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Corporate Lobbying and CEO Pay 
 

 

ABSTRACT   
 
This study examines the agency costs of corporate lobbying by exploring the relation between 
lobbying and excess CEO compensation.  We show that CEOs of firms engaged in lobbying earn 
significantly greater compensation levels compared to CEOs in non-lobbying firms, after 
controlling for standard economic determinants of pay.  The relation between lobbying and CEO 
pay increases with the intensity of firms’ lobbying.  Although lobbying is positively associated 
future sales growth, we find no evidence suggesting it culminates in shareholder wealth creation.  
Additional tests reveal that for a subset of firms with available data, governance attributes 
mediate the relation between lobbying and firms’ decision to lobby.  Lastly, a difference-in-
difference, propensity-score matched analysis suggests significant increases in CEO pay levels 
around firms’ initial lobbying engagements.  Overall, we conclude that corporate lobbying 
introduces agency costs borne by shareholders. 
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Corporate Lobbying and CEO Pay 

1. Introduction 

 This study examines the agency costs of corporate lobbying by exploring the relation 

between lobbying and CEO compensation.  Lobbying is the predominant way in which firms 

engage in the American political system (de Figueiredo and Richter, 2014) and in contrast to 

other corporate political activities (CPA),1 firm resources spent on lobbying do not end up in a 

politician’s campaign coffers or being spent on behalf of a politician.  Instead, lobbying 

expenditures are used to hire and equip lobbyists who, in turn, attempt to persuade elected 

officials and regulators via the provision of politically or policy relevant information to take 

actions consistent with the lobbyist’s goals.   

 Examining the relation between lobbying and CEO pay contributes to a theoretical debate 

regarding whether lobbying is a strategic investment made by firms or an agency cost borne by 

shareholders. As Jensen and Meckling (1976) note, the relationship between managers and 

shareholders fits their definition of an agency relationship because shareholders delegate 

decision-making rights to managers in expectation that managers’ decisions will increase 

shareholders’ wealth. The decision to lobby is made by firm management, and if a firm’s 

lobbying efforts lead to greater shareholder wealth, then lobbying serves shareholders’ interests.  

As Richter, Samphantharak, and Timmons (2009) note, however, not all lobbying behavior is 

observable and thus not all of its results are codified into law.  As a result of changes in 

disclosure due to the Lobbying Disclosure Act of 1995, it is publicly known how much firms 

                                                
1 Lobbying is one category of CPA with the other general category being campaign finance.  Campaign finance 
includes political action committees and outside spending, which are governed by the Tillman Act of 1907, the 
Federal Election Campaign Act of 1971 and the Bipartisan Campaign Finance Reform Act of 2002.  Key points of 
these Acts include the prohibition of direct donations from firms to candidates for federal office and $5,000 limit on 
candidate donations via political action committees.  In contrast, independent spending by firms, which falls under 
campaign finance either directly from corporate treasury or through outside entities, is unconstrained as long as the 
spending is not coordinated with a candidate or political party.  
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spend on lobbying beyond a minimal disclosure threshold of $10,000, but details of firms’ goals, 

strategies, and outcomes are difficult to assess systematically.  This lack of transparency presents 

difficulties for shareholders who seek to monitor and evaluate the actions of managers in the 

political realm.2  As a result, the amounts spent on lobbying and the opacity of lobbying as a 

process suggest that lobbying can be associated with economically significant agency costs that 

arise not only from the costs of lobbying but also from costs introduced by the outcomes it 

produces.  Under the assumption that CEO pay levels not justified by standard economic 

determinants are driven by rent extraction (e.g., Core, Holthausen, and Larcker, 1999), we 

examine the relation between lobbying and excess CEO pay to empirically test the existence of 

such agency costs. 

 We obtain data on domestic U.S.-listed firms’ lobbying activities from the Center for 

Responsive Politics’ OpenSecrets (OpenSecrets.org) lobbying database that is constructed from 

the mandatory lobbying disclosures filed in accordance with the Lobbying Disclosure Act.  

Based on a sample of over 44,000 firm-year observations, we find that 11 percent of sample 

firms lobby in 1999 whereas 23.6 percent of sample firms lobby in 2010.  Moreover, the median 

amount spent on lobbying grew from around $180,000 in 1999 to $300,000 in 2010.  Lobbying 

firms tend to be larger, have richer information environments, grow faster, and have more cash 

holdings relative to firms that do not engage in lobbying.  However, lobbying firms are also less 

profitable, have greater operating volatility, and are more complex relative to non-lobbying 

firms. 

 We find strong evidence for an agency cost interpretation of lobbying:  whether a firm is 

engaged in lobbying and the amount spent on lobbying (i.e., lobbying intensity) are both 

                                                
2 For example, in April of 2013, Walden Asset Management joined with other unnamed shareholders in asking Time 
Warner Cable Inc. to provide more transparency on its lobbying efforts.  Time Warner Cable spent over $15 million 
in 2010 and 2011 on federal lobbying that some argued ran counter to the firm’s stated positions (Daly, 2013). 
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associated with significantly greater total CEO compensation after controlling for standard 

economic determinants of compensation.  On average, we find CEOs in lobbying firms earn over 

ten percent more than their non-lobbying firm counterparts.  Importantly, we find this association 

to be incremental to the previously documented association between political action committee 

(PAC) donations and CEO pay (Aslan and Grinstein, 2012). 

 A positive association between lobbying and CEO compensation after controlling for 

contemporaneously (and lagged) observable economic determinants could be justified by 

increases in future firm operating performance and increases in shareholder wealth.  Consistent 

with this conjecture, we find that lobbying and lobbying intensity are positively associated with 

future sales growth.  However, subsequent tests indicate no significant association between 

lobbying (lobbying intensity) and future earnings or abnormal stock returns, which are more 

direct measures of shareholder wealth creation.  To the degree that compensation is linked to 

sales, firms’ lobbying efforts can “justify” increases in CEO compensation without increasing 

shareholder value. 

 To provide further evidence on the agency cost hypothesis, we also examine how various 

corporate governance attributes mediate the relation between lobbying and compensation for a 

subsample of firms with available governance data. First, we find that lobbying is correlated with 

attributes typically considered to reflect weak governance, which is consistent with the agency 

cost interpretation of lobbying.  Specifically, we find that lobbying is more likely in firms with 

larger and busier boards of directors. Lobbying intensity, on average, is higher in firms with 

busier directors and with insider chairs, but is also positively associated with greater shareholder 

protection as measured by lower values of the Bebchuk, Cohen, and Ferrell (2009) Entrenchment 
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Index. This suggests that governance plays a different role in the decision to lobby versus the 

decision of how much to spend on lobbying. 

 When we investigate the relation between CEO pay and lobbying intensity after controlling 

for these governance attributes, we find that the association between lobbying intensity and CEO 

total pay remains positive and statistically significant.  In contrast, we find the association 

between the engagement in lobbying and CEO compensation is insignificant when we control for 

governance attributes.  Although these findings are based on a subset of the larger sample firms 

with governance data, they suggest that the relation between CEO compensation and lobbying 

incidence can at least partly be explained by rent extraction.  

 Last, we examine changes in CEO compensation around firms’ decision to initiate lobbying 

efforts using a difference-in-difference specification.  Specifically, we identify 642 firms that 

choose to lobby for the first time during our sample period.  Using propensity scores to match 

firms based on a comprehensive set of observable characteristics associated with the likelihood 

of lobbying and prior CEO compensation levels, we find a significant difference in the average 

change in compensation levels for first-time lobbying firms’ CEOs relative to matched control-

firms’ CEOs.  In concert, our findings suggest that lobbying is associated with significant and 

immediate benefits to CEOs that do not accrue to shareholders. 

