (4.82) (4.17) (6.30) (4.88) (4.23) 

ROA -0.343*** -0.550*** -0.369** -0.344*** -0.553*** -0.372** 

 (-3.33) (-2.87) (-2.33) (-3.34) (-2.88) (-2.35) 

Book leverage 0.007*** 0.005 0.007* 0.007*** 0.005 0.007* 

 (2.70) (0.88) (1.68) (2.71) (0.89) (1.69) 

Tangibility 0.480*** 0.912*** 0.808*** 0.481*** 0.913*** 0.810*** 

 (3.28) (3.43) (3.54) (3.28) (3.44) (3.55) 

Tobin's q 0.027*** 0.075*** 0.062*** 0.027*** 0.075*** 0.062*** 

 (3.98) (5.46) (5.14) (3.97) (5.44) (5.13) 

ROA volatility 0.519*** 1.028*** 0.700** 0.519*** 1.026*** 0.699** 

 (2.84) (2.92) (2.41) (2.84) (2.91) (2.41) 

Log (firm age) 0.356*** 0.532*** 0.583*** 0.356*** 0.530*** 0.582*** 

 (4.79) (3.86) (5.30) (4.79) (3.84) (5.29) 

R&D -0.103 0.204 0.308 -0.104 0.201 0.303 

 (-0.48) (0.52) (0.95) (-0.49) (0.51) (0.93) 

Constant -0.836*** -0.975*** -0.958*** -0.837*** -0.977*** -0.960*** 

 (-4.07) (-2.59) (-3.03) (-4.08) (-2.60) (-3.04) 

Year fixed effects Yes Yes Yes Yes Yes Yes 

Firm fixed effects Yes Yes Yes Yes Yes Yes 

Adj. R2 0.820 0.715 0.781 0.820 0.715 0.781 

F 41.171 53.654 47.927 41.173 53.677 47.953 

Observations 24889 24889 24889 24889 24889 24889 
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Table 3.6 The financial soundness and the effects of corporate lobbying on innovation 

This table presents the results examining the effects of financial soundness on the relationship 

between corporate lobbying and corporate innovation activity. For each Fama French 48 industry 

year, we calculate the median of Whited and Wu (2006) (WW) index. WW-index is defined as 

−0.091 × Cash flow − 0.062 × Dividend dummy + 0.021 × Long-term debt − 0.044 × Size + 0.102 

× Industry sales growth − 0.035 × Sales growth. We then separate firms into subsamples of small 

and large firms based on the median split of the WW index. Panel A reports the regression results 

based on the subsample of financially constrained firms. Panel B reports the regression results 

based on the subsample of financially unconstrained firms. The dependent variables are log 

(1+number of patents) in model 1 and 4, log (1+number of citations) in model 2 and 5, and log (1+ 

patent values) in model 3 and 6, respectively.  All the other independent variables are defined in 

Appendix 3. All the regressions control for year fixed effects and firm fixed effects. 

Heteroskedasticity-robust standard errors are clustered at the firm level, and t-statistics are reported 

in parentheses. ***, **, and * indicate significance at the 1%, 5%, and 10% level, respectively. 

Panel A The financially constrained firms 

  (1) (2) (3) (4) (5) (6) 

  Patents Citations 
Patent 
Value Patents Citations 

Patent 
Value 

Lobbying dummy -0.084*** -0.147** -0.122***    

 (-2.84) (-2.45) (-2.94)    
Log (1+lobbying 

expense)    -0.008*** -0.014** -0.011*** 

    (-2.90) (-2.51) (-2.99) 

Log (sales) 0.009 0.001 -0.009 0.009 0.001 -0.008 

 (1.14) (0.05) (-0.95) (1.17) (0.07) (-0.93) 

ROA 0.029** 0.061** 0.041*** 0.029** 0.061** 0.041*** 

 (2.38) (2.38) (2.63) (2.37) (2.38) (2.63) 

Book leverage 0.000 0.000 0.000 0.000 0.000 0.000 

 (1.02) (1.04) (0.78) (1.02) (1.04) (0.78) 

Tangibility -0.014 -0.043 -0.009 -0.014 -0.043 -0.009 

 (-0.24) (-0.38) (-0.13) (-0.24) (-0.38) (-0.13) 

Tobin's q 0.007*** 0.013*** 0.006*** 0.007*** 0.013*** 0.006*** 

 (4.12) (3.22) (3.42) (4.12) (3.22) (3.41) 

