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Since the Supreme Court’s 2010 Citizens United decision held that corporate political expenditures are free speech
under the First Amendment, various groups and individuals have advocated imposing new limits on corporate politi-
cal activity. These efforts include calls on shareholders to demand that corporations refrain from involvement in the
political process. Such demands have been buttressed by an emergent academic literature which, in contrast to what
had been an established perspective, has questioned whether corporate financial contributions and even lobbying
are actually in the interest of corporate shareholders. This paper reviews this new literature, contrasts it with previous
work on this subject, and determines that the new studies ultimately fail to establish that corporate political activity
adversely affects shareholder returns.

Corporate political activities take a variety of forms, including direct campaign contributions, joining and supporting
trade associations, lobbying, the hiring of former public officials, advertising to move public opinion, and grassroots
advocacy promotions. Lobbying has long been the dominant form for political participation by corporations and other
interests: In the 2010 election cycle, for example, firms and other interests spent $6.8 billion on lobbying, compared
with PAC expenditures of $1.3 billion.

The dominant academic view for the last 20 years has been that companies undertake political activity to secure
advantages for themselves, based on a combination of opportunity and necessity. Their incentives to do so are clear,
given that modern governments influence national economies in ways that affect the sales and returns of particular
industries and companies.

There is a robust academic literature, both theoretical and empirical, on campaign contributions to candidates, espe-
cially those provided through corporate political action committees (PACs). The most common explanation for these
PAC contributions is that they help corporations and other interests secure greater access to legislators and other
public officials. Empirical studies also have shown that corporate PAC activities are positively related to a corporation’s
size, concentration, level of regulation, and sales to the government. This research clearly suggests that cost-benefit
considerations influence corporate decisions to form and use PACs.

The academic research on lobbying has stressed the role that corporate lobbying plays in providing information to
legislators and other public officials, or, in one variation, providing political intelligence and connections. Further,
various recent studies have shown that lobbying generates positive economic returns. A 2009 study published in
the American Journal of Political Science, for example, found that for the average firm lobbying Congress, across
industries and various measures of financial performance, each additional $1 spent on lobbying was associated with
$6-t0-$20 in new tax benefits. Similarly, a 2010 working paper by Hui Chen and two co-authors found that $1 spent
on lobbying was associated with an additional $24-to-$44 in corporate income. The same study further found that
those firms which lobbied most intensively—defined as lobbying expenditures as a share of assets, sales, and market
capitalization—outperformed their benchmarks by 5.5 percent to 6.7 percent per year, for the three years following
their intense lobbying.

Other studies have demonstrated the value of corporate political connections, measured through PAC contributions,
and found additional, positive contributions from corporate political activity. These studies include, for example, event
studies examining the effects on the value of politically-active firms of the sudden death of Senator Henry “Scoop”



Jackson (D-WA) in 1983 and the surprise defection of Senator James Jeffords (R-VT) from the Republican Party in
2001. Further, a 2010 study published in The Journal of Finance suggests that the economic benefits of a corpora-
tion’s political connections are also evident over the long term. The authors reported that a one-standard-deviation
increase in the number of candidates supported by a firm over the previous five years was associated with excess
abnormal returns of 2.6 percent.

Extensive analysis and evidence, then, support the view that corporate participation in the political process yields
generally positive returns for firms and their shareholders.

Three recent studies have challenged this broad consensus, arguing that, on balance, political activity by corporations
harms shareholder value. The authors of these studies claim that firms that engage in political activities will perform
worse than their peers because they waste firm resources to advance their executives’ personal interests and because
they generally are more likely to have “poor corporate governance:”

e Arecently published study by Rajesh Aggarwal from the University of Minnesota and two colleagues focuses exclu-
sively on corporate soft-money contributions to political parties and donations to 527 organizations unregulated
by campaign finance laws, and finds that the corporations most likely to make these contributions underperform
their peers.

¢ The other two studies, from John Coates of Harvard Law School, argue that in many cases, shareholders are
harmed by all forms of corporate political activity, including lobbying and PAC contributions.

0 Ina2010 article, Coates observes that S&P 500 firms with poor corporate governance as measured by an index
of corporate governance indicators are more likely to be politically active. This study then purports to show
that their corporate political activity harms their shareholders, using a series of regressions to allegedly test for
a direct relationship between shareholder value and corporate political activity.

o In asubsequent 2012 study, Coates upgraded his methodology from that employed in his 2010 study and ac-
cordingly modified his earlier claims and conclusions. He continues to argue that much corporate political activity
is not shareholder-oriented and that the net effect of corporate political activity is negative for shareholders of
companies that are neither highly regulated nor highly dependent on sales to government.

A close examination of the three new studies shows that their reasoning and findings do not actually challenge, much
less refute, the academic consensus that corporate political activity benefits shareholders or, at a minimum, does not
harm them:

e The Aggarwal et al. Study. Although the authors infer that their soft-money and 527 contributions explain
the underperformance of companies engaged in such activity, their results support, at most, an inference that
those companies’ underperformance may be related to factors that also influence their decisions to contribute
soft money and 527 funds.

¢ The 2010 Coates Study. Coates purports to show that the inverse correlation between PAC activity and his
preferred corporate governance index shows that such activity is a function of poor corporate governance. But
his data show that the correlation reverses when one looks at PAC-contribution levels: as his own measure of



corporate governance improves, the average level of PAC contributions increases. Further, Coates’s regressions
purporting to show a negative relationship between firm performance and corporate PAC activity and lobbying
are poorly designed and subject to selection and omitted-variable bias. Notably, Coates does not even include as
variables in his regressions many of the firm- and industry-level characteristics associated with corporate political
activity, mistakes that would be sufficient basis for any study’s rejection by any peer-reviewed journal.

e The 2012 Coates Study. In Coates’ 2012 study, after addressing some of the methodological problems in his 2010
study, he finds a positive relationship between political activity and firm value for regulated industries, which by
his definition encompass roughly one-third of GDP (including alcohol, tobacco, aircraft, pharmaceuticals, utilities,
telecommunications, transportation, banking, and insurance). Further, when he controls for relevant variables
such as firm size and industry, his correlations for unregulated industries largely disappear. The only correlation
that remains statistically significant is a negative relationship between the decision to lobby and firm value for
unregulated firms, and the coefficient for that relationship is so low that the actual effect could very well be zero.

Summary of Findings

The relationship between political activity and firm performance or shareholder value is varied and complex, but the
body of research in this area has established several important findings:

1. Firms employ a variety of strategies to influence the political process in ways that may, or should, improve
their performance and benefit their shareholders.

2. Corporate spending decisions on campaign contributions and lobbying efforts are generally made in a
rational and strategic manner.

3. This political spending does not appear to systematically affect congressional voting, but it does regularly
influence policymaking.

4. Corporate political activity appears to have a generally positive effect on firm value, as reflected in excess
market returns.

5. The precise mechanisms that produce these positive effects remain unclear.
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CORPORATE PoLITICAL
SPENDING: WHY THE NEW
CriTics ARE WRONG

Robert |. Shapiro and Douglas Dowson

[. INTRODUCTION

he impact and significance of corporations engaging ac-

tively in the political process have been matters of debate

and controversy throughout much of American history.

The legitimacy of political activity by noncommercial enti-
ties of every type is rarely questioned, whether they are universities;
foundations and museums; religious, minority, and civic groups; or
simple assemblages of citizens with strongly held views about is-
sues of the day. But when corporations similarly contribute to PACs,
lobby, and otherwise engage in activities meant to affect an elec-
tion or a debate in Congress, some observers see grave dangers. In
response, Congress has applied various limits at various times to
the campaign activities of corporations. Unsurprisingly, concerns in
some quarters about corporate political activities intensified in the
wake of the Citizens United decision by the Supreme Court.

Since that decision, some advocates of imposing new limits on cor-
porate political activity have called on shareholders to demand that
corporations withdraw from politics. Some of these efforts draw
on new academic analyses that claim to show that corporate politi-
cal contributions and lobbying actually damage the shareholders.
These new analyses are avowedly contrarian, as they contradict
the findings of scores of scholarly studies that, over several de-
cades, have found that the political activities of corporations gener-
ally serve the interests of their shareholders. This study evaluates
these contradictory findings. We have carefully reviewed both the
new analyses and the corpus of previous theoretical and empirical
work in this area. We find that the reasoning and methodologies of



new analyses are flawed, while the vast bulk of other
work in this area has been generally sound. What-
ever the social costs or merits of corporate political
activity, and however it might be regulated under the
Constitution, we find that such activities generally
benefit shareholders.

This conclusion is consistent with one of the basic
tenets of American political culture and the social
science that describes it: individuals, voluntary or-
ganizations, corporations, and other institutions that
contribute money and time to political campaigns,
petition their representatives, and find other ways of
conveying their views do so because they expect to
benefit in some way or because they are express-
ing deeply held views or notions. A large body of
research and analysis in political science, economics,
and sociology supports this view. Evaluating the ef-
fectiveness or success of these efforts, however, is
more complex. For example, corporate PAC contribu-
tions aimed at electing particular candidates inevita-
bly disappoint those who back the losers. But even
losing campaigns can sometimes influence policy
outcomes. Similarly, many policy processes provide
opportunities for partial successes, as when lobbying
efforts to oppose a new law or regulation succeed in
tempering its provisions. In this sense, the political
environment in which most organizations and indi-
viduals act provides a wide range of opportunities
to influence policy outcomes in ways that advance
their interests.