 Our study makes several contributions.  First, we contribute to the literature focused on the 

consequences of firms’ political engagements (e.g., Fisman, 2001; Johnson and Mitton, 2003; 

Faccio, 2006; Faccio, Masulis, and McConnell, 2006; Claessens, Feijen, and Laeven, 2008;) by 

specifically focusing on corporate lobbying.3  In contrast to engagement in electoral politics via 

                                                
3 Several of these studies focus on the value of personal political connections in emerging markets with weak 
governmental and economic institutions, as well as high levels of corruption. The evidence on the value of personal 
political connections in countries with advanced institutions and low corruption such as the U.S. is very mixed, with 
little research suggesting that they had an effect in the U.S. during our sample period. For example, Fisman, Fisman, 
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PAC donations (e.g., Cooper, Gulen, and Ovtchinnikov, 2010), lobbying is a lightly regulated 

activity, and firms spend approximately ten-times more on lobbying than their associated PACs 

donate to politicians (Milyo, Primo, and Groseclose, 2000).4  Prior research examining the 

economic consequences of firms’ lobbying efforts finds lobbying to be associated with greater 

success in securing bailout assistance (Duchin and Sosyura, 2012), decreased taxes on firms’ 

repatriated earnings (Alexander, Mazza, and Scholz, 2009), lower effective corporate tax rates 

(Richter, Samphantharak, and Timmons, 2009), higher levels of accounting and financial 

performance (Cooper, Gulen, and Ovtchinnikov, 2010; Chen, Parsley, and Yang, 2013; Borisov, 

Goldman, and Gupta, 2013), and higher excess annual returns (Hill, Kelly, Lockhart, and Van 

Ness, 2013), which suggests that lobbying serves shareholders’ interests.  Evidence in recent 

research, however, suggests that lobbying can introduce agency costs and challenges the claim 

that lobbying is value enhancing for shareholders (see e.g., Kim, 2008; Yu and Yu, 2011; Coates, 

2012).  Our evidence suggests that lobbying is not associated with net benefits to shareholders in 

terms of increases in future operating performance or shareholder wealth.  Rather, we find a 

significant positive relation between lobbying and CEO compensation after controlling for 

standard economic determinants of pay.  These findings suggest that the net benefits of lobbying 

accrue to the firm’s top management rather than to its shareholders.5   

                                                                                                                                                       
Galef, Khurana, and Wang (2012) estimate the value of connections to former Vice President Richard Cheney as 
zero around specific events that affected his political and personal well being, and both Querubin and Snyder (2011) 
and Acemoglu, Johnson, Kermani, Kwak, and Mitton (2013) only find positive value for such connections during 
crises (the U.S. Civil War and the 2008 financial crisis, respectively) and, in the latter case, only for financial firms. 
Additionally, our use of lobbying expenditures captures many such personal connections, for as Kostovetsky (2011) 
notes, although lobbying is typically directed at pending legislation, it helps build long-term political relationships 
between firms and politicians. 
4 In addition, publicly disclosed lobbying expenditures allow researchers to examine the consequences of firms’ 
political engagements in the U.S. as opposed to focusing on differences across countries (e.g., Faccio, Masulis, and 
McConnell, 2006) or focusing on specific non-U.S. settings (e.g., Claessens, Feijen, and Laeven, 2008).   
5 Additionally, although some of the prior research suggests that lobbying is related to stronger financial 
performance (Cooper, Gulen, and Ovtchinnikov, 2010; Chen, Parsley, and Yang, 2013; Borisov, Goldman, and 
Gupta, 2013), we come to a different conclusion.  We find lobbying to be positively related to sales growth, an 
outcome that favors shareholders initially, but find no evidence that lobbying culminates in greater net income.  



 6 

 Second, our study extends prior literature that examines the association between politics 

and CEO compensation.  Joskow, Rose, and Wolfram (1996) find that the pay of electric utility 

CEOs is lower in states with climates that are perceived to be anti-business, and DeAngelo and 

DeAngelo (1991) find periods of union negotiation are associated with lower levels of executive 

compensation. Recent work by Aslan and Grinstein (2012) and Werner (2012) suggests firms’ 

political action committee (PAC) donations are positively related to CEO compensation.  Our 

study focuses on firms’ lobbying activities and demonstrates that the relation between lobbying 

and CEO compensation is incremental to the previously documented association between 

political action committee (PAC) donations and CEO pay.  Moreover, our difference-in-

difference analysis indicates that in the year following the commencement of lobbying efforts, 

CEO pay increases significantly.  Thus, our study provides relatively strong evidence that 

political engagement via lobbying is associated with increased levels of CEO compensation. 

 Finally, we contribute to the literature that examines the relation between CEO pay levels 

and firms’ corporate governance characteristics (e.g., Core, Holthausen, and Larcker, 1999, 

Ashbaugh-Skaife, Collins, and LaFond, 2006; Faleye 2007; Armstrong, Ittner, and Larcker, 

2012; Albuquerque, De Franco, and Verdi, 2013).  Prior research suggests that CEOs have 

sufficient power to influence the pay-setting process and are able to extract compensation levels 

in excess of what is justified by economic determinants (e.g., Bebchuk and Fried, 2003).  Our 

evidence suggests that lobbying is one way in which CEOs engage in rent extraction and this 

effect is at least partly explains by firms’ governance characteristics. 

 The rest of the paper proceeds as follows.  Section 2 provides a brief background on 

lobbying, as well as our specific predictions regarding the relation between CEO compensation 

                                                                                                                                                       
Documenting a direct relation between lobbying and sales growth potentially provides a justification for managers to 
continue to invest in lobbying efforts even though they are not ultimately value enhancing. 
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and lobbying.  In section 3, we present the sample selection and research design.  Section 4 

discusses our results, and section 5 concludes the paper. 

2. Hypothesis development 

 Two theories have been offered to explain why firms engage in lobbying. Some scholars 

view political engagement as a strategically motivated investment that benefits firms and 

industries (Snyder, 1990; Grier, Munger, and Roberts, 1994; Kroszner and Stratmann, 1998; 

Stratmann, 1995, 1998). These studies, although developed with regard to campaign 

contributions, imply that firms’ lobbying efforts reflect rational behavior to the point that the 

marginal cost of lobbying equals its marginal benefit.   

 Others argue that firms gain little from lobbying and view lobbying expenditures as a 

manifestation of the principal-agent problem in which managers engage in politics at their 

shareholders’ expense.  For example, Kim (2008) finds that lobbying is associated with weaker 

shareholder rights, and Yu and Yu (2011) show that lobbying is associated with a lower 

probability of detecting fraudulent acts by management. Coates (2012) suggests that lobbying is 

negatively associated with financial performance and positively associated with agency costs via 

the provision of managerial perquisites, and Hadani and Schuler (2012), in an 11-year study of 

the S&P 500, find a negative association between political activity, including lobbying, and firm 

financial and accounting performance.  

 The results of these prior studies suggest that the relation between lobbying and increased 

agency costs could be both direct and indirect.  It is plausible that, at least with regard to the 

decision to commence lobbying, both managers and owners believe that the activity will benefit 

shareholders, and decisions made due to such beliefs would be consistent with the strategic 

investment hypothesis. Similarly, it might be the case that some lobby-related agency costs are 
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considered worth bearing in the anticipation that they will eventually produce long-term financial 

benefits.  

 To test the agency cost explanation for corporate lobbying, we examine “excess” CEO 

compensation, defined as the portion of total CEO compensation that is not explained by 

standard economic determinants of pay (e.g., Core, Guay, and Larcker, 2008).  Core, Holthausen, 

and Larcker (1999) find that excess compensation is associated with proxies for weak 

governance and that greater excess compensation levels are associated with weaker future 

operating and stock price performance.  To the extent that these patterns reflect rent extraction, 

an examination of CEO excess compensation levels can provide relevant insights to test the 

agency cost explanation for corporate lobbying. 6 

 Several mechanisms can lead lobbying to increase CEO compensation either directly or 

indirectly7  but, ultimately, not lead to increases in shareholder value.  First, lobbying helps firms 

shape public policies that affect CEO pay directly or indirectly.  For example, lobbying efforts 

by many firms around the passage of the Dodd-Frank Act focused on fighting enhanced 

disclosure of CEO pay, eliminating non-binding say-on-pay votes, and preventing the recovery 

of performance-based executive compensation through clawback provisions.  Similarly, changes 

in the tax code in 1993 designed to slow the growth in executive compensation backfired as a 

result of provisions included due to lobbying efforts by firms.  Congress’ and the Internal 

Revenue Service’s attempt to constrain pay through Section 162(m) of the Internal Revenue 

                                                
6 The agency cost hypothesis has long historical roots (see, e.g., Winkler, 2004) and recently has become more 
relevant due to the U.S. Supreme Court’s ruling in Citizens United v. Federal Election Commission, which allows 
corporations and unions to make unlimited independent expenditures directly from their treasuries.  Yet, despite its 
potential as an explanation, the agency cost hypothesis has not been thoroughly investigated in an empirical setting.  
In part, this is due to the focus on PAC contributions instead of lobbying expenditures, which is problematic because 
the funding for PAC contributions comes from individuals connected to a firm, not from the firm’s treasury.   
7 Another explanation for a firm’s lobbying efforts is that lobbying is actually a CEO perquisite that leads to 
efficient compensation when firm lobbying is cheaper, due to the presence of corporate tax shields, than what the 
CEO would incur if he had to pay for lobbying out-of-pocket.  See Yermack (2006) for a discussion and evidence on 
the relation between CEO perquisites and shareholder value. 
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Code only focused on limiting the tax deductibility of cash compensation and did not address 

performance-based pay, at least in part due to a successful lobbying campaign.  Ultimately, these 

changes resulted in the composition of pay packages shifting away from cash but overall 

compensation increasing (Hall and Liebman, 2000; Rose and Wolfram, 2002).8  This makes it 

unclear what net benefit, if any, shareholders received from the reform. 

