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Abstract 
Most corporate political spending consists of lobbying expenditures and candidate contributions 
from a firm’s Political Action Committee. We examine the indirect effect associated with the 
lobbyist’s network of clients.  The average lobbyist in our sample has more than 40 clients and we 
find that the candidate contributions across those clients are mutually beneficial.  For example, 
firms are more likely to support an incumbent candidate that currently serves on a committee that 
regulates the firm’s industry.  However, a firm is also more likely to contribute to a candidate that 
serves on a committee that is unrelated to its industry if that candidate serves on a committee that 
regulates another firm who shares the same lobbyist.  We also find that firms are more likely to 
support a candidate if their lobbyist also personally contributes to that candidate, consistent with 
the idea that lobbyists and their networks play an important coordination role in a firm’s political 
strategy.  Measures of the strength and quality of the lobbyist network are positively correlated 
with future stock returns even after controlling for the direct political spending of the firm. 
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1. Introduction  
 

The vast majority of Americans believe that there is too much corporate money in politics and 

that corporations have too much influence on the political process.1 The general perception is 

exacerbated by the lack of complete disclosure of corporate political contributions (see, e.g., 

Bebchuk and Jackson (2013)).  Perhaps as a consequence, the Securities and Exchange 

Commission (SEC) received more than one million comment letters from individuals on a 

rulemaking petition requesting that the SEC develop rules requiring public companies to disclose 

all of their spending on politics. The academic evidence, however, on the amount of corporate 

political contributions comes to a different conclusion. Tullock (1972) first asked the provocative 

question of why there is so little corporate money in politics, given the enormous stakes.2   

Firms that participate in the political process typically do so in two ways. They contribute 

to the election campaigns of politicians and they employ lobbyists to represent their interests to 

politicians and regulators. Hill et al. (2013) point out that these two channels work in different 

ways. Firms are not allowed to make direct contributions to political campaigns from the 

corporate treasury. Instead, they can form political action committees (hereafter PACs) to which 

firm executives and directors can contribute up to a maximum of $5,000.  From these funds, the 

PAC can contribute up to a maximum of $5,000 per candidate per election.3 In contrast, lobbying 

expenditures are not limited and can be funded from the corporate treasury.  With lobbying 

expenditures, the impact of their political spending works through an intermediary. Previous 

finance research has examined the return on investment to political spending by analyzing the 

1 See, e.g., the survey described at http://corporatereformcoalition.org/?page_id=98. 
2 Tullock’s puzzle remains valid today (see, e.g., Ansolabehere et al. (2003) or Lake (2014)). 
3 In 2010, in Citizens United v. FEC, the Supreme Court held that rules limiting corporate spending on 
electioneering expenses were unconstitutional. The ruling enabled corporations to contribute more money out of 
corporate treasuries. These contributions cannot be used for campaign donations, but can be used for political 
advertisements which call for the election or defeat of a candidate via so-called “Super PACs”. Lake (2014) shows 
that these contributions were important in the last election cycles. 
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impact of contributions from the firm’s PAC (Cooper, Gulen, and Ovtchinnikov (2010)) and 

lobbying expenditures (Chen, Parsley and Yang (2010), and Hill, Kelly, Lockhart, Van Ness 

(2013)) on stock performance.  While firm lobbying and political donations are shown to 

positively affect stock performance, the returns to both political contributions and lobbying 

expenditures appear implausibly large.  For example, Cooper, Gulen and Ovtchinnikov (2010), 

find that an additional expenditure of $150,000 on PACs increases market capitalization by 

approximately $41 million.  These numbers make Tullock’s question even more of a puzzle: If 

returns to political spending are so large, why don’t we see more of it?   

In this paper, we contribute to a resolution of this puzzle by asking whether lobbyist 

networks help bundle political contributions from different firms on strategic issues and as a 

result generate a multiplier effect. Our contribution is two-fold. We first construct a 

comprehensive database that links corporate spending on Political Action Committees to 

lobbying expenditures and then show that lobbyists help coordinate PAC and lobbying spending 

by different firms.  

Most of the analysis of the prior literature is performed at the firm level and fails to 

account for the interconnected nature of political contributions and the use of lobbyists by 

corporations.4  Accounting for lobbyists and lobbyist networks could play an important role for 

two reasons.  First, while candidate contributions from individual firm PACs are capped, a 

lobbyist could direct multiple clients to contribute to the same candidate, effectively bypassing 

those contribution limits.  Second, while a given firm may not contribute to a given candidate, 

the lobbyist they employ may have influence with that candidate either through their own 

personal network or contributions directed from other clients of the lobbyist.  By pooling 

4 Ansolabehere, Snyder, and Tripathi (2002) and Lake (2014) show a link between PAC contributions and lobbying, 
but do not account for the fact that lobbyists potentially play an important coordination role.  
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resources across corporate and non-corporate clients (the latter of which are excluded from the 

previously mentioned papers), lobbyists can aggregate influence and the economic magnitudes 

between cause (=political contributions) and effect (=increase in market capitalization) become 

more plausible.  

To give a simple example of the potential impact of these network effects, we use the 

political index measure used by Cooper, Gulen and Ovtchinnikov (2010) and calculate it for both 

direct and indirect contributions.  Thvariable political index measure measures the total number 

of candidates that receive contributions from a given firm’s PAC over a rolling five year 

window.  For our sample, the average firm’s political index is 63.8, similar to Cooper, Gulen and 

Ovtchinnikov (2010) estimate of 72.5.  However, if we take into account the lobbyists employed 

by a given firm and the contributions made by other clients of those lobbyists, the average firm 

in our sample contributes directly to 63.8 candidates and other clients in their lobbyist’s network 

contribute to another 329.7 candidates.  While these indirect connections to candidates are likely 

less important than the firm’s direct connections, ignoring them may substantially underestimate 

the true extent of a firm’s political influence network.   