This view of private political activity as broadly ra-
tional has been studied, tested, and analyzed with
particular intensity with regard to corporations. The
interest of economists, political scientists, and other
academics in the political activities of corporations is
unsurprising. To begin, the concerns of a corpora-
tion or an industry about a particular election, law,
or regulation often can be stipulated with precision,
and data on corporate spending for elections and lob-
bying efforts are publicly available. In addition, there
is a long tradition of scholarly inquiry into the politi-
cal influence of various groups, especially those such
as corporations with substantial resources. As we will
show, the broad consensus of this research conducted
over several decades is that corporations engage in

politics because it generally serves their own econom-
ic interests and therefore those of their shareholders.

Some popular accounts characterize these efforts by
business as sinister and corrupt, with powerful com-
panies using their resources to “buy” votes on major
pieces of legislation or regulation.! In this view, cam-
paign contributions and other forms of financial sup-
port are exchanged for favors in a quid pro quo that
benefits influential politicians and moneyed interests
at the expense of the public.? One new variant of this
stark view adds a new feature, holding that corpora-
tions spend money on campaign contributions and
lobbying not to advance or satisfy their own interests,
but rather the personal interests of their executives.?
According to this view, corporate political activity is a
symptom of poor corporate governance or of execu-
tives run wild. Moreover, by expending resources on
contributions and lobbying that are not designed to
serve the corporation’s broader interests, these po-
litical activities actually damage a company’s bottom
line. This new view, therefore, rejects the academic
consensus in holding that most companies and in-
dustries that are politically active produce lower re-
turns for their shareholders.

This new view is fully articulated in three recent
academic articles. The most far-reaching claims are
contained in two studies conducted by John Coates
of Harvard Law School, while Rajesh Aggarwal of
the University of Minnesota and his colleagues Felix
Meschke and Tracy Wang offer a less sweeping
analysis.’> All three studies draw on a long line of
work focused on what economists call the “principal-
agent” or “agency” problem. Adolf Berle and Gardiner
Means initiated this inquiry in the 1930s with a seminal
analysis of how and why the interests and decisions
of corporate managers sometimes diverge from the
interests of the shareholders, who are the company’s
principals.® Following the recent collapse and near-
failures of financial institutions whose managers were
handsomely rewarded for decisions that ultimately
crippled their companies, few Americans would
doubt the salience of agency problems.

This paper reassesses the economic benefits and
costs of corporate political activity by critically sur-



veying the literature and carefully analyzing the new
work by Coates and Aggarwal et al. The relation-
ship between business and government, we find, is
complex and multifaceted. Firms employ a variety of
approaches to influence the political process, with
varying degrees of success. However, we find that
the two generations of scholars across several disci-
plines who have carefully examined corporate politi-
cal activity are broadly correct: most firms, like most
individuals, behave rationally and strategically in
their spending decisions on campaigns and lobbying,
devoting resources in ways that, they have reason to
expect, will benefit the corporations themselves and
their shareholders. While this spending does not nec-
essarily translate into the desired policy outcomes,
corporate political activities do influence policymak-
ing. Furthermore, numerous studies demonstrate that
lobbying and other corporate efforts to engage with
policymakers can have positive effects on firm value
and shareholder returns. Moreover, there is virtually
no credible evidence showing that corporate political
activity harms firms and their shareholders. A close
reading of the three studies that claim to establish
such harm shows that their reasoning, methodology,
and conclusions are flawed in fundamental ways.

This assessment is broadly confirmed by a forthcom-
ing, magisterial study of interest-group influence in
the United States by three of the nation’s leading po-
litical scientists: Kay Schlozman, the J. Joseph Moak-
ley Endowed Professor at Boston College; Sidney
Verba, University Professor at Harvard University;
and Henry Brady, dean of the Goldman School of
Public Policy at the University of California at Berke-
ley.” The study covers political activity by all kinds
of interests, including issue-oriented groups, unions,
and nonprofit institutions, as well as corporations.
The authors reviewed all published statistical studies
of such influence and concluded that “some of them
find significant influence; others show no significant
influence. However, there are none that demonstrate
a significant negative impact of organized interest ac-
tivity on policy.” They also reviewed all published
case studies of the same question and found: “1) or-
ganized interests do not always win; 2) they often
get their way; 3) and, win or lose, organizations are
never worse off, and are usually better off, for having

gotten involved than they would have been if they
had not been at the table.”

[I. BACKGROUND

Theories of Why Corporations Participate in
Political Activity

n this section, we will review theories of cor-

porate political participation and the history of

federal laws governing corporate political activi-
ties, including campaign contributions and lobbying.
The view that companies undertake political activity
to secure advantages for themselves is based on a
combination of opportunity and necessity. Modern
governments influence national economies in major
ways that affect the sales and returns of particular in-
dustries and companies. While the United States has
a smaller public sector than other large, advanced
economies, its federal spending alone still accounts
for one-fifth to one-quarter of annual GDP. This
spending directly supports demand for the goods
and services purchased either by government or by
particular groups that receive income transfers from
government. This federal spending, in turn, supports
the sales of the companies and industries that pro-
duce those particular goods and services.

The government revenues that finance this spending
are drawn from individual and business taxpayers,
and the distribution of their contributions depends
on a complex system of tax rates, deductions, cred-
its, and exemptions. On the business side, those
rates, deductions, credits, and exemptions, in turn,
are based on particular characteristics that favor or
disfavor some companies and industries, compared
with others. One analysis by the Stern School of
Business at New York University, for example, found
that the effective corporate tax rate averages about
15.5 percent across all industries but ranges from
2.5 percent for biotechnology companies to 34.4
percent for retail automobile companies.'” Counting
only profitable companies, the average tax rate is
28.2 percent for all industries and ranges from 4.6
percent for private equity firms to 40.9 percent for
telecom utility companies and 44.2 percent for secu-



rity brokerages. Securing favorable tax treatment can
clearly have large effects on the final bottom line of
a company or an industry.

Similarly, countless large regulatory decisions have
large economic effects for particular companies and
industries. These decisions range from the applica-
tion of a tariff or quota on certain imported goods,
the sale or award of spectrum, and the application
of reserve requirements to new financial products,
to bailouts for certain companies deemed “too big to
fail” and approval of certain alternative energy prod-
ucts for the renewable fuel standard program.

The powers wielded by lawmakers and other public
officials to spend, tax, regulate, and otherwise con-
strain or stimulate certain economic activities create
powerful incentives for firms and industries to com-
pete for access to the political system, in order to
influence the decision-making process in ways that
could benefit their interests.!! These corporate politi-
cal activities assume a variety of forms, including di-
rect campaign contributions, joining and supporting
trade associations, lobbying, the hiring of former of-
ficials, advertising to move public opinion, and grass-
roots advocacy promotions.

The most commonly researched topic in this field is
campaign contributions, and political scientists and
economists have developed a number of theories to
explain why firms and other interest groups form
“political action committees,” or PACs, which then
provide financial support to political campaigns.'?
The most common explanation is that campaign
contributions help corporations and other interests
secure greater access to legislators and other public
officials.’® This “access-seeking” theory focuses on
the value to firms and other interests of being able
to directly present their case and views to public of-
ficials and thereby increase the likelihood that those
views will be considered in the decision-making
process. By contrast, an alternative, “vote-buying”
theory posits that interest groups exchange cam-
paign contributions for specific decisions by legis-
lators, on a quid pro quo basis.* Finally, a third,
“influence elections” theory focuses on the potential
impact of campaign contributions on election out-

comes. According to this view, corporations, trade
associations, and other interests contribute to can-
didates not to secure direct access or influence par-
ticular decisions but to help reelect incumbents or
support challengers who already share their inter-
ests and policy preferences. These three theories of
why corporations contribute to campaigns—to se-
cure access, buy votes, or influence elections—are
not mutually exclusive. Moreover, all three theories
assume that corporations and other interests expect
to benefit from their campaign contributions.

In contrast to the research on campaign contributions,
which has focused on firms as a source of funds, the
academic research on lobbying has stressed the role
that firms play in providing information to legislators
and other public officials. Members of Congress, it is
generally assumed, are motivated primarily by the de-
sire to win reelection, consistent with public choice
theory,” and to advance policies that they believe are
good for their district, state, or the country. Lobbyists
can help them achieve both goals by providing in-
formation and expertise on specific matters pertinent
to legislation and keeping them informed about how
people in their districts or states feel about those mat-
ters. This view downplays the transactional quality of-
ten ascribed to interest-group politics, focusing instead
on how corporations and other interests use informa-
tion and expertise to persuade policymakers to adopt
their views on policy matters. When lobbyists and leg-
islators or executive-branch officials already agree on
a matter and persuasion is unnecessary, lobbying can
still serve a reinforcing role, especially when the mem-
bers of Congress or other officials have limited time
and resources to devote to each issue.!® Other scholars
have advanced a variation on this view, holding that
the value that lobbyists provide is not information or
policy expertise but political intelligence and connec-
tions.'” Again, all these theories assume that the corpo-
rations or other interests that pay for lobbying expect
to benefit from it.