 Lobbying can indirectly increase CEO compensation or CEO wealth through government 

policies that affect firm revenues (e.g., import restrictions), firm expenditures (e.g., minimization 

of airport landing fees), or firm taxation (e.g., reduction of the corporate income tax rate), which 

affect firm earnings.  To the degree that compensation for executives is tied to accounting-based 

measures of performance that delink pay from market fluctuations (Sloan, 1993), benefits from 

lobbying could only accrue to CEOs.  That is, if lobbying increases sales but this increase in 

sales is not reflected in earnings or shareholder value, then only the CEO and not the 

shareholders would benefit from lobbying activity.9   

 Second, to the degree that (1) lobbying is justified as an investment activity – in which the 

payoffs occur in the long-run through the building or maintenance of political capital – and (2) a 

firm believes it is optimal to compensate a manager based upon anticipated future results that 

result from present actions, boards can reward CEOs for lobbying efforts immediately even if 

shareholders see no benefit from this activity in the short or long run.  Such a dynamic is 

                                                
8 In each of the years 2010-2012, 25 of the 100 highest-paid CEOs in the U.S. received total compensation greater 
than their firms paid in federal income taxes (Anderson, Collins, Klinger, and Pizzigati, 2012).  This is not the result 
of poor firm performance but rather appears to be in part the product of tax policies that are influenced by firms’ 
lobbying activities. For example, incentives in the tax code – including deductions for performance-based pay, 
deferred compensation arrangements, and favorable stock option accounting treatments – lead firms to increase or 
account for managerial pay in ways that decrease their overall income tax burden (Rose and Wolfram, 2002). 
9 For example, lobbying is associated with increases in sales through government contracting (Goldman, So, and 
Rocholl, 2012) and earmarks (de Figueiredo and Silverman, 2006), as well as through the introduction of barriers 
against domestic and foreign substitutes (Drope and Hansen, 2004). However, as mentioned earlier, there is 
inconsistent evidence on whether lobbying results in higher net income or increases in shareholder value.  See the 
results section for a discussion of our findings related to lobbying benefits accruing to sales versus shareholder 
value.   
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consistent with the market struggling to appropriately value long-dated assets (Martin, 2012) 

such as political capital, or allowing behavioral biases, in this case with regard to the efficacy of 

lobbying, to influence its interpretations of managerial activity (Schijven and Hitt, 2012).  

 Finally, lobbying’s association with increased CEO pay can have spillover effects that 

further and indirectly increase agency costs.  As a result of the 1993 tax reforms and Dodd-

Frank, firms are required to disclose more information regarding both the absolute and relative 

levels of CEO pay.  This heightened disclosure, in turn, increases the probability that a firm faces 

tougher negotiations with unions and thus higher labor costs (Jensen and Murphy, 1990). 

 In concert, these mechanisms lead us to the following hypotheses (stated in alternative 

form): 

H1a:  A firm’s engagement in lobbying is associated with higher agency costs in the 
form of excess CEO compensation. 

  
H1b: Conditional on the decision to lobby, a firm’s agency costs in the form of excess 

CEO compensation are positively associated with lobbying expenditures. 
 

3. Research design 

3.1. Sample selection 

 We obtain data on domestic U.S.-listed firms’ lobbying activities from the Center for 

Responsive Politics’ OpenSecrets (OpenSecrets.org) database, which collects information from 

mandatory lobbying disclosures filed with the U.S. Senate and executive agencies. We obtain 

data on CEO total compensation from the Capital IQ People Intelligence database, which 

contains executive compensation data from proxy statements of the vast majority of SEC 

registrants.  Although corporate lobbying data are available since 1998, our sample is restricted 

to the period 1999-2010 because Capital IQ coverage of compensation data is limited prior to 
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1999.  These data are merged with firms in the intersection of CRSP and Compustat. Panel A of 

Table 1 describes the sample selection procedure. 

 After eliminating firms not domiciled in the U.S., observations with missing industry 

information, firms not listed on the major exchanges, observations with missing (control) 

variables in Compustat or CRSP, and firms that could not be matched with CEO compensation 

data in Capital IQ, we obtain a sample of 44,608 firm-year observations. Of these, 8,025 (18.0%) 

firm-years have non-zero lobby expenditures as identified by OpenSecrets.org.  

– TABLE 1 ABOUT HERE – 

 Panel B of Table 1 presents descriptive statistics on lobbying activity in our sample.10 

Consistent with the summary descriptive statistics reported by OpenSecrets for all lobbying 

registrants,11 we observe that the frequency of corporate lobbying increases over the sample 

period with 11.0 percent of firms lobbying in 1999 and 23.6 percent of firms lobbying in 2010. 

In addition, conditional on lobbying, the amounts firms spend on lobbying increase over the 

sample period with a median spending of $178,820 in 1999 and a median spending of $300,000 

in 2010.  As Appendix B shows, lobbying firms are larger, have richer information 

environments, grow faster, are less profitable, have more cash, and are more complex than the 

average firm in Compustat.   

3.2. Model estimating the relation between lobbying and CEO pay 

 To test H1a and H1b, we estimate the following equation using OLS regression (firm and 

time subscripts omitted for brevity): 

                                                
10 As Panel B suggests, the number of sample firms declines monotonically after 2002. This is not the result of our 
sample requirements in Panel A. Rather, the decline in number of firms is consistent with the decline in firms listing 
on the U.S. exchanges following the costly provisions in the Sarbanes-Oxley Act of 2002. For the raw sample of 
CRSP/Compustat firm-years, we find the number of firms included declines from 6,827 in 2002 to 5,539 in 2010. 
11 See, OpenSecrets’ summary of its dataset at:  http://www.opensecrets.org/lobby/ 
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TOTALCOMP = a + b*X + Controls + Year and industry effects + e          (1) 

where TOTALCOMP is total CEO compensation; X is the variable of interest, either an indicator 

variable capturing whether or not the firm is active in lobbying during the year (LOBBY) or the 

amount spent on lobbying (AMOUNT) if LOBBY=1; Controls includes firms’ PAC contributions 

and a set of observable economic determinants identified in prior research as being associated 

with total compensation (Smith and Watts, 1992; Murphy, 1999; Core, Holthausen, and Larcker, 

1999; Core, Guay, and Larcker, 2008; Armstrong, Ittner, and Larcker, 2012; Graham, Li, and 

Qiu, 2012; Albuquerque, De Franco, and Verdi, 2013); and Year and industry effects are based 

on Compustat fiscal year notation and the Fama and French 49-industry classification, 

respectively. Because of the panel structure of the data, test statistics are based on robust 

standard errors adjusted for heteroskedasticity and firm-level clustering. 

 As a result of the major changes in compensation disclosure requirements of the SEC 

effective since fiscal 2006, we calculate TOTALCOMP based on Capital IQ data differently for 

the periods 1999-2005 and 2006-2010. Prior to 2006, total compensation is calculated as the sum 

of the annual CEO salary, bonus, other annual compensation, restricted stock awards, stock 

grants, long-term incentive plan payments, all other compensation, and the fair value of stock 

option grants. Because prior to 2006 most firms did not disclose the fair value of stock options 

granted, we first search Execucomp for this variable. For the non-Execucomp firms in our 

sample, we compute the fair value of options granted using the Black-Scholes-Merton model 

based on the total number of options granted found in Capital IQ. As of 2006, total compensation 

is calculated following SEC disclosures as the sum of salary, bonus, restricted stock awards, 

grant date fair value of option awards, change in pension value and nonqualified deferred 
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compensation, non-equity incentive plan compensation, and all other compensation. These 

amounts sum up to what firms disclose as “total compensation” in post-2006 proxy statements.12 

 The set of control variables first includes a variable capturing a firm’s PAC donations 

during the year, given that prior research finds an association between total PAC donations and 

CEO pay and since PAC donations and lobbying are likely correlated.13 Next, we include 

standard economic determinants of CEO pay. Specifically, we control for firm size through total 

sales revenue (SALES), total assets (ASSETS), and an indicator variable for S&P 500 index 

membership (S&P500).14 Firm growth prospects are controlled for using the book-to-market 

ratio, and firm performance is controlled for using current and lagged values of earnings 

performance and abnormal stock returns. Industry and time-related effects of pay are controlled 

for using the industry and year fixed effects. We additionally include controls for risk-premiums 

in pay by including the idiosyncratic return volatility and earnings volatility of the firm, and we 

include four CEO specific variables following Armstrong, Ittner, and Larcker (2012): CEO 

tenure, CEO age, and two variables capturing whether or not the CEO was new and the founder 

of the firm, respectively.  