ROA volatility 0.005 0.029 0.004 0.005 0.029 0.004 

 (0.90) (1.62) (0.77) (0.90) (1.62) (0.77) 

Log (firm age) -0.161*** -0.350*** -0.221*** -0.161*** -0.349*** -0.220*** 

 (-4.02) (-4.19) (-4.63) (-4.02) (-4.18) (-4.63) 

R&D 0.019 0.125* 0.070 0.019 0.125* 0.070 

 (0.47) (1.68) (1.35) (0.47) (1.68) (1.34) 

Constant 0.616*** 1.444*** 0.803*** 0.615*** 1.442*** 0.802*** 

 (7.38) (8.27) (8.08) (7.38) (8.27) (8.07) 

Year fixed effects Yes Yes Yes Yes Yes Yes 

Firm fixed effects Yes Yes Yes Yes Yes Yes 
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Adj. R2 0.623 0.490 0.616 0.623 0.490 0.617 

F 19.180 21.871 15.197 19.198 21.879 15.206 

Observations 22945 22945 22945 22945 22945 22945 

       

Panel B The financially unconstrained firms     

  (1) (2) (3) (4) (5) (6) 

  Patents Citations 

Patent 

Value Patents Citations 

Patent 

Value 

Lobbying dummy 0.010 -0.053 0.018    

 (0.32) (-0.93) (0.36)    
Log (1+lobbying 
expense)    -0.001 -0.008 -0.002 

    (-0.23) (-1.55) (-0.45) 

Log (sales) 0.135*** 0.199*** 0.142*** 0.136*** 0.201*** 0.145*** 

 (5.67) (4.62) (3.70) (5.72) (4.69) (3.77) 

ROA -0.385*** -0.663*** -0.447*** -0.387*** -0.667*** -0.451*** 

 (-3.95) (-3.61) (-2.87) (-3.96) (-3.63) (-2.90) 

Book leverage 0.005 -0.001 0.003 0.005 -0.001 0.003 

 (1.38) (-0.13) (0.55) (1.38) (-0.12) (0.56) 

Tangibility 0.474*** 0.949*** 0.817*** 0.475*** 0.951*** 0.820*** 

 (3.23) (3.60) (3.59) (3.24) (3.61) (3.61) 

Tobin's q 0.026*** 0.073*** 0.061*** 0.025*** 0.073*** 0.061*** 

 (4.06) (5.64) (5.26) (4.05) (5.62) (5.24) 

ROA volatility 0.228 0.545* 0.292 0.228 0.545* 0.293 

 (1.44) (1.72) (1.22) (1.45) (1.73) (1.23) 

Log (firm age) 0.360*** 0.504*** 0.570*** 0.359*** 0.502*** 0.569*** 

 (4.86) (3.67) (5.19) (4.85) (3.65) (5.18) 

R&D -0.172 -0.103 0.194 -0.174 -0.107 0.189 

 (-0.81) (-0.27) (0.58) (-0.82) (-0.28) (0.56) 

Constant -0.811*** -0.958** -0.884*** -0.813*** -0.962** -0.889*** 

 (-3.92) (-2.52) (-2.79) (-3.93) (-2.53) (-2.80) 

Year fixed effects Yes Yes Yes Yes Yes Yes 

Firm fixed effects Yes Yes Yes Yes Yes Yes 

Adj. R2 0.818 0.714 0.780 0.818 0.714 0.780 

F 39.147 51.547 45.473 39.157 51.588 45.513 

Observations 24826 24826 24826 24826 24826 24826 
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Table 3.7 The firm age and the effects of corporate lobbying on innovation 

This table presents the results examining the effects of firm age on the relationship between 

corporate lobbying and corporate innovation activity. For each Fama French 48 industry year, we 

calculate median of firm age. We then separate firms into subsamples of young and old firms based 

on the median split of the firm age. Panel A reports the regression results based on the subsample 

of young firms. Panel B reports the regression results based on the subsample of old firms. The 

dependent variables are log (1+number of patents) in model 1 and 4, log (1+number of citations) 

in model 2 and 5, and log (1+ patent values) in model 3 and 6, respectively. All the other 

independent variables are defined in Appendix 3. All the regressions control for year fixed effects 

and firm fixed effects. Heteroskedasticity-robust standard errors are clustered at the firm level, and 

t-statistics are reported in parentheses. ***, **, and * indicate significance at the 1%, 5%, and 10% 

level, respectively. 