Laws Governing Corporate Political Activity
“You don’t buy a United States Congressman with a

contribution, of course, but you buy access and access
is the name of the game.”—Rep. Mike Synar (D-OK)*®



Laws Covering Campaign Contributions

Given the large economic incentives for corporations
to contribute to campaigns and to finance lobbying
activities, we should expect corporations to invest
heavily in such activities. Federal law, however, has
long placed significant constraints on the nature and
extent of their political activities. For more than a
century, Congress and the Supreme Court has tried
to balance freedom of speech and the integrity of
the democratic process in shaping the parameters of
campaign finance law. The first major law governing
campaign finance dates back to the presidency of
Teddy Roosevelt. In the months following his elec-
tion in 1904, it was revealed that Roosevelt had re-
ceived some $2.2 million ($56.4 million in today’s
dollars) in contributions from large corporations and
wealthy individuals, including Standard Oil and J. P.
Morgan. The resulting public outcry prompted Roos-
evelt to call for a ban on “all contributions by corpo-
rations to any political committee or for any political
purpose,” and Congress did so in 1907 under the
Tillman Act. After millions of Americans joined la-
bor unions in the 1930s, Congress extended the ban
to unions in 1943, and made that ban permanent in
1947 under the Taft-Hartley Act. Taft-Hartley also
barred labor unions and corporations from making
“independent expenditures”—spending not coordi-
nated with a candidate or an affiliated committee—to
influence the outcome of a federal election.?® Despite
President Truman'’s protest that those provisions con-
stituted “a dangerous intrusion on free speech,” Con-
gress approved the bill by large margins.

The PAC was also invented in the same period. In
1943, the Congress of Industrial Organizations (CIO)
was looking for a way to support President Franklin
D. Roosevelt’s 1944 reelection campaign without
violating the new law. To circumvent the ban on
union contributions, the CIO created an independent
entity to raise funds for political contributions and
other activities from the CIO’s members, and named
it a Political Action Committee.> Other unions as
well as corporations and trade associations quickly
created their own PACs, and the acronym became
a generic term for all independent political fund-
raising organizations.

The next major piece of campaign finance legislation
came in 1972, with the Federal Election Campaign
Act. The new law enhanced disclosure requirements
for contributions to federal campaigns; but since cor-
porations could not make those contributions, they
were unaffected. In the wake of the Watergate scan-
dal, however, Congress in 1974 set new limits on
contributions from PACs as well as individuals: PACs
could give no more than $10,000 to any one candidate
in an election cycle, and individuals were limited to
$2,000 per candidate, per cycle. While this new law
was intended to reduce the political impact of major
donors, the $2,000 limit on individual contributions
and the law’s new clarity about PACs inadvertently
spurred the explosive growth of PACs sponsored by
corporations and other interests: between 1974 and
1978, the number of PACs more than tripled, growing
from 516 to 1,828, and total PAC donations similarly
increased, from $12.5 million to $35.1 million.?

Over the next several decades, Congress and the
courts continued to modify and reinterpret the cam-
paign finance laws. In 1975, U.S. Senator James
Buckley and a coalition of interests challenged the
1974 act as a violation of freedom of speech. In the
landmark 1976 case Buckley v. Valeo, the Supreme
Court agreed in part, striking down limits on overall
campaign expenditures and on expenditures by out-
side groups. In the years following the Buckley rul-
ing, corporations, unions, and other interests found
new ways to direct funds to political candidates.
For example, while the Federal Election Campaign
Act limited direct campaign contributions to federal
candidates, it did not regulate money spent by po-
litical parties on campaign-related activities such as
get-out-the-vote efforts and generic advertising. This
omission allowed interests and individuals to direct
“soft money” to federal campaigns without exceed-
ing contribution limits. According to Federal Election
Commission (FEC) data, over the 1992 to 2002 elec-
tion cycles, soft-money contributions increased more
than fivefold, from $88 million to $458 million. Many
of these funds were directed to so-called issue ads,
which many considered to be another loophole in
the existing campaign finance law. Buckley v. Valeo
had held that for ads to be covered by campaign
finance laws, they must expressly advocate the elec-



tion or defeat of an identified candidate, using terms

” o«

such as “vote for,” “elect,” and “defeat.” Individu-
als, corporations, and other entities could therefore
spend unlimited funds on ads supporting federal
candidates, so long as they avoided those particular
terms. In every other respect, these issue ads were
often indistinguishable from regular campaign ads
but were not subject to contribution limits and dis-
closure requirements.

In 2002, Congress attempted to close some of these
campaign finance loopholes by passing the Bipartisan
Campaign Reform Act (BCRA), commonly known as
McCain-Feingold. In its most important provision, as
it relates to this analysis, McCain-Feingold banned
soft-money as well as corporate spending on issue
ads intended to influence elections, referred to as
“electioneering communications.”

Finally, in 2011, the Supreme Court eliminated most
restrictions on corporate political spending. In Citizens
United v. Federal Election Commission, the Court struck
down the 62-year-old provision from Taft-Hartley bar-
ring corporations and unions from using their general
treasury funds to finance campaign ads or other “inde-
pendent expenditures” advocating for or against a can-
didate in a federal election. The justices held that such
“express advocacy” funded by corporations is pro-
tected by the First Amendment, provided that it is not
done in coordination with a candidate. This ruling has
been followed by sharp increases in campaign contri-
butions to “Super PACs” by very wealthy individuals,
some of whom control private companies. However,
data suggest that public companies account for less
than 1 percent of Super PAC spending.

Laws Governing Lobbying Activities by Corporations

Lobbyists—individuals paid usually to influence leg-
islation or regulation—have been a feature of Ameri-
can political life since the earliest days of the Repub-
lic. Yet Congress did not regulate their activities in a
serious way until after World War II. To be sure, in
1876, the House of Representatives passed a resolu-
tion directing lobbyists to register with the Clerk of
the House; and 43 years later, in 1919, Congress pro-
hibited the use of federal funds to influence govern-

ment policy under the Anti-Lobbying Act.?* However,
it was not until 1946 that Congress passed legislation
requiring that all lobbyists not only register with the
Clerk of the House and the Secretary of the Senate,
but also file quarterly financial reports documenting
their clients, their lobbying income and expenses,
and the legislation they are paid to influence.

Even so, the 1946 act was routinely circumvented; and
37 years later, a Justice Department official in the ad-
ministration of George H. W. Bush described the act
to a Senate commiittee as “ineffective, inadequate and
unenforceable.”* For example, the act’s requirements
applied only to lobbyists whose “principal purpose”
was to influence legislation in Congress, exempting
lobbying efforts directed at the White House, cabinet
departments, and regulatory agencies. There also was
a large exemption for the in-house lobbyists of corpo-
rations or other organizations, who today account for
some 40 percent of all registered lobbyists.” In-house
lobbyists were required to register but not to disclose
their activities. In addition, the Secretary of the Sen-
ate and the Clerk of the House had no enforcement
authority, while the Justice Department emphasized
voluntary compliance and rarely prosecuted anyone
for failing to comply. In the 1954 case United States v.
Harriss, the Supreme Court further limited the scope
of the act, ruling that the law applied only to lob-
byists who “directly communicate” with members of
Congress on “pending legislation.” This interpretation
effectively exempted from regulation all phone calls
with members, grassroots lobbying efforts, and meet-
ings with congressional staff, with whom lobbyists
spend an estimated 98 percent of their time while on
Capitol Hill.* In 1995, Congress strengthened regula-
tion of lobbyists by passing the Lobbying Disclosure
Act. This law extended disclosure requirements to in-
house lobbyists at corporations, trade associations,
and advocacy groups, and broadened the definition
of lobbying to cover lobbying of executive-branch
officials and staff, congressional staff, and lobbying
for federal contracts.”’ However, critics contend that
compliance remains weak because of relaxed over-
sight and enforcement by the Justice Department.?

The question remains: Do corporations benefit from
expending money and other resources on campaign



contributions and lobbying? A recent Harvard Busi-
ness School case notes that “unlike other invest-
ments, the return on engaging in the political process
is difficult, if not impossible, to calculate.”® In the fol-
lowing sections, we review in detail the literature on
the impact of campaign contributions, lobbying, and
the use of political connections, focusing on studies
that measure the effects of such corporate political
activities on firm performance. This analysis will help
establish whether such activities generally help or
harm corporations and their shareholders.