 Because the decision to lobby is not random, we include the inverse Mills ratio based on 

the determinants probit regression displayed in Panel A of Appendix B when estimating equation 

(1) with X=AMOUNT for the subset of firms for which LOBBY=1. 

                                                
12 The main differences between the pre- and post-2006 calculations are (1) the availability of company-disclosed 
fair values of options granted and (2) the change in pension value and nonqualified deferred compensation 
component.  We include the latter component in our calculation of total compensation post-2006 to be consistent 
with current proxy statement disclosures of total compensation.  Nevertheless, we find the change in pension value 
and nonqualified deferred compensation component to be relatively small compared to overall compensation for 
most CEOs and the inclusion or exclusion of this amount has no effect the inferences drawn throughout the study. 
13 In fact, untabulated tests suggest the Spearman correlations between our PAC donations control variable and 
LOBBY and AMOUNT equal 53.77 and 56.22 percent, respectively. 
14 Core, Guay, and Larcker (2008) and others include total sales revenue and the S&P 500 indicator as measures of 
firm size. Because we find a strong incremental association of total assets as measure of firm size with both total 
CEO compensation as well as lobbying (incidence and amounts spent), we chose to additionally control for the 
firm’s total assets at year end. Our results, however, are not sensitive to this design choice. 
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3.3. Models estimating the relation between lobbying and shareholder wealth creation 

 To further probe the agency cost hypothesis, we examine the association between lobbying 

and various measures of shareholder wealth creation. To the extent that CEO compensation is 

based on unobservable performance measures that are correlated with future firm performance 

(Hayes and Schaefer, 2000) as well as corporate lobbying, finding an association between 

unexplained CEO compensation and corporate lobbying could be explained by efficient 

contacting rather than agency costs. Therefore, we also test the association between lobbying and 

future firm performance: 

FUTUREPERF = a + b*X + Controls + Year and industry effects + e         (2) 

where we measure FUTUREPERF in three ways. First, we examine whether lobbying is 

associated with future sales growth. The link between lobbying and sales growth is potentially 

important, because public policy, whether in the form of government appropriations or market 

regulation, can affect firm revenues and is shaped by lobbying efforts.  

 Second, we examine whether lobbying is associated with increases in future earnings. 

Because of the non-linearity in the relation between current and future earnings, we follow 

Barber and Lyon (1996) and examine abnormal changes in future earnings. We determine 

abnormal changes in future earnings by adjusting a firm’s future (t+1) earnings changes by the 

average future earnings change of firms in the firm’s year t performance-matched portfolio.   

 Finally, to directly assess the relation between corporate lobbying and shareholder wealth 

creation, we examine future abnormal stock returns in two ways. First, we examine one-year 

ahead buy-and-hold abnormal returns as the FUTUREPERF variable. Second, we use calendar-

time portfolio regressions and examine differences in abnormal returns (alpha) between (1) 

lobbying and non-lobbying firms and (2) firms with high versus low amounts of lobby spending. 
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 The set of control variables included in equation (2) varies with the dependent variable 

being investigated. All models control for PAC donations, firm size, book-to-market, and year- 

and industry-fixed effects.  The future sales growth model further controls for lagged sales 

growth and sales volatility; the future earnings change model further controls for lagged earnings 

and earnings volatility; and the future abnormal returns model further includes current abnormal 

returns to control for any momentum effect in returns.  Again, the inverse Mills ratio is included 

in analysis including AMOUNT as the test variable to control for potential sample selection bias. 

3.4. Descriptive statistics 

 Table 2 presents descriptive statistics on the independent variables used in our main 

analyses.  The mean (median) total CEO compensation equals $2,717,227 ($1,108,727), 

suggesting that raw compensation is highly skewed. Therefore, consistent with prior research 

(e.g., Armstrong, Ittner, and Larcker, 2012; Graham, Li, and Qiu, 2012; Albuquerque, De 

Franco, and Verdi, 2013), we use the natural logarithmic transformation of total compensation as 

the dependent variable in our empirical models.   

 The average annual sales growth is 11 percent, while the averages of abnormal earnings 

changes and stock returns center around zero by construction.  The statistics for the lobby 

amount (AMOUNT) and PAC donations variables confirm prior research (Milyo, Primo, and 

Groseclose, 2000), suggesting that the amounts firms spend on lobbying are about ten times as 

large as the amounts that individuals within companies contribute to candidates via PACs.   

– TABLE 2 ABOUT HERE – 

 Descriptive statistics on firm size measures (SALES, ASSETS, S&P500) suggest that our 

sample includes a much broader spectrum of companies than covered in most prior studies 

focusing on executive compensation. Because of our reliance on the Capital IQ database for 
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CEO compensation data instead of the commonly used Execucomp database – available mainly 

for firms in the S&P 1500 – we are able to include a more representative set of SEC registrants, 

including smaller companies.15  Our inclusion of firms beyond those covered by Execucomp is 

important, given that firm size is strongly related to the decision to lobby (see, Appendix B) and 

agency problems are potentially greater in smaller companies.16 

– TABLE 3 ABOUT HERE – 

 The descriptive statistics for the remaining independent variables are consistent with prior 

research.  Finally, Table 3 also presents correlations among the control variables used in our 

analyses, and these correlations appear to be in line with prior research. 

4. Findings 

4.1. Association between lobbying and CEO pay 

 Table 4 presents results of our tests of H1a and H1b. Specifically, we estimate equation (1) 

to test the association between lobbying (incidence and intensity) and total CEO compensation 

after controlling for standard economic determinants of CEO pay.  The first regression focuses 

on the association between lobbying and total compensation, while the second regression focuses 

on the association between lobbying intensity (conditional on the decision to lobby) and total 

compensation. Consistent with our hypotheses, we find positive and statistically significant 

coefficients on the lobby variables.  The coefficient on LOBBY equals 0.114, suggesting that 

total CEO pay is more than 10 percent higher in lobbying firms compared with other firms after 

controlling for other determinants of total compensation. 

                                                
15 Untabulated test statistics suggest that for the 38.2 percent of our sample firm-years that are covered by 
Execucomp, median sales revenue (total assets) equals $1,219 million ($1,681 million), which is several times 
greater than the median sales revenue (total assets) of $222 million ($437 million) for our sample firm-years.   
16 While the unconditional probability of a firm in our sample being active in lobbying equals 18.0 percent, this 
percentage increases to 35.2 percent for our sample firms that are also covered by Execucomp. For the firms in the 
S&P 500, this percentage further increases to 67.9 percent. 



 17 

– TABLE 4 ABOUT HERE – 

 Consistent with Aslan and Grinstein (2012), PAC donations are significantly and positively 

associated with CEO compensation in the first regression.  However, the association turns 

insignificant in the second regression focused on lobbying firms only.  These findings suggest 

that the association between lobbying and CEO pay is incremental to and likely stronger than the 

previously documented association between PAC donations and CEO pay.17 

 Turning to the coefficients on the other control variables in the first regression, we find 

these are generally consistent with prior research.  For instance, total pay is positively associated 

with firm size, growth opportunities (indicated by the negative association with the book-to-

market ratio), and risk.  In addition, while uncorrelated with accounting performance, total pay is 

significantly and positively associated with recent stock returns. Further, the CEO-level variables 

are consistent with Armstrong, Ittner, and Larcker (2012), suggesting that new CEOs and firm-

founding CEOs earn less than their counterparts. In addition, tenure is positively associated with 

pay, while age is not. 

 Overall, the results in Table 4 are consistent with our hypotheses and suggest that corporate 

lobbying is significantly associated with CEO pay after controlling for standard economic 

determinants of pay.  These findings lend credence to the agency cost explanation for corporate 

lobbying, as our results suggest that CEOs in lobbying firms (and firms that spend more on 

lobbying) are able to extract greater excess compensation than their peers.  However, because of 

the possibility that CEO pay is contracted based upon unobservable performance measures that 
                                                
17 We also estimated (untabulated) an alternative specification of our compensation model with the same set of 
independent variables but an alternative dependent variable TOPCOMP, which is an indicator variable set equal to 
one if the CEO is in the top 10 percent of total compensation of all CEOs for the year.  Estimating this alternative 
specification using probit regression, we find the coefficients on LOBBY and AMOUNT to be positive and highly 
significant (t-values of 5.33 and 4.51, respectively).  On the other hand, the coefficient on the PAC variable is 
marginally significant (t-values of 1.83 and 1.74, respectively) and even turns negative in the second estimation.  
Overall, these findings suggest the association between lobbying and CEO pay is not only incremental to but also 
stronger than the association between PAC donations and CEO pay. 