We merge several databases on firms’ political contributions, lobbying expenditures, 

candidates and election cycles, and committee assignments. Our main analysis consists of two 

parts. First, we analyze the determinants of political contributions by corporate PACs in a 

candidate-firm-election-year observation framework (see Bertrand, Bombardini, and Trebbi 

(2014) for a similar strategy on the determinants of giving by lobbyists to candidates). Firms are 

more likely to give to politicians’ campaigns if they hold leadership positions, sit on important 

committees, represent the state where the firm’s headquarters are located, and if they belong to 

the majority party. Importantly for our lobbying network conjecture, we find that firms are 

significantly more likely to give to a candidate if that candidate is important to other firms in the 
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network of the shared lobbyist but where the candidate is unrelated to the firms’ immediate 

interests. Also, we find strong evidence that firms are more likely to give to candidates that 

receive contributions from their lobbyists, consistent with a joint political strategy. Second, we 

employ time-series cross-sectional return regressions to determine whether the usage of lobbying 

networks contributes to firm value. We find, as Cooper, Gulen, and Ovtchinnikov (2010), that 

direct contributions increase future returns, but also that indirect effects via the lobbying network 

and the quality of the employed lobbyists matter for stock returns. Overall, our results point to a 

political strategy of firms in which they use lobbyists to coordinate their political giving and to 

maximize its impact. 

We contribute to two strands of the literature. There is a sizeable literature on whether 

firms attempt to buy political influence and whether this influence matters for firm performance. 

Several researchers have studied the impact of direct campaign contributions and lobbying 

efforts on firms.   Cooper, Gulen, and Ovtchinnikov (2010) examine PAC contributions to 

election candidates and find that the number of candidates supported by a corporate PAC is 

positively linked with the firm’s future stock returns. Chen, Parsley, and Yang (2014) and Hill et 

al. (2013) extend the results of Cooper, Gulen, and Ovtchinnikov (2010) and include not only 

PAC contributions, but also a firm’s lobbying expenditures in the analysis. They find that 

lobbying expenditures are much larger than PAC contributions, that firms lobby more frequently 

than they contribute to PACs and that these lobbying expenditures also have predictive power in 

stock return regressions.  While Chen, Parsley, and Yang (2014) and Hill et al. (2013) include 

firm-level contributions (the PAC contributions) and the firm-level dollar amount paid to 

lobbyists, they do not take into account how the lobbying industry typically works, and thus 

potentially understate the true effect of political spending. Our contribution to this political 

contribution-firm performance literature is to estimate the regression not only with the firm-level 
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PAC contributions or lobbying expenditure but also with the lobbyist level (aggregate all of the 

contributions paid by firms that use the same lobbyist since the lobbyist is the one maintaining 

and exercising the influence) contributions to see which has greater power to explain firm 

returns.5 

Second, there is a set of papers that analyze whether lobbying expenditures matter and 

that examine the economics of the lobbying industry. Adelino and Dinc (2014) find that after the 

2008 financial crisis, firms with weaker financial health lobbied more and consequently had a 

greater likelihood of receiving stimulus funds. Bertrand, Bombardini, and Trebbi (2014) analyze 

whether lobbyists provide issue-specific information to legislators or whether they provide their 

clients with greater access to politicians and find evidence in line with the latter. Consistent with 

this “who you know” is more important than “what you know” result, Blanes I Vidal, Draca, and 

Fons-Rosen (2012) show that lobbyists with experience in the office of a US Senator suffer a 

24% drop in generated revenue when that Senator leaves office. These papers give interesting 

insight into the lobbying industry on which we can draw, but they do not analyze whether firms 

are connected via lobbyists and whether lobbyists pool resources strategically across firms.  

The remainder of the paper is organized as follows. Section 2 describes our data sources 

and how we combine them. In Section 3, we describe how lobbyist networks work and develop 

testable hypotheses. Section 4 gives summary statistics on corporate lobbyist usage and PAC 

contributions, and shows the main empirical analyses and results. Section 5 concludes.  

 

2. Data 

5 An additional set of related papers examines whether political connections affects the environment the firm 
operates in. There now exists evidence that connections to politicians are associated with better access to finance, 
lower tax rates, government-orchestrated corporate bailouts, and more government contracts (Claessens, Feijen, and 
Laeven (2008), Faccio (2006), Faccio, Masulis, and McConnell (2006), Fisman (2011), and Goldman, So, and 
Rocholl (2012)). 
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The analysis in this paper requires merging five different databases including: campaign 

finance data, lobbying data, house and senate committee assignments, CRSP stock returns and 

Compustat firm characteristics.  The campaign finance data and lobbying data are from the 

Center for Responsive Politics’ website OpenSecrets.org.  The house and senate committee 

assignments are from Charles Stewart III and Jonathan Woon.6  While the stock return and firm 

characteristics data from the CRSP and Compustat databases are standard in the literature, below 

we describe the other three political databases used herein. 

The campaign finance data come from filings with the Federal Election Commission and 

the lobbying data come from filings with the Clerk of the House and the Secretary of the Senate.  

For both databases, however, we obtain the cleaned and parsed version from OpenSecrets.org.  

Their campaign finance data cover the election cycles from 1990 to 2014.  the database identifies 

contributions to candidates from both individuals and PACs.  To connect the PAC data with the 

CRSP and Compustat databases, we compare the name of the parent organization for each PAC 

(variable: ultorg) with the company name (variable: conm) listed in the CRSP/Compustat 

combined database.  Hand matching these two variables, we are able to identify 4,013 publicly 

traded firms that appear in the PAC database.  For the subsample of firms in the S&P 500, we 

find that just under 78% of them appear in the PAC database at some point. 

The lobbying data cover election cycles from 1998 to 2014.  The database is comprised 

of quarterly reports from registered lobbyists or lobbyist firms that identify the clients that hired 

them, the parent organization of those clients, the amount that was paid to the lobbying firms by 

the client, the names of the specific lobbyists that worked for the firm and the areas of concern to 

the firm about which they lobbied.  We aggregate these quarterly reports and the amounts paid 

6 Charles Stewart III and Jonathan Woon.  Congressional Committee Assignments, 103rd to 112th Congresses, 
1993—2011.  Downloaded from Stewart’s website at http://web.mit.edu/17.251/www/data_page.html#2. 
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by a given parent organization to a given lobbyist firm to an annual, and in some tests, a bi-

annual or election cycle level.   