[1l. THE ECONOMIC VALUE OF
CORPORATE CAMPAIGN CONTRIBUTIONS
(¢ Ft is ludicrously naive to contend that PAC
money never influences congressmen’s deci-
sions, but it is irredeemably cynical to believe
that PACs always, or even usually, push the voting
buttons in Congress.—Larry Sabato, 1985°

Until the Citizens United decision, virtually all cam-
paign spending by corporations and trade asso-
ciations flowed through PACs established by those
corporations and associations. The Federal Election
Commission reports that from 1974 to 2011, the num-
ber of PACs registered with the FEC grew nearly
eightfold, from 608 to 4,657*' (Figure 1). In 2011,
about one-third of those 4,657 PACs were corporate
PACs; roughly one-third were established by trade
associations, labor unions, and other politically ac-
tive interests; and the remaining one-third were PACs

defined by a policy or ideological position.** During
the 2010 election cycle, corporate PACs spent over
$305 million, including over $165 million in direct
campaign contributions.

These extensive PAC activities are not distributed
evenly across the economy: only about 10 percent
of publicly traded firms, for example, have PACs.®
Early studies found that resources and economic in-
centives determine which firms form PACs. A 1985
study published in The Journal of Politics was one
of the first to explore this question, testing the im-
pact of firm size, level of government regulation,
and industry concentration on PAC activity.?* The
authors hypothesized, first, that larger firms with
more employees have an advantage in raising PAC
money because they have more executives, admin-
istrative personnel, and shareholders to bear the
costs. They also reasoned that firms most affected
by government policy, including those in industries
that are heavily regulated or heavily dependent on
government purchases, would be more likely to
form PACs. Finally, the authors argued that firms in
industries dominated by a relatively small number
of large firms would be more likely to create PACs.
This hypothesis was based on collective action theo-
ry, which holds that concentrated industries provide
fewer inducements to free-ride and therefore are
more likely to organize politically.* Based on the
PAC contributions of 1,152 Fortune-ranked compa-
nies during the 1981-82 election cycle, the authors
found, as expected, that the number of employees,
the level of government regulation or purchases,
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and industry concentration all correlated positively
with corporate PAC activity.

These findings were confirmed by a 1994 study pub-
lished in the American Political Science Review.
Using data covering 124 industries over the 1978-86
election cycles, the researchers found that corporate
PAC contributions are significantly higher in indus-
tries with greater sales, industries that are regulated,
industries that are highly concentrated, and industries
that generate a significant portion of their sales from
government. For example, over this period, regulated
industries on average contributed $167,000 more than
unregulated industries (1988 dollars). The study also
found that an additional $1 million in government
sales was associated with an additional $132,000 in
annual corporate PAC contributions to campaigns.

This research clearly suggests that cost-benefit con-
siderations influence corporate decisions to form
and use PACs. This view that firms behave rationally
and strategically in their corporate political contri-
butions is reinforced by evidence on the spending
patterns of corporate PACs. Researchers in this area
have found that corporate PACs tend to contribute
to incumbents who are more likely to be reelected,
candidates who support policies that benefit them,
candidates in close races who most need campaign
contributions, and candidates expected to have the
most influence in Congress.*” For example, corporate
PACs contribute overwhelmingly to congressional in-
cumbents, who also win the vast majority of their
races. Corporate PACs also tend to favor Republi-
can or conservative candidates whose voting records
reflect support for business interests, in contrast to
union PACs, which contribute overwhelmingly to
Democratic candidates whose voting records are
pro-labor. The finding that corporate PACs are more
likely to contribute to candidates in close races is
believed to reflect a view that those candidates will
value the contributions more, and therefore will be
more attentive and accountable to the contributing
corporation. In addition, the expected value of the
donation—its expected impact on the outcome—
may be higher when the outcome is expected to be
close.® Finally, numerous studies have shown that
corporate PACs are more likely to contribute to party
leaders, committee chairs, members with great se-

niority, and members of powerful committees such
as the House Ways and Means, Financial Services,
and Energy and Commerce committees.*

These various findings suggest that corporate PACs
strategically target their congressional campaign con-
tributions, generally directing them to those mem-
bers who they expect will be most likely to pursue
and deliver on legislative provisions consistent with
the corporation’s interests. A 1992 study by Harvard
economist James Snyder found an even broader
range of strategic considerations in play. He found
that contributions by corporate PACs, along with
those by other nonideological PACs with narrowly
defined economic interests, exhibit the characteris-
tics of long-term investments: they persist over time,
manifest a preference for younger legislators with
long careers ahead of them, and favor those House
members thought to be most likely to become sena-
tors (i.e., members from small states and from states
with elderly senators).® Unsurprisingly, PACs also
contribute less to members who have announced
plans to retire or run for nonfederal office.*!

The observation that PAC contributions reflect strate-
gic or direct economic considerations has led some
observers to conclude that the contributions directly
influence congressional voting behavior. Yet, as one
economic expert in this area wrote recently, “cam-
paign donations can be ‘rational’ even when they do
not alter how an individual politician votes.”® As an
empirical matter, it is virtually impossible to know
how a member of Congress would have voted on a
particular bill in the absence of receiving campaign
contributions from corporate PACs. Statistical analysis
of the relationship between contributions and roll-
call voting is problematic. Even in cases in which
analysts can identify a correlation between PAC con-
tributions and voting behavior, it may be impossible
to determine its direction of the effect, if any: Did the
contributions influence voting behavior, or did ex-
pected voting behavior influence contributions—or
did a third factor, such as ideology, independently
influence both PAC contributions and members’ vot-
ing behavior?®

Evidence of a systematic relationship between cor-
porate PAC contributions and congressional voting



behavior is mixed. In 2003, political scientists from
MIT reviewed 36 published studies and concluded
that roughly three-quarters of the time, there was no
evidence of a statistically significant effect of those
contributions on legislation.* Similarly, University of
Chicago economist Steven Levitt concluded in 1998
that “while numerous papers document a correlation
between PAC contributions and a politician’s voting
record, those papers that most carefully attempt to
identify a causal effect of PAC contributions typically
fail to uncover evidence that PACs influence legisla-
tive roll-call voting patterns.”

In some instances, case studies can establish that PAC
contributions have influenced policy outcomes, espe-
cially when the policies in question involve relatively
concentrated benefits and broadly diffused costs. A
case in point is a well-known series of House votes
on farm subsidies in 1985. A 1991 study found that
eight out of ten of these votes were significantly influ-
enced by PAC contributions.* Further, the research-
ers concluded that campaign contributions were de-
cisive in at least one crucial vote, when recipients of
$212,000 in contributions from 13 PACs representing
sugarcane and beet growers blocked an amendment
to reduce the support price of sugar from 18 cents to
15 cents per pound. This price-support program cost

taxpayers and consumers, through higher prices, an
estimated $3.3 billion per year.”

Other case studies of corporate PAC contributions
and policy outcomes have failed to find any effects.
This is unsurprising; across the policy arena, corpo-
rate interests sometimes win and sometimes do not.
However, there are no case studies showing that cor-
porations that provide PAC contributions were worse
off for having been involved.

There are many reasons for these mixed conclusions.
First, PAC contributions represent only a modest
share—roughly a quarter—of total campaign spend-

% and, as noted earlier, corporate PACs account

ng;
for only one-third of total PAC contributions. During
the 2010 election cycle, for example, congressional
candidates reported raising a total of $1.8 billion, in-
cluding $1.1 billion for House races and $740 million
for Senate races. Of the $1.8 billion in total campaign
contributions, $400 million, or 22 percent, came from
PACs (Figure 2). Taking a longer view, PAC contribu-
tions represented 20-30 percent of all congressional
campaign contributions from 1980 to 2010. Contribu-
tions from individuals continue to dominate congres-
sional campaign fund-raising, representing some 55
percent of all contributions. To be sure, some indi-

PACs and Al

Figure 2: Sources of Conigressional Campaign Financing,
Other, 1980-2010
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vidual contributions, including many contributions by
corporate executives, are tied to the interests of the
corporation and its industry. Other individual con-
tributions, such as those of some tort lawyers, may
reflect the interests of an industry composed largely
of unincorporated businesses.

Furthermore, many factors influence the voting deci-
sions of members of Congress, including the prefer-
ences of their party caucuses and leaders, the views
of their constituents, and their own ideologies and
personal beliefs. In a recent interview, Congressman
Barney Frank, former chairman of the House Finan-
cial Services Committee and consequently a recipi-
ent of substantial PAC contributions, acknowledged
that contributions influence congressional decision
making in Congress. However, he noted: “If the vot-
ers have a position, the voters will kick money’s
rear end any time. I've never met a politician ...
who, choosing between a significant opinion in his
or her district and a number of campaign contribu-
tors, doesn’t go with the district.”* In addition, influ-
ence may occur without leaving evidence of it, and
what appears to be evidence of influence may be
misleading. In the first case, for example, Congress
may enact legislation seen as adverse to the inter-
ests of corporate PAC contributors, but its provisions
may have been subtly relaxed in ways not apparent
to popular commentators or academic statisticians.
Alternatively, laws that advance the interests of cor-
porate PAC contributors might have been enacted
in any case.