Panel A Young firms       

  (1) (2) (3) (4) (5) (6) 

  Patents Citations 

Patent 

Value Patents Citations 

Patent 

Value 

Lobbying dummy -0.064* -0.176*** -0.106**    

 (-1.82) (-2.66) (-2.06)    
Log (1+lobbying 

expense)    -0.006* -0.016*** -0.010** 

    (-1.83) (-2.72) (-2.15) 

Log (sales) 0.039*** 0.025 0.016 0.039*** 0.025 0.016 

 (3.62) (1.22) (1.03) (3.64) (1.24) (1.06) 

ROA 0.005 0.054 0.042* 0.005 0.054 0.042* 

 (0.29) (1.59) (1.91) (0.29) (1.58) (1.90) 

Book leverage 0.000 0.000 0.000 0.000 0.000 0.000 

 (0.78) (1.27) (0.68) (0.78) (1.27) (0.68) 

Tangibility 0.048 0.041 0.118 0.048 0.041 0.118 

 (0.59) (0.26) (1.10) (0.59) (0.26) (1.10) 

Tobin's q 0.010*** 0.030*** 0.020*** 0.010*** 0.030*** 0.020*** 

 (3.40) (5.20) (4.44) (3.39) (5.17) (4.41) 

ROA volatility -0.001 0.047 -0.017 -0.001 0.047 -0.017 

 (-0.03) (0.98) (-1.01) (-0.03) (0.98) (-1.01) 

Log (firm age) 0.052 -0.196 0.020 0.052 -0.197 0.020 

 (0.68) (-1.40) (0.19) (0.68) (-1.40) (0.19) 

R&D -0.047 0.051 0.029 -0.047 0.051 0.029 

 (-1.05) (0.63) (0.54) (-1.05) (0.63) (0.54) 

Constant 0.322*** 1.253*** 0.650*** 0.321*** 1.252*** 0.649*** 

 (2.98) (6.38) (4.50) (2.97) (6.38) (4.49) 

Year fixed effects Yes Yes Yes Yes Yes Yes 

Firm fixed effects Yes Yes Yes Yes Yes Yes 

Adj. R2 0.773 0.651 0.755 0.773 0.651 0.755 

F 19.844 29.261 19.925 19.848 29.277 19.948 
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Observations 22541 22541 22541 22541 22541 22541 

       
Panel B Old firms       

  (1) (2) (3) (4) (5) (6) 

  Patents Citations 

Patent 

Value Patents Citations 

Patent 

Value 

Lobbying dummy -0.020 -0.106* -0.039    

 (-0.67) (-1.86) (-0.78)    
Log (1+lobbying 

expense)    -0.004 -0.014*** -0.009* 

    (-1.52) (-2.73) (-1.92) 

Log (sales) 0.038** 0.043 0.014 0.039** 0.046 0.017 

 (2.45) (1.52) (0.59) (2.54) (1.62) (0.70) 

ROA -0.030 0.052 0.039 -0.033 0.047 0.034 

 (-0.74) (0.66) (0.60) (-0.79) (0.60) (0.52) 

Book leverage 0.002 -0.005 -0.004 0.002 -0.005 -0.004 

 (1.11) (-1.13) (-1.33) (1.13) (-1.12) (-1.31) 

Tangibility 0.196* 0.501** 0.422** 0.196* 0.501** 0.421** 

 (1.80) (2.52) (2.51) (1.80) (2.52) (2.51) 

Tobin's q 0.016*** 0.042*** 0.030*** 0.016*** 0.041*** 0.030*** 

 (4.09) (5.09) (3.97) (4.10) (5.10) (3.98) 

ROA volatility 0.010*** 0.029*** 0.017** 0.010*** 0.029*** 0.017** 

 (2.97) (4.11) (2.53) (2.98) (4.14) (2.56) 

Log (firm age) 0.864*** 1.438*** 1.310*** 0.863*** 1.435*** 1.309*** 

 (6.69) (5.84) (6.57) (6.68) (5.83) (6.56) 

R&D -0.021 -0.029 0.062 -0.025 -0.036 0.054 

 (-0.21) (-0.17) (0.39) (-0.24) (-0.20) (0.34) 

Constant -1.916*** -3.028*** -2.694*** 
-
1.915*** -3.023*** -2.693*** 

 (-5.09) (-4.25) (-4.60) (-5.09) (-4.24) (-4.61) 