 

The lobbyist data is connected to the CRSP/Compustat data via hand matching between 

the client parent organization listed in the lobbying report (variable: ultorg) and the company 

name variable in Compustat (conm).  We identify 3276 firms that lobby over the sample period 

and approximately 77% of S&P 500 firms employ a lobbyist during our sample period.  Of these 

firms that use lobbyists, the average (median) firm employs 3 (2) lobbyists per election cycle and 

the average (median) lobbyist firm employed by firms in our sample has 43.6 (20) clients, of 

which 9.6 (4) are corporate and 34.0 (15) are non-corporate (unions, political, non-profit, etc.).   

To construct the variables of interest in our analysis, we also need to identify those house 

and senate candidates that are elected and the committee or leadership assignment they fulfill 

during their service.  To identify these assignments we use the data from Charles Stewart III and 

Jonathan Woon that covers the 103rd through 112th congresses.  To connect the assignments to 

the candidate contribution data, we hand match the names of senators and representatives from 

the two databases.  Because we are interested in contributions made to elected officials that may 

be due, in part, to their contemporaneous committee assignment (i.e. a defense contractor making 

a contribution to a sitting member of the House Armed Services committee who is running for 

re-election), we also match the assignment data to the contemporaneous election cycles.   

 

3. Methodology 

Prior research has examined the impact of both political contributions and lobbying expenditures 

on firm stock returns.  To understand both our methodology and how this methodology differs 

from the existing literature, we first present the notation and a stylized description of the 

8 
 



approach of Cooper, Gulen and Ovtchinnikov (2010) in Figure 1.  The political influence of a 

given firm is measured using their political index (PIit), or the number of candidates that receive 

campaign contributions from firm i between time t.7  Figure 1 shows the contributions of two 

firms (1 and 2) to three candidates (1, 2 and 3) at a time t.  The contributions of firm i to 

candidate j are defined as Cij.  Given this pattern of contributions, the political index for both 

firm 1 (PI1t) and firm 2 (PI2t) would be equal to 2.  In the case of firm 1, they directly supported 

candidate 1 and 2 while firm 2 supported candidate 2 and 3.   

However, if the lobbyist plays an important role in the firm’s political contribution and 

influence strategy, the relationship of interest is depicted in Figure 2 which displays the same set 

of firms and candidates, but includes a common lobbyist employed by both firms 1 and 2, who 

helps to manage governmental relations for both firms.  As a result, the contributions to each 

candidate (Cij) still originate from the firm, but the influence wielded on their behalf is managed 

by the lobbyist.  This alternative characterization differs in two important ways.  First, each firm 

PAC can give no more than $10,000 directly to a candidate per election cycle ($5,000 in the 

primary and $5,000 in the general election).  However, if influence is aggregated at the lobbyist 

level, both Firm 1 and Firm 2 can give the maximum amount to Candidate 2, and the lobbyist 

could also give the maximum amount himself.  Assuming the magnitude of contributions 

translates into the level of influence of the lobbyist, that lobbyist can wield greater influence on 

behalf of either Firm 1 or Firm 2.  This would be particularly important in cases where the two 

firms have different sets of key legislators (e.g. Senator Mary Landrieu, the (current) chair of the 

Senate Committee on Energy & Natural Resources would be key for an energy company and 

Senator Jay Rockefeller, the (current) chair of the Senate Committee on Commerce, Science, & 

7 While we focus on a single year in this example for the sake of simplicity, Cooper et al (2010) measure these 
contributions over a five-year rolling window. 
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Transportation, for a trucking company).  Firm 1 could contribute to both a key legislator and 

another legislator who is unimportant to their political strategy, but is key for Firm 2.  At the 

same time, Firm 2 could contribute to the latter legislator, who is key for them, but also 

contribute to the legislator of interest to Firm 1.  The influence generated from this effective 

quid-pro-quo contribution strategy would be managed at a lobbyist level.  Second, while Firm 1 

did not contribute directly to Candidate 3, another client of the lobbyist, Firm 2, has contributed.  

As a result, the lobbyist may be able to wield influence with the Candidate on behalf of Firm 1.  

Moreover, the focus of the prior literature on the firm-level ignores the influence wielded by the 

lobbyist on behalf of his or her non-corporate clients, of which there are many.    

In this alternative characterization of the firm-candidate relationship, a firm’s influence 

has three different components: direct, multi-firm direct and indirect.  In the case of candidate 1, 

employing a lobbyist doesn’t change the nature of the firm’s influence.  In the lobbyist’s 

network, only one client of the lobbyist, Firm 1, contributes to the candidate.  We refer to such a 

relationship as direct and our measure of direct influence, the number of different candidates that 

a firm contributes to directly over the previous 5 years, is the same as the measure employed in 

Cooper, Gulen and Ovtchinnikov (2010).   

In the case of candidate 2, two clients of the lobbyist both contribute to the candidate.  