The view of many political scientists is that PAC con-
tributions influence policy outcomes not by buying
votes but by securing greater access for the contribu-
tors to government officials. Such access gives cor-
porations and trade associations the opportunity to
present their case and thereby influence legislators’
opinions on relevant policy issues. Interest groups
intensively engaged in lobbying tend to make cam-
paign contributions in ways consistent with this
“access-seeking” theory.® In fact, researchers have
correlated contributions and access. For example, a
1986 analysis using data on how congressmen spent
their time in a typical workweek in 1977 found that
a $294,000 contribution earned interest groups an av-

Table I: Predicted Access to Members
of Congress, for Corresponding PAC
Contributions, 1977

Contribution Average Time of Access

$293,823 60 minutes
$204,538 47 minutes
$115,253 35 minutes
$25,969 25 minutes

erage of an hour with a congressperson, compared
with 35 minutes for contributors who gave $115,000.°!

The general consensus drawn from the literature,
then, is that corporations use PACs to make strate-
gic, long-term investments in the political process,
in the hopes of influencing policy outcomes in ways
that help them and their shareholders. Corporate PAC
contributions have the potential to directly influence
certain legislation, and votes in Congress and cor-
porate PAC contributors to members may often be
aligned. Nevertheless, the evidence does not point
to a systemic or determinative relationship between
corporate PAC campaign contributions and votes by
members on legislation that directly affects the in-
terests of their corporate contributors. While media
sometimes portray corporate PAC contributions as a
form of bribery used to manage the political process,
these contributions would be better characterized as
a kind of “entrance fee” for firms interested in mak-
ing their case to legislators and perhaps reinforcing
the impact of other lobbying.>

IV. THE ECONOMIC VALUE OF
CORPORATE LOBBYING

urning to business lobbyists to draft legis-
lation makes sense, according to Delay,
because ‘they have the expertise.’”

— Washington Post, March 12, 1995

Lobbyists have been a feature of Washington life since
at least the latter half of the nineteenth century. In
1913, Woodrow Wilson famously said, “This town is
swarming with lobbyists, so you can’t throw bricks in
any direction without hitting one.”™ In recent years,



lobbying has grown especially rapidly: from 2001
to 2008, spending on lobbying increased more than
10.5 percent annually, or about 7.5 percent per year
in real terms. For purposes of comparison, corporate
spending on gross domestic investment increased
just 1.2 percent annually, in real terms, over the same
years. By 2011, there were 12,654 actively registered
lobbyists in Washington, or more than 23 lobbyists
for each member of Congress.”” Lobbying has long
been the dominant form for political participation by
corporations and other interests: in the 2010 election
cycle, firms and other interests spent $6.8 billion on
lobbying, compared with PAC expenditures of $1.3
billion (Figure 3).

While lobbyists often contribute to the campaigns
of the same members of Congress they lobby, their
principal role is to provide information and expertise
to legislators, their staffs, and executive-branch offi-
cials and their staffs. At times, members of Congress
even rely on lobbyists to help draft legislation.”® In
evaluating the impact of lobbying, our first question
is: Who hires lobbyists? Last year, a team of econo-
mists led by William Kerr of the Harvard Business
School published a study to answer that question.”
To begin, over the period of 1998 to 2006, only about
10 percent of publicly traded firms lobbied in any
given year.”® Moreover, the firms that hire lobbyists

are generally large, reporting average annual sales
3.8 times those of firms that do not lobby and total
workforces 3.3 times the size of firms that do not
lobby. In addition, firms that lobby do so persistently:
the likelihood that a firm that lobbied last year will
also lobby this year is 92 percent. Finally, there is
a fairly strong correlation between lobbying expen-
ditures by companies and campaign contributions.”

The larger question is whether firms lobby because
it produces net economic benefits. Throughout the
1980s, research in the area of corporate political
activities focused mainly on the relationship between
campaign contributions and congressional voting
behavior. In that period, most academics assumed
that most lobbying activity was dictated by the policy
preferences of legislators and their constituents. In
1990, however, John R. Wright at the University of
Iowa published the first study to combine data on
campaign contributions and lobbying activities, in
order to better understand the relationship between
the overall political activities of interests and voting
at a congressional committee level.®® His analysis
was a case study of how lobbying influenced votes
in the House Ways and Means Committee and
the Agriculture Committee on two controversial
bills in 1985.°" The analysis drew on a survey of
organizations that had lobbied those committees in
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the period leading up to the two votes. Using two
different regression approaches® and controlling for
political party, ideology, and constituency preferences,
Wright found that organized lobbying efforts affected
the voting in the committees to a statistically significant
degree. In 1998, Wright and a colleague published a
related study assessing the impact of lobbying efforts
on the voting on Supreme Court nominations in the
Senate.”® Controlling again for party, ideology, and
constituency, the authors found that here, too, lobbying
had a statistically significant effect on senators’ votes
on the confirmations of Robert Bork, David Souter,
and Clarence Thomas. The results further suggested
that if the lobbying for the Thomas nomination had
been reduced by 10 percent, Justice Thomas would not
have been approved; similarly, if lobbying against the
Bork nomination had been reduced by 25-50 percent,
Judge Bork would have been confirmed. While the
study involved lobbying by primarily noncorporate
organizations, it demonstrates the general capacity of
modern lobbying to provide information and expertise
that ultimately affects congressional voting on even
very high-profile matters.

The Economic Returns to Lobbying

“There’s a reason that corporations invest in lobbying
Congress: they see a return, and it’s good for their bot-
tom line”—Mary Boyle, Common Cause®

While numerous early studies provided empirical
evidence that voting by members of Congress can
be influenced by lobbying, they did not estimate
the returns or other benefits for those financing the
lobbying. One reason is that data that might be used
to estimate those returns were generally unavailable
until the later 1990s, when the Lobbying Disclosure
Act of 1995 mandated the collection and publica-
tion of official data on lobbying expenditures. Even
so, measuring the returns to lobbying has remained
difficult. To begin, firms that lobby are often dif-
ferent from firms that do not lobby—for example,
in size, dependence on government purchases, in-
dustry regulation, and degree of industry concen-
tration. Attempts to simply compare the economic
performance of firms that lobby with those that do
not, therefore, are distorted by “selection bias.” For

example, if large companies earn lower returns than
small companies, and large companies are more
likely to lobby, a finding that companies that lobby
earn lower returns may have nothing to do with
their lobbying. (As we will see, this problem affects
the Coates analysis.) In addition, it is often diffi-
cult to measure the value of government policies
to individual companies that lobbied for or against
them. Consider, for example, the passage of NAFTA
in 1994 or the repeal of Glass-Steagall in 1999. In
such cases and many others, economic analysis can
establish the direction of the effect for particular in-
dustries, but quantifying the impact on the returns
of particular companies is more problematic. Final-
ly, it is often impossible to isolate the impact of lob-
bying from the effects of other corporate political
activities, including campaign contributions, public
advocacy, or grassroots organizing.

The first analysis to successfully address these meth-
odological challenges focused on the returns of lob-
bying by universities.® The lobbying activities of uni-
versities are a particularly apt subject for this analysis
because they are directed almost entirely at securing
earmark funding, which can be directly measured. In
addition, universities are not allowed to form PACs,
mobilize grassroots campaigns, or engage in a number
of other political activities, so their success or failure
in securing earmarks can be directly attributed to their
lobbying. The analysis found that universities located
in the districts of members of the House and Senate
appropriations committees (HAC and SAC) benefited
substantially from their lobbying efforts: for universi-
ties with HAC representation, a 10 percent increase
in lobbying produced a 2.8 percent increase in ear-
marks. Similarly, for those with SAC representation, a
10 percent increase in lobbying produced a 3.5 per-
cent increase in earmarks. These results did not reflect
merely the members’ propensity to channel funds to
their own districts: universities with committee repre-
sentation that spent less on lobbying received fewer
earmarks, suggesting an independent positive rela-
tionship between lobbying and earmarks. A 10 per-
cent increase in lobbying by universities without ap-
propriations committee representation yielded a 1.5
percent increase in earmarked funding, although this
result was not statistically significant.



In dollar terms, the authors estimated that each $1
in lobbying by universities with SAC representation
returned $36 in earmarks, and each $1 in lobbying by
those with HAC representation returned $25 return in
% Furthermore, the return on an additional
dollar of lobbying by universities with SAC repre-
sentation—their marginal return on lobbying—was
$5.24. The marginal return in additional earmarks for
an additional dollar spent on lobbying was $4.52 for
universities with HAC representation and $1.56 for
universities without such committee representation;
but neither result was statistically significant.

earmarks.

At a minimum, the results suggested that universi-
ties with representation on the Senate Appropriations
Committee underinvested in earmark lobbying in this
period and therefore “left money on the table.”

Another study of the economic impact of lobbying
with a broader and more corporate focus appeared
in the American Journal of Political Science in 2009.°
Its authors sought to estimate the tax benefits asso-
ciated with corporate lobbying. Using a sample of
more than 6,200 firms, they found that every addi-
tional 1 percent in lobbying expenditures was asso-
ciated with a 0.5-1.6 percentage-point reduction in
effective tax rates the following year. For the average

firm lobbying Congress, across industries and various
measures of financial performance, this meant that
an additional $1 for lobbying was associated with
$6-$20 in new tax benefits.