 18 

are correlated with future firm performance (Hayes and Schaefer, 2000) and with corporate 

lobbying, the associations we document above are not necessarily indicative of agency costs.  To 

the extent that corporate lobbying is positively associated with future performance 

improvements, pay levels unexplained by observable performance metrics can alternatively be 

explained by efficient contracting.  Therefore, we now turn to direct tests of the association 

between corporate lobbying and future shareholder wealth creation. 

4.2. Association between lobbying and future shareholder wealth creation 

 Table 5 presents results of estimating equation (2) to test the association between corporate 

lobbying and future sales growth (Panel A) and abnormal earnings changes (Panel B).  These 

tests can be thought of as showing the top- and bottom-line effects of lobbying in firms’ future 

income statements.  

– TABLE 5 ABOUT HERE – 

 Results in Panel A of Table 5 suggest a strong positive association between current 

lobbying activities and future sales growth after controlling for current sales growth and other 

controls.  In contrast, PAC contributions are statically unrelated to future sales growth.  Focusing 

on the bottom-line, however, the results displayed on Panel B of Table 5 indicate that the higher 

sales growth associated with lobbying does not translate into higher future earnings.  In fact, we 

find that conditional on the decision to lobby, the amount spent on lobbying is negatively 

associated with future abnormal earnings changes.     

 Panels C, D and E of Table 5 present results of examining future abnormal returns in 

multivariate regressions as well as calendar-time portfolio tests.  The results for future abnormal 

returns in Table 5 are in line with those for future earnings.  That is, as displayed in Panel A, we 

find, after controlling for other factors associated with future returns, lobbying is not associated 
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with positive future abnormal returns.  Panels D and E, in which we run calendar-time portfolio 

regressions, confirm this result.  The differences in abnormal portfolio returns (alpha) between 

lobby and non-lobby firms (0.000) as well as between firms spending much and firms spending 

little (-0.001) are not significantly different from zero. 

 Combined, these findings suggest that while lobbying appears to have clear benefits in 

terms of higher future sales, these higher future sales do not generate additional shareholder 

wealth, as the bottom-line income statement number does not increase, and lobbying (incidence 

and intensity) is not associated with future abnormal stock returns.  Linking these findings to our 

main result that lobbying is associated with higher CEO pay, we conclude that lobbying is 

associated with significant agency costs that are borne by shareholders and that the gains of 

lobbying flow to managers rather than shareholders.  Further, in comparing the effects of 

lobbying and PAC contributions, we find that the agency costs associated with lobbying are 

greater in magnitude than those associated with campaign contributions.  These results question 

the common belief that shareholders gain from the political process via lobbying.  Instead, they 

suggest that lobbying efforts have little or negative effects on shareholder value and benefit 

executives, in the form of higher pay. 

4.3. Corporate governance  

 In this section, we investigate whether corporate governance has a role in explaining the 

observed relation between lobbying and CEO pay, as corporate governance has been 

documented to be an important determinant of both lobbying (Kim, 2008; Coates, 2012) and 

CEO compensation (Core, Holthausen, and Larcker, 1999; Ashbaugh-Skaife, Collins, and 

LaFond, 2006; Armstrong, Ittner, and Larcker, 2012; Albuquerque, De Franco, and Verdi, 2013).  

If lobbying is not value enhancing for firms but managers can derive personal benefits from 
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lobbying, then managers are more likely to commence lobbying and increase lobbying 

expenditures when they have greater power or discretion over firm resources, i.e., they operate 

under weak governance.  Alternatively, in the presence of an independent chairman or if 

directors are more active in monitoring managers’ actions, we would expect a CEO to be less 

likely to achieve personal gains from lobbying. 

 Several examples of such relations between firm governance and lobbying have been 

documented.  For example, Baloria, Marquardt, and Wiedman (2013) find that firms with weaker 

in-house whistleblowing provisions lobbied against the implementation of stronger provisions 

such as required by Dodd-Frank; Hochberg, Sapienza, and Vissing-Jorgensen (2009) show that 

firms with greater agency problems were more likely to lobby against a strict implementation of 

various provisions of the Sarbanes-Oxley Act; and Correia (2012) documents that firms with 

lower quality accounting make greater political expenditures and increase those expenditures 

during the period of their misreporting.  Specifically with regard to compensation, Lo (2003) 

shows that the firms that lobbied most against increased compensation disclosures in the early 

1990s saw higher abnormal returns around events that indicated that disclosure was likely to 

increase, suggesting that such firms’ lobbying was due to agency problems that would be 

mitigated by increased disclosure of pay practices.   

 Following prior research (e.g., Core, Holthausen, and Larcker, 1999; Armstrong, Ittner, and 

Larcker, 2012; Albuquerque, De Franco, and Verdi, 2013), we generated variables that capture a 

wide range of governance characteristics: board size, fraction of independent directors, presence 

of an outside board chair, CEO-chair duality, the Entrenchment-Index (Bebchuk, Cohen, and 

Ferrell, 2009), total percentage of voting shares held by directors, and an indicator for a dual 
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class share structure with unequal voting rights. Data were obtained from the RiskMetrics 

database.   

– TABLE 6 ABOUT HERE – 

 Because RiskMetrics coverage is limited to the S&P 1500, adding governance data to our 

sample significantly reduces our sample size and changes the composition.  Therefore, we 

examined the types of firms included in the reduced governance sample versus the original full 

sample of firm-years. Untabulated tests suggest that firms in the reduced sample are substantially 

larger, more frequent and intense lobbyers, and relatively more concentrated in regulated and 

highly regulated industries relative to firms in the full sample.  Because of these significant 

differences, we consider our governance analysis as an exploratory extension of our main tests, 

as it is unclear how results presented in this section extend to our broader sample of firms. 

 Panel A of Table 6 presents tests of the association between lobbying and governance 

attributes. We find that the decision to lobby is significantly associated with larger boards as well 

as busier boards. Likewise, busier boards are positively related to firms’ lobbying expenditures.  

Under the view that larger and busier boards are less effective in monitoring senior management, 

these associations suggest the decision to lobby and the amount spent on lobbying is associated 

with weaker governance. However, the amount of lobby spending is also negatively associated 

with the E-index, suggesting that greater lobby spending is associated with less entrenchment 

and, hence, better governance.  To the extent that governance is associated with excess CEO pay 

and firms’ lobbying efforts, we next control for governance attributes in our empirical tests. 

 In Panel B of Table 6, we first replicate our main result for the LOBBY variable on the 

reduced sample.  Consistent with H1a and our earlier finding, we observe a positive and 

statistically significant association between lobbying and CEO pay for the reduced sample.  
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Compared to the full sample results, however, the coefficient is smaller in magnitude, suggesting 

about a 6.5 percent difference in total CEO pay between lobby and non-lobby firms.  Next, when 

we add governance the variables to the model, the coefficient on LOBBY becomes insignificant.  

Seven out of the eight coefficients on the governance variables are significant and generally 

consistent with prior research that suggests that weaker governance is associated with greater 

excess CEO pay.  For instance, the positive coefficients for the fraction of independent directors, 

busy board members, and dual class share structure, as well as the negative coefficient on the 

outside chair indicator are in line with Armstrong, Ittner, and Larcker (2012).  In addition, CEO 

pay is higher in cases where the CEO is board chair and when the entrenchment level is greater 

(Bebchuk, Cohen, and Ferrell, 2009).  In addition, we find boards in which directors have more 

power are associated with lower pay levels. 

 These findings suggest that – at least for the reduced sample of firms covered by 

RiskMetrics – the association between a firm’s decision to lobby and contemporaneous total 

CEO compensation can be partly explained by the firm’s lobby decision being associated with 

weaker corporate governance.  This lends further support in favor of the agency cost explanation 

for corporate lobbying. 