While the prior literature has measured the direct effect of these contributions, the advent of 

‘campaign bundling’ by individuals suggests that aggregated contributions within a lobbyist 

network may have a non-linear effect on influence and thereby on returns.8  With bundling 

8 For example, for George Bush’s 2000 Presidential campaign, this system of bundling was formalized and those 
individuals who were able to raise $100,000 or more by eliciting contributions from others were granted the title of 
campaign “Pioneers” and, as the Washington Post (“THE BUSH MONEY MACHINE: Fundraising's Rewards - 
Pioneers Fill War Chest, Then Capitalize”, Thomas B. Edsall, Sarah Cohen and James V. Grimaldi, Washington 
Post, Sunday, May 16, 2004; Page A01) explains, were recipients of other forms of recognition:  “For achieving 
their fundraising goals, Pioneers receive a relatively modest token, the right to buy a set of silver cuff links with an 
engraved Lone Star of Texas (Rangers can buy a more expensive belt buckle set). Their real reward is entree to the 
White House and the upper levels of the administration.” 
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instead of individuals contributing directly to a candidate, those contributions from individuals 

are given to the candidate, but through the lobbyist intermediary.  While the contributions still 

originate from and are credited to the individuals who gave the money, making the donation 

through a common intermediary is preferred.  Put another way, we are questioning if there is any 

difference in the influence generated if 10 individuals donate $5,000 each to a candidate versus 

the same 10 individuals donating the $5,000 each, but having those donations ‘bundled’ by a 

common lobbyist?  If so, the same ‘bundling’ effect may play a role in the contributions of 

corporations who use a common lobbyist.  In the case of our simplified example, because both 

firms contribute to candidate 2, the influence managed by the lobbyist on behalf of either client 

may be greater, so we refer to such a relationship as multi-firm direct.  While we don’t 

differentiate between direct and multi-firm direct political influence in our analysis of stock 

returns, we also examine the determinants of a firm’s decision to contribute and show there that 

it is influenced both by their lobbyist’s contributions and by the contribution decisions of other 

firms within their lobbying network. 

In the last case of candidate 3, firm 1 does not contribute to the candidate.  At the same 

time, the lobbyist who works for firm 1 has another client (firm 2) that does contribute to 

candidate 3, so that firm 1 may have some indirect influence with candidate 3.  Our measure of 

indirect political influence mimics the direct measure from Cooper, Gulen and Ovtchinnikov 

(2010) counting the number of candidates contributed to over the previous five years, but 

includes only the unique contributions (i.e. to candidates that the firm of interest does not 

contribute to directly) of other firms in the same lobbying network as the firm of interest. 
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4. Results 

 To assess whether or not lobbyist networks matter and what, if any, impact they have on 

stock returns we look first at the time series of the contributions and lobbying expenditures of 

firms, second at the determinants of a firm’s decision to contribute to a given candidate, and third 

we extend the performance analysis of Cooper, Gulen and Ovtchinnikov (2010) by including 

measures of both direct and indirect political contributions.   

 

4.1 Lobbying and Contributions Statistics 

As a first step in exploring the role of lobbyist networks in corporate political activity, we 

examine contributions and lobbying activity among S&P 500 firms over our sample period.  In 

Figure 3, we see that while the total percentage of firms that were politically active over the 

sample did not change much, the percentage of those who both use lobbyists and contribute to 

candidates steadily increased over time while the percentage of firms that only use lobbyists or 

only contribute to candidate campaigns declined. 

 For the subset of S&P 500 firms that are politically active, we examine the dollar amount 

spent on political contributions and lobbying expenditures in Figures 4 and 5 respectively.  

Similar to Figure 3, the majority of contributions and lobbyist expenditures are from firms that 

both contribute and employ lobbyists.  The dollar expenditures, however, show an even more 

pronounced pattern the firm percentages.  While firms that both contribute and employ lobbyists 

constitute 73% of politically active S&P 500 firms, they constitute 96% of total political 

expenditures.  Comparing the average lobbying expenditures and contributions, we see that 

lobbying expenditures are orders of magnitude larger.  Across the election cycles in our sample, 

the average aggregate political contributions from S&P 500 firms per cycle are $73 million, 

while the average aggregate lobbying expenditures per cycle are just over $1.5 billion.  While the 
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results in Figures 3, 4 and 5 do not address the role of lobbyist networks per se, they do suggest 

that in order to get a complete picture of political activity of firms we need to take both lobbyist 

expenditures and political contributions into account. 

 

4.2 Determinants of a Firm’s Decision to Contribute to a Candidate 

 As a second step in assessing the importance of lobbyist networks, we examine the 

determinants of a firm’s decision to contribute to a candidate.  To do this, we estimate a probit 

regression where the dependent variable is equal to one if a given candidate receives a 

contribution from the firm of interest in a given election cycle and zero otherwise (the regression 

is estimated using candidate-firm-election cycle observations).  Because the number of 

candidates in the election primaries would make the estimation computationally intractable (we 

analyze every possible candidate-firm pair), we focus only on those candidates remaining in the 

general election.  We also exclude candidates that never receive any contributions.  The standard 

errors are clustered on two dimensions: election cycle and firm-candidate pair. 

 The independent variables in the regression include the natural log of the firm’s market 

capitalization and indicator variables of whether the firm and the candidate share the same party 

affiliation9, whether the firm and the candidate both hail from the same state, whether the 

candidate belongs to the majority party in the branch of congress (i.e. house or senate) to which 

they are attempting to be elected, whether the candidate is an incumbent, and whether the 

candidate is the chair of a standing committee or holds a senate/house leadership position.   

9 Because the firm does not directly indicate whether or not they only contribute along party lines, we measure the 
firm’s party affiliation empirically.  Specifically, if a firm has contributed to more than 19 candidates and greater 
than 90% of those contributions have been to candidates of the same party, we classify the firm’s PAC as having a 
party affiliation consistent with those contributions. 
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Table 1 gives the mean and standard deviation for the variables in this analysis.  In 7.2% 

of firm-candidate-election cycle observations, the firm contributed to the candidate. Firms in our 

sample are large; the average market capitalization of firms in our sample is $3.3 billion.  In 

3.8% of observations the firm’s headquarters are in the same state as the candidate, but there are 

only 0.4% of observations where the firm is ideologically focused on one party and that 

corresponds to the party of the candidate.  The low number is consistent with most firms having 

a pragmatic, and not an ideological approach to political spending. There are only very few firms 

who only support Republican or Democratic candidates. The candidate belongs to the majority 

party 51.6% of the time and is the incumbent 67.8% of the time.  With respect to leadership, the 

candidate is the committee chair in 2.8% of observations and holds a Senate or House leadership 

position in 0.8% of observations.   