Several recent studies have sought to estimate the
impact of lobbying by publicly traded firms on their
shareholders’ market returns. These analyses suggest
that the market returns to lobbying are significant.
One 2010 study found a positive correlation between
lobbying expenditures by corporations and financial
performance as defined by income before extraordi-
nary items.® The authors reported that $1 spent on
lobbying was associated with an additional $24-$44
in corporate income, depending on the model’s spec-
ifications. They further found that firms that lobbied
most intensively—defined as lobbying expenditures
as a share of assets, sales, and market cap—outper-
formed their benchmark by 5.5-6.7 percent per year,
for the three years after their intense lobbying (Figure
4). Moreover, these results were derived using rigor-
ous analytic methodologies.

Another 2010 study produced similar results.” This
analysis estimated that firms that lobbied Congress
outperformed those that did not by about 2 percent
per year, controlling for financial performance. The

Figure 4: Corporate Returns Relative to Benchmark,
Based on Intensity of Lobbying®
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study also found that among firms that lobbied, those
that lobbied more aggressively achieved better re-
turns: a one-standard-deviation increase in lobbying
expenditures was associated with a 1.2 percent in-
crease in excess returns—that is, even higher returns
relative to non-lobbying firms than those achieved
by other companies that lobbied. While some stud-
ies that compare lobbying and non-lobbying firms
suffer from sampling bias, these two studies con-
trolled for such bias by modeling both the decision
to lobby and the effects of lobbying expenditures on
market returns.”!

The generally positive returns from lobbying have
not escaped the market’s attention. In 2009, Strategas
Research Partners, a New York—based research firm
that advises institutional investors, developed the “K
Street Index,” a portfolio of firms that lobby the fed-
eral government most intensively, defined as lobby-
ing expenditures relative to total assets.”” Strategas
updated its index in 2010, and it has since outper-
formed the S&P 500 by an average of more than 3
percent per year (Figure 5).7?

In sum, lobbying can influence congressional voting
behavior, which, in turn, can produce tangible bene-
fits for firms and industries that lobby. The benefits of

lobbying can take many forms, including lower taxes
or higher federal spending. For publicly traded firms,
the benefits of lobbying have been reported in stron-
ger financial performance and stronger stock-market
returns. Moreover, firms that lobby intensively tend
to outperform their benchmarks to larger degrees.
While the estimated benefits of lobbying vary from
study to study, and lobbying in specific cases may
not produce benefits, the literature contains no in-
stance in which lobbying is associated with lower
returns for firms and their shareholders.

V. THE ECONOMIC VALUE OF
CORPORATE POLITICAL CONNECTIONS

uch as the impact of corporate campaign

l \ / I contributions is often entangled with lobby-
ing by the same corporations, the apparent

benefits from lobbying may also reflect a firm’s politi-
cal connections, sometimes created and enhanced by
lobbying. These distinctions are subtle but genuine.
The economic value attributed to lobbying may re-
flect not only the knowledge, expertise, and persua-
siveness that lobbyists provide, but also the political
connections generated by the lobbying. Those con-
nections, in turn, can lead to increased access, valu-

Legal Policy Report 15
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able information about policy developments, and re-
duced uncertainty.”

Much of the research on lobbying acknowledges the
importance of political connections. One of the stud-
ies covered in the previous section notes, for exam-
ple, that “lobbying expenditures proxy firms’ political
connections.”” Another study also reviewed above
suggests that “lobbying could be correlated with an
unobserved variable, e.g., government connections,
which may be the real source of value to the firm.””
This theme runs through much of the research on
both lobbying and campaign spending.

In recent years, the academic literature on politi-
cal connections has grown considerably, reflecting
a growing consensus that political connections have
economic effects. The analytic challenge has been
to find a rigorous way to define and measure po-
litical connections. Some of the proxy measures for
these connections explored in recent studies include,
in addition to campaign contributions and lobbying
expenditures, the number of politically connected in-
dividuals serving on a corporation’s board and the
number of board members or executives who served
in prominent positions in Washington.

One of the first studies to examine the economic
value of political connections appeared in the
American Journal of Political Science in 1990.
Professor Brian Roberts of the University of Texas
sought to measure the impact of relationships with
senior members of Congress on corporations. To do
so, he conducted an “event study” to measure the
effect of the sudden death of Senator Henry “Scoop”
Jackson (D-WA) in 1983 on the value of firms.”” As
the ranking Democrat on the Senate Armed Services
Committee, Senator Jackson had developed close
connections with several publicly traded firms.
Moreover, his death was unexpected and thus served
as an exogenous shock to the perceived or expected
value of those firms. The study found that firms
located in Jackson’s home state of Washington and
firms that had made PAC contributions to Jackson
experienced negative abnormal returns on the first
trading day after the news of the senator’s death. For
example, 11 Washington State firms that had made

PAC contributions to Jackson in the preceding two
years experienced abnormal losses of 2.5 percent,
and 24 firms located in other states that had made
PAC contributions experienced abnormal losses of
1.1 percent. Both results were statistically significant.

A similar study published in 2006 focused on the im-
pact of the surprise defection of Senator James Jef-
fords (R-VT) from the Republican Party in 2001, a
move that shifted control of the Senate to the Dem-
ocrats.”® This analysis also used an event-study ap-
proach, measuring the impact of that significant and
unexpected political event on the share prices of
firms connected to each of the political parties. Us-
ing data on soft-money contributions by large public
companies during the 2000 election cycle, the author
found that the surprise shift in power and commit-
tee leadership from Republicans to Democrats did af-
fect the market performance of politically connected
firms—which the author called the “Jeffords effect.”
The analysis found that each $100,000 donated to
the Republican Party in the 2000 election cycle was
associated with a negative abnormal stock return of
0.33 percent in the week of Senator Jeffords’s an-
nouncement. Similarly, each $100,000 donated to the
Democratic Party was associated with a positive ab-
normal stock return of 0.17 percent (Figure 6). In
dollar terms, every $1 that a firm donated to the Re-
publican Party was associated with a loss of $2,313
in market value when Jeffords defected; and every $1
that a firm had donated to the Democratic Party was
associated with a $2,219 gain in market value.” Other
event studies have found that close elections and the
nominations of politically connected individuals to
corporate boards also cause abnormal stock returns
in politically engaged firms.*

By demonstrating that stock prices respond to events
that affect the perceived value of a company’s politi-
cal connections, these studies suggest that corporate
political activities that enhance a company’s politi-
cal connections benefit its shareholders. Moreover,
a 2010 study published in The jJournal of Finance
suggests that the economic benefits of a corporation’s
political connections are also evident over the long
term.® Its authors reasoned that the number of politi-
cians supported by a firm’s PAC money was a good
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proxy for the extent of a firm’s connections to politi-
cians. Using data on more than 1,200 publicly traded
firms between 1979 and 2004, their study found that
firms that made PAC campaign contributions to more
political candidates experienced higher subsequent
market returns. Specifically, the authors reported that
a one-standard-deviation increase in the number of
candidates supported by a firm over the previous five
years was associated with excess abnormal returns of
2.6 percent.®

While the studies noted above provide sound empiri-
cal evidence of a relationship between a firm’s po-
litical connections and its market performance, they
do not explain precisely how such connections actu-
ally create firm value. One recent study, however,
documents at least one channel through which firms
can profit from their political connections—namely,
through government contracts. Indiana University
economist Eitan Goldman and two colleagues de-
signed an event study around the elections of 1994
and 2000, when power shifted from the Democratic
Party to the Republican Party in Congress and the
White House, respectively.®® They reported that fol-
lowing the 1994 midterm elections, when Republi-
cans gained control of both houses of Congress, the
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81 S&P 500 firms in their sample with board members
who previously had held political positions as Repub-
licans or in Republican administrations experienced
an increase in the value of their government procure-
ment contracts. Similarly, the 39 S&P 500 firms with
comparable connections to the Democratic Party ex-
perienced a decline in their procurement contracts.

The authors estimated that the average value for a
firm of having connections to the Republicans in
1994 was nearly $120 million per year in additional
government contracts from 1995 to 1998. The study
also found that following the 2000 election, when
control of the White House shifted to Republicans,
55 S&P 500 firms with strong Republican connections
and 39 S&P 500 firms with strong Democratic con-
nections experienced similar shifts in government
contracts. The average value for a firm of being con-
nected to the Republicans in 2000, by the authors’ es-
timate, was about $45 million per year in government
contracts from 2001 to 2004.

On balance, the literature shows that firms benefit
from establishing ties with government officials.
However, measuring the value of those benefits is
challenging because the value of a corporation’s po-



litical connections is often difficult to distinguish from
the value of other political activities. To address these
methodological issues, some researchers have relied
on event studies that measure the stock-market re-
sponse to unexpected political events for politically
connected firms. These studies find that such con-
nections do affect share prices; and over the long
term, politically connected firms can outperform
their peers by 2-3 percent per year. Finally, across
the literature, we have not found any cases in which
researchers have identified a negative relationship
between the political connections of a corporation or
an industry and its shareholder returns.