Year fixed effects Yes Yes Yes Yes Yes Yes 

Firm fixed effects Yes Yes Yes Yes Yes Yes 

Adj. R2 0.814 0.692 0.786 0.814 0.692 0.786 

F 32.638 41.353 32.165 32.649 41.414 32.228 

Observations 25491 25491 25491 25491 25491 25491 
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Table 3.8 The institutional ownership and the effects of corporate lobbying on innovation 

This table presents the results examining the effects of institutional ownership on the relationship between corporate lobbying and 

corporate innovation activity. For each Fama French 48 industry year, we calculate median of the institutional ownership measured by 

the percentage of shares outstanding held by institutions. We then separate firms into subsamples of firms with low and high institutional 

ownership based on the median split of the ownership. Panel A reports the regression results based on the subsample of  firms with low 

institutional ownership. Panel B reports the regression results based on the subsample of firms with high institutional ownership . The 

dependent variables are log (1+number of patents) in model 1 and 4, log (1+number of citations) in model 2 and 5, and log (1+ patent 

values) in model 3 and 6, respectively. All the other independent variables are defined in Appendix 3. All the regressions control for 

year fixed effects and firm fixed effects. Heteroskedasticity-robust standard errors are clustered at the firm level, and t-statistics are 

reported in parentheses. ***, **, and * indicate significance at the 1%, 5%, and 10% level, respectively. 

Panel A Low institutional holdings      

  (1) (2) (3) (4) (5) (6) 

  Patents Citations Patent Value Patents Citations Patent Value 

Lobbying dummy -0.079** -0.193*** -0.128***    

 (-2.45) (-3.19) (-2.59)    
Log (1+lobbying expense)    -0.008*** -0.019*** -0.014*** 

    (-2.76) (-3.49) (-2.96) 

Log (sales) 0.010 0.001 -0.009 0.010 0.002 -0.008 

 (1.19) (0.08) (-0.82) (1.23) (0.12) (-0.77) 

ROA 0.013 0.021 0.027* 0.013 0.021 0.026* 

 (1.17) (0.83) (1.83) (1.16) (0.82) (1.81) 

Book leverage 0.000 0.000 -0.000 0.000 0.000 -0.000 

 (0.78) (0.34) (-0.99) (0.78) (0.34) (-1.01) 

Tangibility -0.014 0.015 0.042 -0.013 0.015 0.043 

 (-0.20) (0.12) (0.51) (-0.20) (0.12) (0.52) 

Tobin's q 0.006*** 0.013*** 0.008*** 0.006*** 0.013*** 0.008*** 

 (3.25) (2.65) (2.99) (3.25) (2.65) (2.99) 

ROA volatility 0.004 0.030 0.000 0.004 0.030 0.000 

 (0.82) (1.57) (0.05) (0.83) (1.57) (0.05) 

Log (firm age) -0.074 -0.248** -0.050 -0.074 -0.248** -0.050 

 (-1.33) (-2.38) (-0.67) (-1.33) (-2.38) (-0.66) 

Constant 0.533*** 1.314*** 0.607*** 0.532*** 1.312*** 0.605*** 

 (4.49) (5.90) (3.84) (4.49) (5.90) (3.84) 
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Year fixed effects Yes Yes Yes Yes Yes Yes 

Firm fixed effects Yes Yes Yes Yes Yes Yes 

Adj. R2 0.767 0.614 0.739 0.767 0.614 0.739 

F 17.371 21.566 14.282 17.417 21.629 14.319 

Observations 22557 22557 22557 22557 22557 22557 

       
Panel B High institutional holdings      

  (1) (2) (3) (4) (5) (6) 

  Patents Citations Patent Value Patents Citations Patent Value 

Lobbying dummy 0.004 -0.062 0.012    

 (0.11) (-1.08) (0.22)    
Log (1+lobbying expense)    -0.001 -0.008 -0.002 

    (-0.27) (-1.53) (-0.42) 

Log (sales) 0.100*** 0.137*** 0.085** 0.101*** 0.139*** 0.087** 

 (4.36) (3.33) (2.26) (4.40) (3.39) (2.33) 

ROA -0.204*** -0.338** -0.318*** -0.205*** -0.340** -0.320*** 

 (-2.89) (-2.53) (-2.97) (-2.90) (-2.55) (-2.99) 

Book leverage 0.005 0.001 0.005 0.005 0.001 0.005 

 (1.29) (0.16) (1.06) (1.29) (0.17) (1.07) 