While these other variables are important controls to measure a candidate’s effectiveness 

and influence, our primary concern in this analysis is whether or not the lobbyist network plays a 

role in the firm’s decision to contribute to a given candidate.  To assess this, we need to account 

first for the issues of concern to the firm and then see if the concerns of other firms in the same 

lobbyist network also help to determine the firm’s decision to contribute to a candidate.  To 

measure whether or not the candidate of interest is directly related to issues of concern to the 

firm, we first identify whether or not the candidate is currently a member of a standing 

committee that is directly related to the interests of the firm.  To identify the committee 

assignment of an incumbent candidate, we use the Stewart and Woon dataset described in 

Section 2.  To identify whether or not that committee is of direct interest to the firm, we examine 

lobbyist reports for the firm and classify those committees with which the firm has paid lobbyists 

to interact as committees of ‘direct interest’ to the firm. 
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If the lobbyist network plays a role, a firm may contribute, at the direction of their 

lobbyist, to a candidate that serves on a committee with which they are not directly concerned, 

but with which other clients that share the same lobbyist are concerned.  To measure this, we 

calculate an ‘indirect interest’ variable that is calculated similarly to the ‘direct interest’ variable, 

but the interest is determined based not on the firm itself, but rather it is based on the other client 

firms that share the same lobbyist.  If the interests of clients sharing the same lobbyist play a role 

in the contribution decision of the firm above and beyond their own concerns, this would be 

evidence consistent with the importance of lobbyist networks. 

Another possible mechanism through which lobbyist networks may affect the decision to 

contribute is through the personal connections of the lobbyist.  If the lobbyist hired by the firm 

has personal connections to certain candidates, this lobbyist might direct the firm to contribute to 

these candidates.  To measure whether or not such a personal relationship exists, we use the same 

variable as Bertrand, Bombardini, and Trebbi (2014), namely we identify the personal 

contributions of the lobbyists to candidates.  We then include an indicator variable of whether a 

lobbyist employed by the firm made an individual contribution to the candidate of interest.  For 

completeness sake we also include an indicator variable of whether the firm employs a lobbyist.   

Firms employ lobbyists in 83% of all observations, and lobbyists contribute to candidates in 

5.7% of all firm-candidate-election-year observations. 

Table 2 contains the results of the probit analysis of a firm’s decision to contribute to a 

candidate or not.  The coefficients represent the marginal effect of an increase of one unit of the 

independent variable of interest, holding all other independent variables constant at their mean 
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values.  While specifications 1 and 4 do not include any fixed effects, specifications 2, 3, 5 and 6 

include either industry or industry × date (i.e. election cycle) fixed effects.10 

The candidate effectiveness and influence variables have the anticipated sign in every 

case except the ‘Firm-Candidate Same Party Affiliation’ variable, which is statistically 

insignificant Firms are more likely to give to a candidate if firms are larger, if the candidate is 

from the same state as the location of the firm’s headquarter, if the candidate belongs to the 

majority party, if the candidate is the incumbent, and if the candidate holds a leadership position. 

These variables are statistically and economically significant.  

In specifications 1 through 6 we see that the current committee assignment of the 

candidate and whether or not that committee is of direct interest to the firm has a statistically and 

economically significant impact on the probability that a firm contributes to a candidate.  If a 

candidate is on a committee of direct concern to the firm, the firm is, depending on the 

specification, 3.1 to 4.3% more likely to contribute to that candidate. Relative to the 

unconditional probability to contribute of 7.2%, this number represents an economically 

meaningful increase in the probability of support of between 43 and 66%.  

In specifications 4 through 6, we include both the lobbyist usage variable and an indicator 

variable equal to one if the firm’s lobbyist personally contributed to the candidate, and zero 

otherwise.  If firms use lobbyists, they are more likely to give to candidates, which is consistent 

with them having a broadly defined political strategy. Interestingly, the indicator variable for 

whether the lobbyist contributed to the candidate is strongly statistically significant and 

economically large. If the lobbyist contributes to a candidate, the probability that the firm 

10 While the use of fixed effects in panel regressions with a continuous dependent variable is common, including 
fixed effects in a binary response model, such as a probit regression, is subject to the ‘incidental parameters’ 
problem first discussed by Neyman and Scott (1948).  Including fixed effects in such a model can give rise to biased 
estimates, but Heckman (1981) shows that the estimator performs well for samples with longer time-series (T=8) 
when no lagged values of the fixed effects variables are included in the estimation. 
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contributes increases by approximately 6.7%. Hence, it almost doubles the unconditional 

probability that a firm contributes to a candidate in an election if the lobbyist contributes, too. 

This appears to be strong evidence for a coordinated effort between lobbyist and firm. 

In specifications 4 to 6, we also include our indirect measure of issues of concern to the 

firm.  This variable captures whether or not the candidate is a member of a committee of interest 

to other firms in the same lobbyist network as the firm of interest.   The ‘Committee of Indirect 

Interest’ variable is statistically significant in all specifications and more significant when 

industry-fixed effects are included.  The results are consistent with the importance of lobbyist 

networks. If a candidate is of interest to other firms of the lobbying network, a firm is 

approximately 0.7% more likely to give to the candidate. Relative to the unconditional 

probability of supporting a candidate (7.2%), this corresponds to an increase in the probability of 

support of 10%. We can compare the indirect effect (0.7% increase) with the direct effect which 

is approximately 5 times larger (3.5% increase). The magnitude of the difference seems 

economically plausible. Firms are more likely to give to their own candidates, but they recognize 

the importance of giving to other firms in the network. Hence, our evidence shows that 

contributions from clients within the same lobbyist network seem to be mutually supportive.  

Given the contribution limit of $5,000 in the general election, a given firm may max out in what 

they give to the candidates of greatest influence and importance to their interests.  However, if 

two clients of the same lobbyist had different key legislators, they could contribute the maximum 

to their key legislator and to the key legislator for the other firm.  Coordination through the 

lobbyist network and aggregation of the influence at a lobbyist level would enable them to 

effectively double their contributions.   
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 Overall, the evidence in Table 2 is consistent with firms having a political strategy, using 

a lobbyist to coordinate their political contributions, and strategically helping other firms in the 

same lobbying network.  