VI. THE NEW REVISIONISTS: CLAIMS
THAT CORPORATE POLITICAL
ACTIVITIES HARM COMPANIES AND
THEIR SHAREHOLDERS

xtensive analysis and evidence, then, support

the view that corporate participation in the

political process yields generally positive re-
turns to firms and their shareholders. Three recent
studies have challenged this consensus, arguing that,
on balance, political activity by corporations harms
shareholder value. The basic hypothesis is that the
corporate executives responsible for these activities,
especially for political contributions, act in their own
interest, not those of their shareholders. By this view,
corporate political activity is a symptom of what econ-
omists call an “agency” or “agent-principal” problem.
From this, the authors of these studies infer that firms
that engage in political activities will perform worse
than their peers because they waste firm resources to
advance their executives’ interest and because they
generally are more likely to have poor corporate gov-
ernance. A close examination of these studies shows
that their reasoning and findings do not actually chal-
lenge, much less refute, the academic consensus that
corporate political activity benefits shareholders or, at
a minimum, does not harm them.

A recently published study by Rajesh Aggarwal from
the University of Minnesota and two colleagues sets
aside the corporate political activities that receive the
most attention in the literature, including PAC con-

tributions, lobbying, and political connections.® In-
stead, these authors focus exclusively on soft-money
contributions to political parties to support opera-
tions such as get-out-the-vote campaigns and issue-
focused ads, and donations to 527 organizations
unregulated by campaign finance laws.® These con-
tributions can come close to explicit support for can-
didates, but they remain technically independent of
their campaigns. The study’s results suggest that the
corporations most likely to make these contributions
underperform their peers, from which the authors in-
fer that their soft-money and 527 contributions were
one reason for this underperformance. As we will
see, these results support, at most, an inference that
those companies’ underperformance may be related
to other factors that also influence their decisions to
contribute soft money and 527 funds. The results do
not support the conclusion that even these limited
corporate political activities harm shareholders.

The other two studies, from John Coates of Harvard
Law School, argue that, in many cases, shareholders
are harmed by all forms of corporate political activ-
ity, including lobbying and PAC contributions.?” This
provocative argument has received considerable at-
tention from academics and media.®® Like Aggarwal
et al., Coates relies on the proposition that corpo-
rate political activity reflects the personal interests
of executives, even to the point of harming their
shareholders, and he characterizes this activity as a
consequence of poor corporate governance. As we
will see, Coates’s methodology is flawed. In addi-
tion, he fails to show that his results did not reflect
other factors that may have independently influenced
both the political activity and the governance issues
in those corporations. This explanation would lead
to conclusions much more consistent with the past
generation of scholarly studies in this area.

Aggarwal: Do Soft-Money and 527 Contributions
by Corporations Harm their Shareholders?

As noted, Aggarwal and his coauthors examined two
types of unregulated campaign spending drawn di-
rectly from corporate funds: soft-money contribu-
tions to political parties and donations to 527 organi-
zations. Their data covered 1991 to 2004. Soft-money
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corporate contributions were banned in 2002, but
many corporations continued to make donations
from corporate funds to unregulated 527 organiza-
tions, with the stipulation that the 527s would not
“coordinate” with the campaigns of candidates. The
authors report that for each additional $10,000 spent
on soft-money or 527 contributions, a contributing
firm underperformed its benchmarks by 0.74 percent,
or a “negative excess return of 0.074 percent.” They
calculate that this was equivalent to a loss in market
value of $1.33 million per $10,000 contribution for
the median donating firm. That result is equivalent to
a remarkable $133 decline in market value for every
$1 contributed.

Previous studies of corporate political giving gener-
ally focused on “hard-money” contributions to candi-
dates by corporate PACs, drawn from the company’s
employees, shareholders, or their families and sub-
ject to FEC regulatory limits. Aggarwal et al. focus on
corporate political giving that falls outside FEC regu-
lation. Such corporate donations, they hold, reflect
the political preferences of the firm’s managers. Fur-
ther, they claim that this “perquisites consumption”
by corporate executives indicates “agency problems”
in those firms, which, in turn, have negative effects
on the corporation’s market performance and value.
If this connection is correct, it would imply, at most,
that agency issues, not political activities, are respon-
sible for these firms’ underperformance.

It may be reasonable to expect that, compared with
PAC contributions to candidates, soft-money dona-
tions to parties and contributions to 527 organizations
are less likely to help firms gain access to officehold-
ers or develop connections to those officeholders,
which, in turn, can benefit shareholders. However,
there is no reason to expect, as Aggarwal et al. claim,
that such soft-money donations and contributions to
527 organizations would actually harm shareholders
and especially that “donating to either winners or los-
ers is associated with worse returns than not donating
at all.”® Moreover, while the study excludes corporate
PAC contributions and lobbying, the authors assert
that “our results are quite similar if we also include in-
dividual and PAC donations” without reporting those
results or providing any evidence for this claim.”

Other, more direct explanations for the market un-
derperformance found by the authors are apparent
when they report that the 11.4 percent of public com-
panies that made soft-money or 527 contributions
tended to be firms with below-average R&D and in-
vestment spending. They grant that the low invest-
ment and R&D spending of these firms may reflect
poor management, the impact of which could over-
whelm the positive effects arising from their political
activity. Similarly, they report that better corporate
governance was associated with smaller donations.
Even accepting the authors’ definitions of good and
bad corporate governance, this finding may merely
suggest that better corporate governance was asso-
ciated with allocating more firm resources to R&D
and other investments. Alternatively, companies with
low investment and R&D spending may simply be
firms with lower expected profits and low returns on
investment, without reference to the quality of their
governance. For such firms in industries with strong
competition from imports, it might well be a sound
business decision to contribute to a party or politi-
cians skeptical of the trade agreements reached in
the 1990s that intensified that competition. Aggarwal
et al. did not explore these possibilities but simply
attributed the results to agency factors. In the end,
Aggarwal and his colleagues do not establish in any
definitive or reliable way that these political dona-
tions led to the lower returns for shareholders, much
less that each $1 donated caused a $133 decline in a
firm’s market value.

The authors’ statistical approach, while generally rig-
orous, is weakened by technical issues and subject to
biases. For example, they measure the returns by the
donating companies over the following year, com-
pared with an event-study approach, in which the
analysis of market performance is tied much more
closely to the timing of the donations. They recog-
nize that such “long term stock returns are noisier
than event horizon returns” and that many other fac-
tors may influence the returns for a company that
made soft-money or 527 donations in the previous
year.”! They also concede that standard regression
techniques cannot address that much “noise.” They
defend their design by noting that the donations are
not disclosed to shareholders or the market and “are



therefore likely to be capitalized into stock prices
only slowly over time.”* However, that explanation
only suggests that the price declines reflect more fun-
damental factors unrelated to the donations and, as
noted earlier, plausibly unrelated to any governance
issues. At a technical level, their results cannot estab-
lish any firm connection between the donations and
the next year’s returns.*

In the end, Aggarwal and his associates virtually con-
cede that they have not proved their case. The study
yields two main observations. First, they find a posi-
tive correlation between certain features that they
consider evidence of poor governance—Ilarge boards
of directors, CEOs who also serve as chairmen of
their boards of directors, and low ownership by insti-
tutional investors—and soft-money contributions and
donations to 527 entities. Second, they observe that
firms that made such contributions and donations un-
derperform the market. Those observations, however,
do not tell us how political donations influence firm
performance. How much of this underperformance
can be attributed to the elements of weak corporate
governance that they use, independent of any po-
litical activity? Do firms that already perform poorly
choose to allocate more corporate funds to political
donations? If that is the case, their poor performance
may be wholly unrelated to governance issues or
political donations. Finally, how much of this poor
performance, if any, can be attributed to its political
donations? The authors cannot answer these ques-
tions. Further, they fail to identify any mechanism
by which unregulated corporate campaign spending
could damage firm performance. By contrast, numer-
ous studies reviewed here demonstrate how corpo-
rate political activities translate into higher sharehold-
er returns, whether through earmarks, lower taxes,
or government contracts. The alternative theory that
these unregulated corporate donations cause market
underperformance remains vague and unintuitive.

Coates: Corporate Political Activity More
Generally Harms Shareholders

The two Coates studies have attracted more attention
than the Aggarwal et al. analysis because Coates’s fo-
cus and claims are broader. Where Aggarwal and his

colleagues confine their case to soft-money and 527
donations, Coates argues in one study that firms that
contribute to PACs and lobby harm their sharehold-
ers by doing so; he argues in a second study that the
shareholders of at least some firms that contribute
to PACs and lobby are thereby harmed. Much like
Aggarwal et al., Coates’s models focus more on links
between weak shareholder rights and agency costs
that can impair a firm’s value than on the impact of
corporate political activities. Like Aggarwal et al., he
interprets his results as evidence that corporate politi-
cal activity is a symptom of agency problems.

In both articles, Coates acknowledges that numerous
studies show that corporate political activities have
paid off for companies and industries through favor-
able trade provisions, earmarked spending, lower
taxes, and eased regulation. Coates also grants that
many scholars have found positive correlations be-
tween corporate PAC contributions and abnormally
high returns, and between corporate lobbying ex-
penses and higher corporate returns. Nevertheless,
he argues that politically engaged firms tend to have
poor governance, their political activities reflect the
personal interests of their executives, and those po-
litical activities harm shareholders.