 Turning to lobbying intensity, Panel C of Table 6 displays the results of testing the relation 

between lobbying expenditures and CEO pay controlling for corporate governance.  We continue 

to find a significantly positive association between lobbying expenditures and CEO 

compensation and, in fact, the coefficient and significance level on the AMOUNT variable 

slightly increases after controlling for governance.  Thus, we conclude that the agency cost 

explanation for firms’ lobbying is more descriptive for the decision to engage in lobbying than 

for the amount spent on lobbying. 
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4.4. Difference-in-difference tests: First-time lobbying firms 

 Our main analyses test the associations between lobbying and contemporaneous CEO pay 

levels, which hinders us from drawing causal inferences.  The fact that firms’ lobbying activities 

are highly persistent over time further complicates this matter.18    However, because of the 

mandatory reporting of lobbying activities as a result of the Lobbying Disclosure Act of 1995 

and the availability of lobbying disclosures since 1998, we are able to identify the date for which 

a subset of our sample firms start lobbying for the first time. 

– TABLE 7 ABOUT HERE – 

 We identify 642 firms that commence lobbying at some point during the period 2000-2010.  

We match first-time lobbying firms to firms in the sample that never lobby using a propensity 

score matching design (e.g., Roberts and Whited, 2012).  Specifically, we first estimate the same 

probit regression as reported in Appendix B, but use SWITCH, set equal to one for the 642 firms 

that commenced lobbying in year t and zero for firm-years of firms that have never lobbied 

before year t, as the dependent variable.  In addition, to ensure treatment and control firms have 

equal levels of CEO pay in the year before the firm initiates lobbying, we include in the probit 

model of Appendix B the lagged (natural logarithm) of total CEO compensation as predictor 

variable.  Panel A of Table 7 presents results of estimating the SWITCH regression. 

 Next, we match SWITCH firms to non-lobbying firms (SWITCH=0 firms) that have the 

closest propensity score (estimated using the probit regression in Panel A).  As the covariate 

balance in Panel B of Table 7 suggests, this matching procedure is effective in mitigating 

differences in observable characteristics between the first-time lobby firms and their matched 

counterparts (control firms). None of the differences in means and medians between SWITCH 

                                                
18 The correlation between our dummy indicator for lobbying and its lagged value equals 85.6 percent. 
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and control firms are statistically significant, except for the means of ln(FIRMAGE) and 

ln(SEGMENTS).  

 Turning to the variable of interest, TOTALCOMP, we report the mean levels of (log) 

compensation levels for years t-1 and t+1 in Panel C of Table 7.  Although the mean 

compensation is slightly (but not significantly, see Panel B) lower in year t-1 for the treatment 

versus control firms, we observe a reversal in year t+1 when treatment firm compensation levels 

rise above the compensation levels of control firms.  The change in compensation between the 

treatment and control firms from year t-1 to t+1 (the difference-in-difference) is statistically 

significant.   

– FIGURE 1 ABOUT HERE – 

 Figure 1 graphically depicts the average compensation differences in dollars between the 

treatment and control firms in years t-1 through t+1 around first-time lobbying.  This figure 

clearly shows the apparent effect of firms’ lobbying engagements on CEO pay levels.  Combined 

with the evidence in Table 7, we conclude that CEOs obtain direct and prompt payoffs from their 

firms’ lobbying activities in the form of significant increases in pay levels.  These findings 

further support the agency cost explanation for lobbying and the difference-in-difference test 

provides some additional insights into the potential direction of causality in the link between 

lobbying and CEO pay.  

 Nevertheless, we acknowledge that our matching results should be evaluated in light of the 

ability of our observable firm characteristics to approximate the unobservable determinants of 

corporate lobbying activities.  In this regard, we also acknowledge that our finding of a 

significant increase in CEO pay level around first-time lobbying reflects a local average 
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treatment effect for the SWITCH firms only, i.e., those firms (CEOs) that select into lobbying 

and which likely anticipate net benefits from doing so. 

 
5. Conclusions 
 
 There are various ways in which firms can engage in the political process, which ultimately 

defines the laws and regulations of their operating environment.  Lobbying, which is the practice 

of hiring and equipping lobbyists to persuade elected officials and regulators to take preferred 

actions, is one such method. There is an ongoing debate about whether lobbying has net benefits 

for firm shareholders.  We reexamine this issue and address the debate from an agency cost 

perspective by examining the relation between lobbying and CEO compensation.  

 Under the assumption that CEO pay levels not justified by standard economic determinants 

are driven by rent extraction, we find a significant positive association between total CEO 

compensation and the incidence and magnitude of lobbying expenditures.  In contrast, we find no 

evidence that lobbying or the magnitude of lobbying expenditures is related to enhanced 

shareholder value.  For a subset of firm-year observations with available governance data, we 

find that firms’ decision to lobby is associated with larger and busier boards. After controlling 

for these effects, we find that the positive and significant relation between lobbying incidence 

and total CEO pay disappears for this subset of firms.  Lastly, the results of difference-in-

difference tests suggest that CEO pay increases significantly after firms initiate lobbying efforts.  

Collectively, the results of our study support the notion that lobbying by firms introduces agency 

costs borne by shareholders. 
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Table 1 
Sample selection  
 Panel A describes the sample selection where firm-year observations are merged with corporate lobbying data 
from OpenSecrets.org.  Panel B provides descriptive statistics on the incidence of lobbying and the amount spent by 
year. 
 
Panel A: Sample selection details 
Description Firm-years 
Unique firm-years in Compustat/CRSP with non-zero total assets 1999-2010 78,593 
 - Company not incorporated in USA -10,590 
 - Missing industry information -422 
 - Not listed on NYSE, AMEX, or NASDAQ -612 
 - Missing variables from Compustat or CRSP -14,808 
 - Missing CEO compensation data in Capital IQ  -7,546 
Full sample 44,608 
Firm-years identified with lobbying 8,025 
 
Panel B: Sample descriptives 

Year Firm-years 
Proportion of firms active 

in lobbying 
Median amount  

spent 
1999 3,287 11.0% 178,820 
2000 3,587 11.9% 200,000 
2001 3,863 13.5% 180,000 
2002 4,170 14.7% 180,000 
2003 4,121 16.9% 200,000 
2004 3,987 18.0% 200,000 
2005 3,783 19.8% 200,000 
2006 3,725 20.6% 220,000 
2007 3,629 21.1% 240,000 
2008 3,536 22.1% 285,000 
2009 3,534 23.3% 270,000 
2010 3,386 23.6% 300,000 
Total 44,608 18.0% 220,000 
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Table 2 
Descriptive statistics  
 See Table 1 for sample selection details. All variables are defined as in Appendix A. All continuous variables 
are winsorized at the 1st and 99th percentiles of their distributions. 
 
  n Mean St. dev. Q1 Median Q3 
   TOTALCOMPt 44,608 2,717,227 4,205,153 477,840 1,108,727 2,983,856 
   SALESGRt+1 40,538 0.11 0.33 -0.04 0.07 0.19 
   ΔADJ_EARNt+1 40,538 0.00 0.12 -0.02 0.01 0.04 
   BHARt+1 40,538 0.02 0.55 -0.30 -0.05 0.22 
   LOBBYt 44,608 0.18 0 0 0 0 
   AMOUNTt 8,025 696,944 1,063,063 80,000 220,000 737,235 
   PACt 5,843 70,070 117,457 8,000 26,350 75,400 
   SALESt-1 44,608 1,787 5,092 53 222 990 
   ASSETSt-1 44,608 3,365 10,619 99 437 1,721 
   S&P500t-1 44,608 0.10 0.30 0 0 0 
   BTMt-1 44,608 0.68 0.59 0.30 0.53 0.85 
   EARNt 44,608 -0.02 0.19 -0.02 0.02 0.06 
   EARNt-1 44,608 -0.03 0.21 -0.02 0.02 0.06 
   BHARt 44,608 0.01 0.62 -0.34 -0.07 0.22 
   BHARt-1 44,608 0.02 0.64 -0.34 -0.07 0.22 
   IDVOLt-1 44,608 0.14 0.09 0.08 0.12 0.18 
   EARNVOLt-1 44,608 0.09 0.16 0.01 0.03 0.10 
   TENUREt 44,608 6.59 6.73 1 4 9 
   AGEt 44,608 54.02 8.04 48 54 59 
   NEWCEOt 44,608 0.07 0.25 0 0 0 
   FOUNDERt 44,608 0.11 0.31 0 0 0 
   SALESGRt 44,608 0.12 0.36 -0.04 0.07 0.20 
   SALESVOLt-1 44,608 0.17 0.21 0.04 0.11 0.22 
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Table 3 
Correlations among control variables 
 See Table 1 for sample selection details. All variables are defined as in Appendix A. All continuous variables are winsorized at the 1st and 99th percentiles of 
their distributions.  
 
    1. 2. 3. 4. 5. 6. 7. 8. 9. 10. 11. 12. 13. 14. 15. 16. 17. 