 

4.3 Past Firm Contributions and Future Stock Return Performance 

We follow the methodology of Cooper, Gulen and Ovtchinnikov (2010), and conduct panel 

(cross-sectional time series) regressions of annual abnormal stock return on the political activity 

of firms through the direct channel and additional firm characteristics. In addition, we also 

include our indirect contribution channel in the analysis to compare the benefits of both channels 

to firm equity-holders. 

To conduct the analysis, we combine our main dataset on firm level political activity with 

annual firm characteristics data from COMPUSTAT, and CRSP monthly stock returns data. 

Using the combined dataset, we calculate a firm’s abnormal return in year t as the difference in 

stock’s monthly total returns compounded from November of year t to October of year t+1, and 

the total market’s annual return in the same period.  

Firm level controls include the firm characteristics that have been identified in the 

literature (see, e.g., Fama and French (1992), and Jegadeesh and Titman (1993)) as important 

predictors of firm stock returns. These include firm size, a firm’s book value of equity to market 

value of equity ratio, and firm buy-and-hold returns for the last year. Firm size is calculated as 

the product of the closing prices of a security in the month of October and the number of shares 

outstanding. Firm book value of equity is calculated as stockholder’s book equity, plus deferred 

taxes and investment credit minus book value of preferred stock. This is the definition from 

Davis, Fama and French (2000). Market value of equity is the closing share price multiplied by 
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shares outstanding at the end of the calendar year.  Table 3 contains the summary statistics for 

these independent variables. 

In addition to the above controls, it is important to address a potential selection bias. 

Firms choose to participate in the political process, and it is conceivable that this choice depends 

on potentially unobservable characteristics of the firm that also influence future returns. Hence, 

we utilize a two-step process as in Heckman (1979), where the first stage calculates the 

likelihood for a firm to participate in political activity, and the second stage estimates the 

abnormal returns from political activity controlling for selection bias introduced by the 

endogenous choice of the firm to participate. The exact control of the selection bias is achieved 

using the inverse Mills ratio, which is calculated from the estimated probability of a firm 

participating in the first stage. Following Cooper, Gulen and Ovtchinnikov (2010), the 

independent variables used to predict participation of a firm in political activity include firm size, 

firm sales, number of employees, book to market, firm leverage, firm cash flow, market share of 

the firm in the industry and a Herfindahl Index that measures industry concentration.   

In Table 4, we report the results from the first-stage regressions. We find results that are 

economically and statistically similar to the results of Cooper, Gulen and Ovtchinnikov (2010). 

The decision of the firm to participate in the political process is driven by many of the factors we 

consider: firm size, sales, the number of employees, firm leverage, market share and the 

Herfindahl Index.  For example, by noting the coefficients in Column (5), we infer that a 10% 

increase in firm size increases the probability of participating in the political process by 3.4%. 

Similarly, firms with higher leverage also have a higher probability of being politically active. A 

1% increase in leverage corresponds to a 0.7% increase in the probability of political activity by 

firms. We construct the inverse Mills ratio using the estimated equation in Column (5) to address 

selection bias in the second stage regressions. 
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Table 5 reports the results of the second stage, where we estimate the abnormal return to 

a firm’s political activity controlling for firm characteristics and selection bias. Column (1) 

confirms the findings of Cooper, Gulen and Ovtchinnikov (2010) that firms that contribute to 

political candidates enjoy a higher abnormal return in the year after the elections. Column (2) 

includes an indicator variable equal to one if the firm employs a lobbyist and zero otherwise, and 

the indirect contributions to candidates (the count measure of candidates receiving contributions 

from other corporate clients that share a lobbyist with the firm, but to whom the firm itself does 

not directly contribute). We find that these two variables are economically and statistically 

significant. Column (3) adds back the direct contribution measure, and shows that the indirect 

channel remains separately important in explaining abnormal returns. Column (3) shows that for 

a 1% increase from the mean in terms of the indirect contribution to candidate measure, the 

annual abnormal returns increase by 0.51%. This is a statistically and economically significant 

return. Columns (4) and (5) include value-weighted and equal-weighted lobbyist compensation 

as additional variables to capture the quality of the lobbyists.  To calculate these lobbyist 

compensation measures, we calculate the number of lobbyists from each lobby firm hired by the 

corporation (the names of each lobbyist actively engaged in lobbying for the corporation are 

identified the lobbying disclosure filings), the total compensation paid to the lobbying firm, and 

the average compensation paid per lobbyist as the ratio of the two.  Blanes I Vidal, Draca, and 

Fons-Rosen (2012) show that this compensation is a proxy for the value, skill or quality of the 

lobbyist. 

The quality of the lobbyist seems important. Hiring higher quality lobbyists is associated 

with significantly higher returns.  The indirect channel remains robust to these additional 

controls, even though the direct contribution channel becomes statistically insignificant. The 

inverse Mill’s ratio is statistically significantly negative in all regressions. The results indicate 
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that the unobserved variables that have a positive impact on the decision to make contributions to 

politics are negatively related to future firm returns. It is easy to think about some of those 

concerns (e.g., concerns about future legislation, break-up of monopolies or oligopolies, or 

reduction of tariffs).   

As a robustness test, we also calculate abnormal stock returns using monthly benchmark 

returns from Daniel, Grinblatt, Titman and Wermers (1997), and Wermers (2004). The impact of 

our mechanism, i.e. the indirect contribution channel, remains robust, and is statistically and 

economically significant with similar magnitudes. 

 

5. Conclusion 

Much of the literature has treated corporate lobbying expenditures that attempt to 

influence the political agenda as distinct from contributions to the election campaigns of 

politicians via corporate PACs.11 We construct a database that enables us to track the corporate 

network of lobbyists and to link lobbying expenditures and contributions to political campaigns. 