In his second article, Coates offers a theory of how
this occurs: managers engaged in political activity
become distracted, diluting their companies’ strate-
gic focus and affecting corporate decisions regarding
large projects. He presents a series of correlations
that he claims demonstrate, if not prove, this thesis.
For example, he focuses on companies with execu-
tives who use corporate jets for personal use, and
uses that subset as a proxy for firms likely to act
contrary to their shareholders’ interest. He then finds
a positive correlation between such corporate jet use
and corporate political activity, which, he says, “sug-
gests that corporate political activity may also not be
in shareholder interests.”* However, his assumption
that the personal use of corporate jets is a sound
proxy for poor governance is unproved. He offers
no data on what share of corporate jet use by these
companies was for personal use, or what share of
corporate spending or profits such corporate jet use
represents. Coates also does not explore whether
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such corporate jet use is an efficient use of corpo-
rate resources for some companies. Furthermore,
he singles out CEOs who later were appointed to or
nominated for public positions, and finds them more
likely than other CEOs to have worked for firms that
engaged in lobbying. That seems plausible; but he
uses this finding to claim that the prospect of future
political appointment shaped the political activity of
the companies that those CEOs headed, without of-
fering any evidence for this conclusion.

Coates’s analysis has other inconsistencies and tech-
nical problems. In his 2010 article, he argues that S&P
500 firms with poor corporate governance, measured
by an index of corporate governance indicators, are
more likely to be politically active.” To support this
position, Coates observes that 90 percent of the firms
scoring highest on this index, which indicated poor
governance, contributed to PACs, compared with
only 63 percent of firms that scored lowest on the in-
dex, indicating sound governance.®® Those same data
show that the correlation reverses when one looks
at PAC-contribution levels: as corporate governance
improves from 4 to 3, 3to 2, 2to 1, and 1 to zero, the
average level of PAC contributions increases (Figure
7). This finding, which Coates does not discuss, con-
tradicts his basic thesis.

Coates’s second attempt in the 2010 study to show
that corporate political activity harms shareholders
involves a set of regressions to test for a direct re-
lationship between shareholder value and corporate
political activity. He reports that these regressions
show that firms that lobbied or made PAC contri-
butions between 1998 and 2004 had a lower ratio
of market value to book value—‘relative Q”—than
firms that did not expend resources on lobbying or
PACs. If this finding were true, it could suggest that
firms with comparable physical assets (their book
value) have lower market value if they also under-
take political activity than those that do not. In prac-
tice, Coates’s test is poorly designed. Studies trying
to measure the influence of corporate political ac-
tivity on firm value typically look at financial vari-
ables, such as income, or at market variables, such
as benchmark-adjusted returns.” Instead, Coates uses
his relative Q to measure a firm’s value, for which
there is little basis in the literature. Coates’s relative
Q depends on Tobin’s Q, which measures the ratio
between the market value and replacement value of
a firm’s physical assets. In the literature, Tobin’s Q is
sometimes used as a control variable but not as the
primary variable of interest. Further, a firm’s book
value—the market value of its physical assets—is an
accounting concept. The relation between a firm’s

Figure 7: The Relationships Between PAC Activity
and Corporate Governance
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book value and market value may largely reflect the
value of its intangible assets, such as intellectual prop-
erty and brands, which vary substantially by industry
and firm size. Coates’s study ignores all these issues.

In addition, Coates’s regressions fail to control ad-
equately for certain features of firms that are politi-
cally active, introducing self-selection bias into his
sample. It is universally recognized in the literature
that firms that lobby and form PACs are different
from those that do not do so. Politically active firms,
as noted earlier, are much larger: the average market
cap of PAC-contributing firms in 2004 was larger than
that of 92 percent of companies listed on the New
York Stock Exchange.” Similarly, firms in industries
that are heavily regulated or that depend on gov-
ernment contracts are more likely to be politically
active. Without controlling for these differences, an
observed correlation between firm performance and
political activity may merely reflect a correlation be-
tween performance and some factor, such as size or
industry, that makes it more likely that the firm will
be politically active. Most rigorous studies in this area
address this issue by using what is called a “two-
stage Heckman selection model.”” Coates neglects to
do so. He does not even include as variables in his
regressions many of the firm- and industry-level char-
acteristics associated with corporate political activity.
This failure to adequately control for self-selection
bias and omitted-variable bias would be sufficient
basis for any study’s rejection by any peer-reviewed
journal. However, it may explain why Coates’s 2010
results so thoroughly contradict the rest of the litera-
ture on the subject.

In his 2012 study, Coates addresses some of the meth-
odological errors and problems from his 2010 study
and accordingly modifies some of his 2010 claims
and conclusions. He acknowledges that “corporate
politics could fit into a good corporate strategy” and
that some corporate political activity is “sharehold-
er-oriented.”® He concedes that the political activi-
ties of regulated industries and industries with large
sales to government—for example, financial services,
telecommunications, and defense—enhance the re-
turns of their shareholders. However, he continues
to argue that much corporate political activity is not

shareholder-oriented and that the net effect of cor-
porate political activity is negative for shareholders
of companies that are neither highly regulated nor
highly dependent on sales to government. His results
do not support those conclusions.

Using a sample covering the S&P 500 from 1998 to
2004, plus 2008 to 2010, Coates finds a positive rela-
tionship between political activity (PAC contributions
and lobbying expenses) and firm value (measured by
industry-adjusted Tobin’s Q) for regulated industries:
high firm value correlates with greater PAC contri-
butions and lobbying expenditures.!® Coates’s defi-
nition of regulated industries encompasses roughly
one-third of GDP and includes alcohol, tobacco, air-
craft, pharmaceuticals, utilities, telecommunications,
transportation, banking, and insurance. For other,
unregulated industries, however, he claims to find a
negative relationship, suggesting that their political
activities harm their shareholders.

These last findings do not hold up to scrutiny. Coates
improves on his 2010 study by controlling for relevant
variables such as firm size and industry. But when he
applies those controls, his correlations largely disap-
pear. The only correlation that remains statistically
significant is a negative relationship between the de-
cision to lobby and firm value for unregulated firms.
Even in that case, the coefficient’s 95 percent confi-
dence interval reaches a value of —0.01, which means
that the actual effect could very well be zero. In lay-
man’s terms, while Coates finds that firms in unregu-
lated industries that lobby have market-to-book ratios
7 percent lower than unregulated firms that do not
lobby, at a 95 percent level of statistical confidence,
the difference in firm value between companies that
lobby and those that do not may be only 1 percent.
In addition, his results showing a positive relationship
between political activity and firm value for firms in
regulated industries are much stronger, when the ap-
propriate control variables are included.

Coates’s 2012 study has other problems as well. Sev-
eral variables could have introduced bias into his
models. There is also a possibility of reverse causa-
tion, which he tacitly acknowledges by noting that
“it seems likely that politics and shareholder value
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influence each other.” For example, firms that already
were performing poorly may turn to political activity
in an effort to increase their value, only to find that
it is not enough, given whatever factors produced
their poor performance. In addition, in contrast to
most of the literature in this area, both Coates stud-
ies consider only the decision to contribute or lobby
while ignoring the level and intensity of the associ-
ated expenditures. This surprising and unexplained
omission from Coates’s models render his remaining
conclusions, at best, highly problematic. In the end,
neither of Coates’s studies establishes that the politi-
cal activities of corporations harm their shareholders.

VII. CONCLUSION

he relationship between political activity and

firm performance or shareholder value is

varied and complex. Case studies show that
companies that make PAC contributions, conduct
lobbying campaigns, and establish political connections
sometimes win and sometimes do not. However, there
are no case studies showing that industries or firms are
worse off than they would have been, had they never
become involved at all.'* Similarly, some multivariate
statistical studies find that such political activities
have significant positive effects on the firms carrying

them out, while other studies find no significant or
discernible impact.'® The Aggarwal et al. study may
suggest that corporate activity directed to 527s and
other unregulated, party-level entities is less likely
to produce positive effects than PAC contributions,
lobbying efforts, and political connections focused on
particular officeholders and policy decisions, although
no other studies confirm this result. Moreover, until the
Aggarwal et al. and Coates studies, there have been
no statistical analyses that claimed to find significant
adverse effects arising from corporate political activity.
We find that the Aggarwal et al. and Coates studies
ultimately fail to establish such adverse effects.

The body of research in this area has established sev-
eral important findings. First, firms employ a variety
of strategies to influence the political process in ways
that may, or should, improve their performance and
benefit their shareholders. Second, corporate spend-
ing decisions on campaign contributions and lobby-
ing efforts are generally made in a rational and stra-
tegic manner. Third, this political spending does not
appear to systematically affect congressional voting,
but it does regularly influence policymaking. Fourth,
corporate political activity appears to have a general-
ly positive effect on firm value, as reflected in excess
market returns. Finally, the precise mechanisms that
produce these positive effects remain unclear.
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