Tangibility 0.400*** 0.850*** 0.676*** 0.401*** 0.851*** 0.678*** 

 (2.80) (3.36) (3.00) (2.81) (3.36) (3.00) 

Tobin's q 0.028*** 0.084*** 0.066*** 0.028*** 0.083*** 0.065*** 

 (4.57) (7.07) (6.26) (4.56) (7.07) (6.25) 

ROA volatility 0.106 0.264 0.137 0.106 0.264 0.138 

 (1.07) (1.21) (1.00) (1.07) (1.22) (1.00) 

Log(firm age) 0.393*** 0.668*** 0.620*** 0.392*** 0.665*** 0.618*** 

 (4.81) (4.27) (5.03) (4.80) (4.25) (5.02) 

Constant -0.676*** -0.915** -0.624* -0.677*** -0.917** -0.627* 

 (-2.92) (-2.11) (-1.73) (-2.93) (-2.11) (-1.74) 

Year fixed effects Yes Yes Yes Yes Yes Yes 

Firm fixed effects Yes Yes Yes Yes Yes Yes 

Adj. R2 0.818 0.710 0.793 0.818 0.711 0.793 

F 40.053 53.111 44.713 40.053 53.134 44.737 

Observations 22494 22494 22494 22494 22494 22494 
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Table 3.9 alternative measures of corporate innovation 

This table presents the results examining the effects corporate lobbying activity on corporate innovations using alternative measures of 

corporate innovation activities. Panel A reports the regression results using the Lobbying dummy as a measure of lobbying activity. Panel 

B reports the regression results using the Log (1+lobbying expense) as a measure of lobbying activity. The dependent variables are 

patent yield in models 1 and 4, natural logarithm of 1 plus citations excluding self-citations and adjusted for truncation bias in models 2 

and 6, average generality in models 3 and 7, and average originality in models 4 and 8. The patent yield is the ratio of number of patents 

to R&D expenditures. The citations excluding self-citations and adjusted for truncation bias is the citations excluding self-citations and 

divided by the mean citations of the patent class year. Generality for patent i is defined a 1 − ∑ 𝑠𝑖𝑗
2𝑛𝑖

𝑗  ,where sij denotes the percentage 

of citations received by patent i that belong to technological class j, out of ni patent classes. Originality for patent i is defined a 1 −
 ∑ 𝑡𝑖𝑗

2𝑛𝑖
𝑗  ,where tij denotes the percentage of citations made by patent i that belong to technological class j, out of ni patent classes. All the 

other independent variables are defined in Appendix 3. All the regressions control for year fixed effects and firm fixed effects. 

Heteroskedasticity-robust standard errors are clustered at the firm level, and t-statistics are reported in parentheses. ***, **, and * 

indicate significance at the 1%, 5%, and 10% level, respectively. 

  (1) (2) (3) (4) (5) (6) (7) (8) 

  

Patent 

yield Citations Generality Originality 

Patent 

yield Citations Generality Originality 

Lobbying 

Dummy -0.071** -0.056** -0.015*** -0.011     

 (-2.01) (-2.15) (-2.65) (-1.39)     
Log (1+lobbying 

Expense)     -0.006* -0.007*** -0.002*** -0.001 

     (-1.93) (-2.95) (-3.17) (-1.39) 

Log (sales) 0.009 0.036*** -0.001 0.007** 0.009 0.037*** -0.000 0.007** 

 (0.75) (3.76) (-0.24) (2.12) (0.77) (3.87) (-0.17) (2.13) 

ROA -0.041 0.009 0.014*** 0.007 -0.042 0.008 0.014*** 0.007 

 (-0.54) (0.55) (3.25) (1.12) (-0.55) (0.51) (3.22) (1.12) 

Book leverage 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

 (1.11) (0.31) (1.13) (0.75) (1.11) (0.31) (1.13) (0.75) 

Tangibility -0.111 0.132* 0.028* 0.033 -0.111 0.132* 0.028* 0.033 

 (-0.91) (1.75) (1.72) (1.40) (-0.91) (1.75) (1.72) (1.40) 
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Tobin's q 0.001 0.016*** 0.005*** 0.004*** 0.001 0.015*** 0.005*** 0.004*** 

 (0.32) (5.55) (7.21) (5.13) (0.31) (5.52) (7.20) (5.13) 

ROA volatility 0.008 0.015* 0.004* 0.003 0.008 0.015* 0.004* 0.003 

 (1.10) (1.81) (1.85) (0.96) (1.10) (1.82) (1.85) (0.96) 