We establish the link via the issues on which firms lobby (disclosed in lobbying reports) and the 

committee assignments of politicians whose campaigns were supported. We show that firms that 

share the same lobbyist seem to coordinate their political spending. Firms are more likely to give 

to candidates whose assigned committee regulates their industry, but they are also more likely to 

give to candidates whose assigned committee does not regulate their industry, but regulates the 

industry of another firm that shares the same lobbyist.  These indirect additional expenditures 

and the quality of the employed lobbying firm are positively correlated with future stock returns. 

  

11For an exception, see Ansolabehere, Snyder, and Tripathy (2002) or Lake (2014). 
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Figure 1.  Firm to Candidate Contributions 
 
This figure shows the direct contributions of two firms (1 and 2) to three candidates (1, 2 and 3) at a time t.  The 
contributions of firm i to candidate j are defined as Cij. The figure provides a stylized description of the approach of 
Cooper, Gulen and Ovtchinnikov (2010). 
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Figure 2.  Firm to Candidate Contributions through a Lobbyist Network 
 
This figure provides a stylized description of the relationship of interest in our paper, where lobbyists may play an 
important part in the firm’s political contribution and influence strategy. The contributions of firm i to candidate j are 
defined as Cij. The figure displays the same contributions by the same firms (1 and 2) to the same candidates (1, 2 and 
3) as in Fig. 1. However, there is a common lobbyist employed by both firms 1 and 2, who helps to intermediate 
governmental relations for both firms. As a result, the contributions to each candidate (Cij) still originate from the 
firm, but the influence wielded on their behalf is managed by the lobbyist. 
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Figure 3. Political Activity of S&P 500 Firms 
 
This figure reports the total percentage of firms in S&P 500 that were politically active over the sample period, the 
percentage of firms that use lobbyists and also contribute to candidates, and the percentage of firms that only use 
lobbyists or only contribute to candidate campaigns. 
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Figure 4.  Aggregate Candidate Contributions from S&P 500 Firms 
 
This figure reports the trend in candidate contributions by politically active firms in S&P 500 over the sample period. 
It reports the contributions separately for the firms that use lobbyists and also contribute to candidates, and for the 
firms that only contribute to candidate campaigns. 
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Figure 5.  Aggregate Lobbying Expenditures from S&P 500 Firms 
 
This figure reports the trend in aggregate lobbying expenditures contributions by politically active firms in S&P 500 
over the sample period. It reports the contributions separately for the firms that use lobbyists and also contribute to 
candidates, and for the firms that only use lobbyists. 
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Table 1.  Candidate Donation Summary Statistics 
 
This table reports the summary statistics for the dataset used in the analysis in Table 2, to examine the determinants 
of a firm's decision to contribute to a candidate. For tractability, the dataset excludes candidates that ultimately do not 
compete in the general election, and also excludes candidates who never receive a contribution. The unit of observation 
is all candidate-firm pairs. 
 

Variable Mean 
Std. 
Dev. Obs. 

Firm Contributed to Candidate 0.072 0.259 2,656,895 
Ln(Market Cap.) 15.03 1.77 2,504,346 
Firm-Candidate Same Party Affiliation 0.004 0.062 2,656,895 
Firm HQ-Candidate Same State 0.038 0.192 2,656,895 
Candidate Belongs to Majority Party 0.516 0.500 2,388,495 
Candidate is Incumbent 0.678 0.467 2,656,895 
Candidate is Committee Chair 0.028 0.165 2,656,895 
Candidate holds Senate/House Leadership Position 0.008 0.088 2,656,895 
Candidate Committee of Direct Interest to Firm 0.163 0.369 2,656,895 
Firm Employs Lobbyist 0.833 0.373 2,656,895 
Candidate Committee of Indirect Interest to Firm 0.391 0.488 2,656,895 
Lobbyist Contributed to Candidate 0.057 0.232 2,656,895 
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Table 2.  Probit Analysis of the Determinants of the Firm Contribution Decision 
 
This table examines the determinants of a firm's decision to contribute to a candidate in the sample period. For 
tractability, the dataset excludes candidates that ultimately do not compete in the general election, and also excludes 
candidates who never receive a contribution. The unit of observation is all candidate-firm pairs. 
 
 

 
  

Variable (1) (2) (3) (4) (5) (6)
Ln(Market Cap.) 0.0231*** 0.0235*** 0.0238*** 0.0191*** 0.0197*** 0.0198***

(26.17) (28.87) (25.79) (27.60) (25.08) (25.53)
Firm-Candidate Same Party Affiliation -0.0124 0.00440 -0.00522 -0.00467 -0.000306 -0.000210

(-0.74) (-0.27) (-0.34) (-0.29) -(0.02) (-0.01)
Firm HQ-Candidate Same State 0.0914*** 0.0915*** 0.0908*** 0.0887*** 0.0875*** 0.0873***

(70.77) (78.50) (74.58) (71.05) (81.09) (78.09)
Candidate Belongs to Majority Party 0.0183** 0.0181** 0.0176** 0.0166** 0.0159* 0.0158*

(2.31) (2.33) (2.23) (2.02) (1.94) (1.94)
Candidate is Incumbent 0.0352*** 0.0346*** 0.036 0.0317*** 0.0311*** 0.0310***

(8.63) (8.53) (9.13) (6.48) (7.16) (7.18)
Candidate is Committee Chair 0.0175*** 0.0173*** 0.0176*** 0.0147*** 0.0152*** 0.0152***

(11.14) (11.06) (12.26) (7.85) (8.58) (8.57)
Candidate holds Senate/House Leadership Position 0.0722*** 0.0708*** 0.0703*** 0.0675*** 0.0658*** 0.0656***

(14.75) (14.20) (14.19) (18.91) (18.92) (18.78)
Candidate Committee of Direct Interest to Firm 0.0428*** 0.0416*** 0.0409*** 0.0339*** 0.0316*** 0.0314***

(16.09) (14.13) (15.48) (20.20) (17.30) (16.73)
Firm Employs Lobbyist 0.0174*** 0.0192*** 0.0190***