1. PACt   0.58 0.50 0.35 -0.10 0.11 0.10 -0.01 0.00 -0.21 -0.09 -0.04 0.05 0.03 -0.07 -0.02 -0.07 
2. SALESt-1 0.63   0.67 0.52 -0.11 0.11 0.12 -0.01 -0.01 -0.25 -0.13 -0.09 0.04 0.04 -0.11 -0.08 0.03 
3. ASSETSt-1 0.56 0.81   0.42 0.01 -0.03 0.00 -0.03 -0.04 -0.27 -0.19 -0.05 0.06 0.04 -0.10 -0.05 -0.23 
4. S&P500t-1 0.45 0.62 0.56   -0.17 0.20 0.17 0.07 0.04 -0.28 -0.13 -0.08 0.00 0.01 -0.06 0.01 -0.09 
5. BTMt-1 -0.12 -0.11 0.01 -0.18   -0.29 -0.20 0.08 -0.26 0.07 -0.09 -0.01 0.05 0.00 -0.02 -0.15 0.01 
6. EARNt 0.15 0.13 -0.11 0.23 -0.45   0.61 0.16 0.17 -0.21 -0.12 0.04 0.05 -0.05 0.03 0.11 0.01 
7. EARNt-1 0.15 0.16 -0.09 0.21 -0.40 0.73   -0.02 0.14 -0.27 -0.33 0.04 0.08 -0.02 0.00 0.00 -0.03 
8. BHARt 0.06 0.05 0.02 0.11 0.04 0.20 0.03   -0.06 0.07 0.03 0.01 -0.01 -0.03 0.05 0.11 0.04 
9. BHARt-1 0.06 0.05 0.01 0.09 -0.25 0.25 0.19 -0.03   0.16 0.03 0.03 0.00 -0.02 0.04 0.14 0.05 

10. IDVOLt-1 -0.22 -0.31 -0.42 -0.30 0.00 -0.12 -0.18 0.03 0.06   0.45 0.01 -0.12 0.00 0.15 0.09 0.32 
11. EARNVOLt-1 -0.06 -0.12 -0.36 -0.10 -0.20 0.14 0.06 0.00 0.00 0.51   -0.05 -0.16 0.02 0.06 0.02 0.28 
12. TENUREt 0.00 -0.08 -0.05 -0.04 0.00 0.05 0.03 0.03 0.06 0.01 -0.06   0.37 -0.24 0.43 0.06 -0.03 
13. AGEt 0.06 0.04 0.05 0.00 0.08 0.02 0.03 0.00 0.02 -0.10 -0.13 0.34   -0.14 0.11 -0.01 -0.06 
14. NEWCEOt 0.03 0.04 0.04 0.01 0.00 -0.03 0.00 -0.05 -0.03 -0.01 0.02 -0.39 -0.14   -0.06 -0.03 0.00 
15. FOUNDERt -0.07 -0.14 -0.13 -0.06 -0.04 0.04 0.03 0.01 0.01 0.15 0.09 0.28 0.10 -0.06   0.08 0.03 
16. SALESGRt 0.03 -0.09 -0.09 0.03 -0.19 0.26 0.08 0.13 0.16 0.08 0.03 0.12 0.00 -0.03 0.10   0.07 
17. SALESVOLt-1 0.00 0.01 -0.37 -0.07 -0.13 0.21 0.18 0.02 0.02 0.38 0.57 -0.02 -0.07 0.00 0.05 0.08   
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Table 4 
Association between lobbying and CEO total compensation 
 See Table 1 for sample selection details. All variables are defined as in Appendix A. The inverse Mills ratio 
(INVMILLS) is estimated based on Appendix B. All continuous variables are winsorized at the 1st and 99th 
percentiles of their distributions. Industry fixed effects are based on the Fama and French 49-industry classification 
scheme. Test statistics are calculated using standard errors adjusted for heteroskedasticity and clustering by firm. 
***, **, and * denote statistical significance at the 0.01, 0.05, and 0.10 level, respectively. 
 
  OLS regression   OLS regression 
Dependent variable:  ln(TOTALCOMPt)   ln(TOTALCOMPt) 
  Coeff. t-stat     Coeff. t-stat   
Test variable               
   LOBBYt 0.115 5.74 ***         
   ln(AMOUNTt)         0.030 2.41 ** 
Control variables               
   ln(PACt) 0.008 2.74 ***   0.001 0.22   
   ln(SALESt-1) 0.102 9.18 ***   0.040 1.70 * 
   ln(ASSETSt-1) 0.384 33.13 ***   0.292 9.94 *** 
   S&P500t-1 0.065 1.92 *   -0.033 -0.73   
   BTMt-1 -0.259 -24.80 ***   -0.281 -8.30 *** 
   EARNt -0.065 -1.77 *   0.059 0.56   
   EARNt-1 -0.018 -0.62     0.042 0.49   
   BHARt 0.279 37.99 ***   0.275 11.65 *** 
   BHARt-1 0.124 18.10 ***   0.160 7.94 *** 
   ln(IDVOLt-1) 0.134 6.73 ***   -0.016 -0.33   
   ln(EARNVOLt-1) 0.124 13.19 ***   0.032 1.51   
   ln(TENUREt) 0.029 3.89 ***   0.037 2.09 ** 
   ln(AGEt) -0.080 -1.56     0.060 0.46   
   NEWCEOt -0.111 -5.94 ***   -0.050 -1.23   
   FOUNDERt -0.123 -4.03 ***   -0.283 -3.49 *** 
   INVMILLSt         -0.283 -3.62 *** 
Year fixed effects Included     Included   
Industry fixed effects Included     Included   
n 44,608     8,025   
Adjusted R2 0.647     0.576   
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Table 5  
Association between lobbying and shareholder wealth creation 
 The samples of 40,538 and 7,578 firm-years in panels A-C are the subsets of observations in the full and 
lobbying samples, respectively, detailed in Table 1 that have future (t+1) performance data. All variables are defined 
as in Appendix A. The inverse Mills ratio (INVMILLS) is estimated based on Appendix B. All continuous variables 
are winsorized at the 1st and 99th percentiles of their distributions. Industry fixed effects are based on the Fama and 
French 49-industry classification scheme. Test statistics are calculated using standard errors adjusted for 
heteroskedasticity and clustering by firm. ***, **, and * denote statistical significance at the 0.01, 0.05, and 0.10 
level, respectively.  Panels D and E present calendar time portfolio regressions where in January of each year, firms 
are assigned to portfolios based on lobbying incidence (Panel D) or lobbying intensity (Panel E) in the previous 
calendar year. Firms remain in the same portfolio for the remainder of the calendar year and average monthly 
portfolio returns are regressed on the excess market return (MKTRF), small-minus-big (SMB) portfolio return, high-
minus-low (HML) book-to-market portfolio return, and up-minus-down (UMD) portfolio return in calendar month t. 
ALPHA is the regression intercept and captures the monthly portfolio abnormal return. High (Low) AMOUNT 
indicates annual lobbying spending for the company was in the top (bottom) three deciles for the year. 
 
Panel A: Association between lobbying and future sales growth 
  OLS regression   OLS regression 
Dependent variable:  SALESGRt+1   SALESGRt+1 
  Coeff. t-stat     Coeff. t-stat   
Test variable               
   LOBBYt 0.024 4.71 ***         
   ln(AMOUNTt)         0.009 3.08 *** 
Control variables               
   ln(PACt) 0.000 -0.44     0.000 -0.68   
   SALESGRt 0.081 8.39 ***   0.093 3.68 *** 
   ln(SALESVOLt-1) 0.057 5.01 ***   0.048 1.72 * 
   ln(SALESt-1) -0.066 -15.23 ***   -0.063 -7.04 *** 
   ln(ASSETSt-1) 0.044 10.72 ***   0.023 2.71 *** 
   S&P500t-1 0.046 9.10 ***   0.033 3.34 *** 
   BTMt-1 -0.041 -11.85 ***   -0.033 -3.51 *** 
   INVMILLSt         -0.042 -2.17 ** 
Year fixed effects Included     Included   
Industry fixed effects Included     Included   
n 40,538     7,578   
Adjusted R2 0.108     0.132   
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Table 5  – continued 
 