Log (firm age) 0.009 0.210*** 0.009 -0.005 0.009 0.209*** 0.009 -0.006 

 (0.21) (4.16) (0.85) (-0.44) (0.19) (4.14) (0.83) (-0.45) 

Constant 0.214* 0.019 0.131*** 0.203*** 0.215* 0.019 0.131*** 0.203*** 

 (1.95) (0.16) (5.25) (6.75) (1.96) (0.17) (5.26) (6.76) 

Year fixed effects Yes Yes Yes Yes Yes Yes Yes Yes 

Firm fixed effects Yes Yes Yes Yes Yes Yes Yes Yes 

Adj. R2 -0.117 0.714 0.397 0.568 -0.117 0.714 0.397 0.568 

F 14.724 54.784 68.205 83.393 14.715 54.848 68.319 83.411 

Observations 48032 48032 48032 48032 48032 48032 48032 48032 
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Appendix 3: Variable Definition 

Variables Definition 

Lobbying dummy Indicator variable equal to one if a firm lobbies in a given year 

Log (1+Lobbying Expense) The natural logarithm of one plus total lobbying expenditure 

incurred by a company in a given year 

Log (sales) The natural logarithm of total sales 

ROA The ratio of earnings before interest, tax, depreciation, and 

amortization (EBITDA) to total assets 

Book leverage The ratio of total debt to total assets 

Tangibility The ratio of property, plant, and equipment (PPE) to total 

assets 

Tobin's q The ratio of market value of assets (total assets plus market 

capitalizations minus book value of equity) to book value of 

total assets 

ROA volatility The standard deviation of ROA over the past ten years. 

Log (firm age) The natural logarithm of firm age 

Distance to DC The natural logarithm of one plus the distance from firms’ 

headquarter to Washington DC 

R&D The ratio of R&D expenditures to total assets. We set R&D 

expenditure to zero, if R&D expenditure is missing 

Patents The natural logarithm of one plus the number of patents. 

Citations The natural logarithm of one plus the number of citations 

Patent Value The natural logarithm of one plus the total value of the 

patents, where the value of patents is provided by Kogan et al. 

(2017) 

Patent yield The ratio of the number of patents to R&D expenditure 

Citations excluding self-

citations and adjusted for 

truncation  

The citations excluding self-citations and adjusted for 

truncation bias is the citations excluding self-citations and 

divided by the mean citations of the patent class year 

Generality Generality for patent i is defined a 1 −  ∑ 𝑠𝑖𝑗
2𝑛𝑖

𝑗  ,where sij 

denotes the percentage of citations received by patent i that 

belong to technological class j, out of ni patent classes 

Originality Originality for patent i is defined a 1 − ∑ 𝑡𝑖𝑗
2𝑛𝑖

𝑗  ,where tij 

denotes the percentage of citations made by patent i that 

belong to technological class j, out of ni patent classes 

Institutional Ownership Percentage of shares outstanding held by institutional 

investors 
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CONCLUSION 

In this dissertation, I focus on the connection between political economy and corporate 

finance. In the first essay, I show that institutional investors who engage in lobbying facilitate 

corporate lobbying by mitigating constraints of lobbying which firms face. The results have 

important economic and policy implications that institutional investors actively affect firms’ 

external governance environment related to law and politics besides monitoring the internal 

control system. In the second essay, we explore the ethics of corporate lobbying activities. Using 

an exogenous policy change in government ethics rule and consequently a reduction in unethical 

lobbying practices, we show that average firms benefit from a more transparent lobbying 

environment. In respond to the regulatory reform, active lobbying firms reduce their lobbying 

expenditure to save the costs to lobby, whereas non-active lobbying firms are motivated to lobby 

more, which is consistent with our theorical argument. Moreover, lobbying firms hire more 

political connected directors compared to non-lobbying firms after the reform to better address 

the law change. In the third essay, we show that corporate lobbying negatively affects firms’ 

innovation. The results support both the resources constraints hypothesis that the presence of 

lobbying activity takes up firms’ existing resources that prevents firms from engaging other 

long-term investments such as innovation as well as the lazy manager hypothesis that managers 

prefer a quiet life and are not willing to take too much efforts to balance innovation and political 

investment. It provides a piece of evidence that lobbying could have an adverse effect on long-

term shareholder value, in contrary to the traditional stewardship perspective. It helps to better 
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understand firms’ decision among various long-term investment projects, especially the choice 

between policy influence and innovation.  
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