(4.38) (5.03) (4.92)
Lobbyist Contributed to Candidate 0.0673*** 0.0675*** 0.0670***

(9.71) (9.79) (9.60)
Candidate Committee of Indirect Interest to Firm 0.00657** 0.00783** 0.00781***

(2.08) (3.25) (3.31)
Sector Fixed Effects No Yes Yes No Yes Yes
Date Fixed Effects No No Yes No No Yes
Observations 2,237,002 2,237,002 2,237,002 2,237,002 2,237,002 2,237,002
Cluster standard errors by firm-candidate pair and election cycle
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Table 3. Firm Stock Return Performance Analysis Summary Statistics 
 
This table reports the summary statistics for the dataset that is used to examine the firm stock return performance 
conditional on political contributions. The dataset includes all firms from the political activity dataset that could be 
matched to COMPUSTAT annual firm level data and CRSP monthly stock returns data. BHRET12 is the lagged 
annual return of the firm using the stock’s monthly total returns compounded from October of year t-1 to September 
of year t. The unit of observation is all firm-year pairs.  
 
 

 
 
  

Variable Mean 25th Ptile 50th Ptile 75th Ptile Std. Dev. Min Max
Ln(Market Cap.) 4.83 3.23 4.70 6.31 2.26 -6.85 19.87
Ln(BM) -0.044 -0.277 -0.041 0.202 0.425 -4.783 3.125
BHRET12 0.277 0.000 0.025 0.317 1.019 -0.594 315.667
Inverse Mills Ratio 1.81 1.37 1.74 2.19 0.58 0.54 8.63
Ln(Direct Candidate Contributions) 2.21 0.00 1.61 4.38 2.35 0.00 7.86
Firm Employs Lobbyist 0.59 0.00 1.00 1.00 0.49 0.00 1.00
Ln(Indirect Candidate Contributions) 3.18 0.00 3.53 6.50 3.11 0.00 7.07
Ln(EW Per Lobbyist Compensation) 6.60 0.00 10.35 11.30 5.54 0.00 14.88
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Table 4. Firm Stock Return Performance Regression: First Stage 
 
This table reports the determinants of political activity at the firm level. The dataset includes all firms from the political 
activity dataset that could be matched to COMPUSTAT annual firm level data and CRSP monthly stock returns data.  
The unit of observation is all firm-year pairs. 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Variable
Ln(Market Cap.) 0.380 *** 0.358 *** 0.373 *** 0.353 *** 0.341 ***

(58.58) (21.66) (20.81) (19.88) (18.74)
Ln(Sales) 0.165 *** 0.157 *** 0.117 *** 0.0828 ***

(8.62) (8.01) (5.87) (4.06)
Ln(Employees) -0.172 *** -0.182 *** -0.254 *** -0.211 ***

(-10.92) (-11.06) (-14.95) (-12.09)
Book to Market 0.0306 -0.00745 0.00540

(1.31) (-0.33) (0.23)
Firm Leverage 0.680 *** 0.778 *** 0.707 ***

(6.23) (7.06) (6.26)
Firm Cash Flow 0.618 * 0.787 ** 0.415

(1.84) (2.30) (1.20)
Market Share 31.31 *** 27.44 ***

(18.35) (15.47)
Market Share Sq. -354.7 *** -328.1 ***

(-14.94) (-13.46)
Herfindahl Index 9.791 ***

(24.11)
Observations
Psuedo R2
t  statistics in parentheses
* p  < 0.10, ** p  < 0.05, *** p  < 0.01

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

37,172 37,172 37,172 37,172 37,172
14.8% 15.4% 15.5% 16.6% 18.4%
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Table 5. Firm Stock Return Performance Regression 
 
This table reports the determinants of annual abnormal return for a firm based on political activity. The dataset includes 
all firms from the political activity dataset that could be matched to COMPUSTAT annual firm level data and CRSP 
monthly stock returns data. A firm’s abnormal return in year t is the difference in stock’s monthly total returns 
compounded from November of year t to October of year t+1, and the total market’s annual return in the same period. 
BHRET12 is the lagged annual return of the firm using the stock’s monthly total returns compounded from October 
of year t-1 to September of year t. The unit of observation is all firm-year pairs.  
 
 

 
 
 
 

Variable
Ln(Market Cap.) -0.0541 *** -0.0519 *** -0.0554 *** -0.0666 *** -0.0605 ***

(-8.74) (-8.64) (-8.96) (-10.36) (-9.59)
Ln(BM) 0.0390 *** 0.0404 *** 0.0372 *** 0.0386 *** 0.0383 ***

(7.88) (8.47) (7.50) (7.79) (7.73)
BHRET12 -0.0020 -0.0023 -0.0026 -0.0029 -0.0027

(-0.47) (-0.53) (-0.60) (-0.66) (-0.63)
Inverse Mills Ratio -0.1250 *** -0.1180 *** -0.1200 *** -0.1470 *** -0.1330 ***

(-6.12) (-5.81) (-5.89) (-7.06) (-6.45)
Ln(Direct Candidate Contributions) 0.0030 ** 0.0029 ** 0.0014 0.0019

(2.47) (2.38) (1.11) (1.56)
Lobbyist Usage Indicator (=Yes) -0.0051 -0.0297 *** -0.0299 *** -0.1920 *** -0.1690 ***

(-1.40) (-4.66) (-4.70) (-7.13) (-4.81)
Ln(Indirect Candidate Contributions) 0.0051 *** 0.0051 *** 0.0028 *** 0.0041 ***

(4.77) (4.73) (2.48) (3.73)
Ln(VW Per Lobbyist Compensation) 0.0145 ***

(6.19)
Ln(EW Per Lobbyist Compensation) 0.0125 ***

(4.02)
Observations
R2
t  statistics in parentheses
* p  < 0.10, ** p  < 0.05, *** p  < 0.01

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

10,535
2.3% 2.4% 2.8% 2.5%

10,535
2.2%

10,535 10,535 10,535
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