Panel B: Association between lobbying and future abnormal earnings changes 
  OLS regression   OLS regression 
Dependent variable:  ΔADJ_EARNt+1   ΔADJ_EARNt+1 
  Coeff. t-stat     Coeff. t-stat   
Test variable               
   LOBBYt 0.000 -0.19           
   ln(AMOUNTt)         -0.002 -2.14 ** 
Control variables               
   ln(PACt) -0.001 -4.42 ***   0.000 0.20   
   EARNt-1 -0.017 -2.45 **   -0.001 -0.06   
   ln(EARNVOLt-1) -0.008 -8.04 ***   -0.005 -2.12 ** 
   ln(SALESt-1) 0.014 12.04 ***   0.015 5.88 *** 
   ln(ASSETSt-1) -0.009 -7.96 ***   -0.014 -5.84 *** 
   S&P500t-1 0.008 4.68 ***   0.011 3.43 *** 
   BTMt-1 0.007 6.22 ***   0.008 2.69 *** 
   INVMILLSt         -0.004 -0.61   
Year fixed effects Included     Included   
Industry fixed effects Included     Included   
n 40,538     7,578   
Adjusted R2 0.027     0.022   
 
Panel C: Association between lobbying and future buy-and-hold abnormal returns 
  OLS regression   OLS regression 
Dependent variable:  BHARt+1   BHARt+1 
  Coeff. t-stat     Coeff. t-stat   
Test variable               
   LOBBYt -0.004 -0.53           
   ln(AMOUNTt)         -0.004 -0.84   
Control variables               
   ln(PACt) -0.002 -2.17 **   0.000 -0.08   
   BHARt -0.081 -16.22 ***   -0.078 -5.76 *** 
   ln(SALESt-1) 0.049 11.01 ***   0.046 5.01 *** 
   ln(ASSETSt-1) -0.031 -6.77 ***   -0.068 -6.36 *** 
   S&P500t-1 0.047 5.50 ***   0.072 4.69 *** 
   BTMt-1 0.072 10.69 ***   0.113 5.64 *** 
   INVMILLSt         -0.065 -2.18 ** 
Year fixed effects Included     Included   
Industry fixed effects Included     Included   
n 40,538     7,578   
Adjusted R2 0.030     0.044   
 
Panel D: Asset pricing tests – lobbying versus no lobbying 

  LOBBYt=1   LOBBYt=0   Difference 
  Coeff. t-stat     Coeff. t-stat     Coeff. t-stat   
   ALPHAt 0.006 5.34 ***   0.006 4.07 ***   0.000 -0.11   
   MKTRFt 0.975 37.23 ***   0.871 24.73 ***   0.104 3.33 *** 
   SMBt 0.339 9.98 ***   0.777 17.00 ***   -0.438 -10.79 *** 
   HMLt 0.397 11.97 ***   0.254 5.70 ***   0.143 3.61 *** 
   UMDt -0.175 -8.79 ***   -0.219 -8.20 ***   0.044 1.87 * 
n 144     144     144   
Adjusted R2 0.949     0.923     0.549   
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Table 5  – continued 
 
Panel E: Asset pricing tests – Magnitude of lobbying  

  High AMOUNTt   Low AMOUNTt   Difference 
  Coeff. t-stat     Coeff. t-stat     Coeff. t-stat   
   ALPHAt 0.006 5.08 ***   0.007 4.27 ***   -0.001 -0.69   
   MKTRFt 0.974 37.81 ***   0.983 27.63 ***   -0.009 -0.29   
   SMBt -0.010 -0.31     0.587 12.72 ***   -0.598 -14.98 *** 
   HMLt 0.359 11.01 ***   0.432 9.59 ***   -0.073 -1.87 * 
   UMDt -0.114 -5.85 ***   -0.206 -7.63 ***   0.092 3.93 *** 
n 144     144     144   
Adjusted R2 0.940     0.924     0.661   
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Table 6 
Association between lobbying and compensation after controlling for governance 
 This table presents results for a subset of observations that have the necessary governance data. All variables are 
defined as in Appendix A. All continuous variables are winsorized at the 1st and 99th percentiles of their 
distributions. Industry fixed effects are based on the Fama and French 49-industry classification scheme. Test 
statistics are calculated using standard errors adjusted for heteroskedasticity and clustering by firm. ***, **, and * 
denote statistical significance at the 0.01, 0.05, and 0.10 level, respectively. 
 
Panel A: Association between governance characteristics and lobbying 
  Probit regression   OLS regression 

Dependent variable:  LOBBYt   ln(AMOUNTt) 
  Coeff. z-stat     Coeff. t-stat   
   BOARDSIZEt 0.523 4.23 ***   -0.058 -0.36   
   %INDEPt 0.158 0.84     -0.189 -0.78   
   OUTSIDE_CHAIRt 0.033 0.71     -0.103 -1.77 * 
   CEOPOWERt 0.035 0.65     0.105 1.51   
   %BUSY_DIRSt 0.616 4.91 ***   0.317 2.13 ** 
   E_INDEXt 0.032 1.52     -0.115 -4.25 *** 
   TOT_VOTING_POWERt -0.028 -0.14     -0.191 -0.79   
   DUALCLASSt 0.172 1.52     0.115 0.88   
Lobby determinants (Appendix B) Included     Included   
Year fixed effects Included     Included   
n 14,161     5,311   
Pseudo | Adjusted R2 0.300     0.468   
 
Panel B: Association between lobbying and CEO compensation after controlling for governance 
  OLS regression   OLS regression 
Dependent variable:  TOTALCOMPt   TOTALCOMPt 
  Coeff. t-stat     Coeff. t-stat   
Test variable:               
   LOBBYt 0.065 2.43 **   0.035 1.35   
Governance variables:               
   BOARDSIZEt         0.036 0.59   
   %INDEPt         0.330 3.88 *** 
   OUTSIDE_CHAIRt         -0.067 -3.28 *** 
   CEOPOWERt         0.095 4.37 *** 
   %BUSY_DIRSt         0.376 7.34 *** 
   E_INDEXt         0.036 3.89 *** 
   TOT_VOTING_POWERt         -0.390 -3.71 *** 
   DUALCLASSt         0.147 2.84 *** 
Control variables Included     Included   
Year fixed effects Included     Included   
Industry fixed effects Included     Included   
n 14,161     14,161   
Adjusted R2 0.505     0.522   
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Table 6 – continued 
 
Panel C: Association between lobbying intensity and compensation after controlling for governance 
  OLS regression   OLS regression 
Dependent variable:  TOTALCOMPt   TOTALCOMPt 
  Coeff. t-stat     Coeff. t-stat   
Test variable:               
   ln(AMOUNTt) 0.035 2.34 **   0.037 2.67 *** 
Governance variables:               
   BOARDSIZEt         0.189 1.64   
   %INDEPt         0.272 1.87 * 
   OUTSIDE_CHAIRt         -0.069 -2.19 ** 
   CEOPOWERt         0.049 1.36   
   %BUSY_DIRSt         0.345 4.61 *** 
   E_INDEXt         0.042 3.01 *** 
   TOT_VOTING_POWERt         -0.488 -2.57 ** 
   DUALCLASSt         0.006 0.07   
Control variables Included     Included   
Inverse Mills Ratio Included     Included   
Year fixed effects Included     Included   
Industry fixed effects Included     Included   
n 5,311     5,311   
Adjusted R2 0.455     0.474   
 
 
  



 

Table 7  
CEO compensation around first-time lobbying 
 Panel A presents estimates of a probit regression of an indicator variable (SWITCH), set equal to one for first-
time lobbying firms in year t and zero for firms that have never lobbied before and still do not lobby in year t, on 
firm characteristics measured in year t-1. The set of firm characteristics included is similar to that in Appendix B, 
except that TOTALCOMPt-1 is included. Panel B presents the covariate balance between treatment (SWITCH=1) and 
matched control firms (SWITCH=0) after propensity-score matching. We (nearest-neighbor) match treatment firms 
(without replacement) with a control firm that is closest in terms of the estimated propensity score. Panel C presents 
mean differences between matched treatment and control firms for total compensation in years t-1 and t+1. All 
analyses in Table 7 use data over the 2000-2010 period due to the requirement of lagged compensation data. All 
variables are defined as in Appendix A. All continuous variables are winsorized at the 1st and 99th percentiles of their 
distributions. Test statistics are calculated using standard errors adjusted for heteroskedasticity and clustering by 
firm. ***, **, and * denote statistical significance at the 0.01, 0.05, and 0.10 level, respectively. 
 
Panel A: Determinants of first-time lobbying 
  Probit regression 
Dependent variable:  SWITCHt 
  Coeff. z-stat   
   ln(SALESt-1) 0.041 1.86 * 
   ln(ASSETSt-1) 0.054 2.28 ** 
   S&P500t-1 0.418 6.13 *** 
   INDUSLOBt-1 1.255 6.59 *** 
   ln(EVOTESt-1) -0.042 -1.60   
   ln(NUMESTt-1) 0.143 4.63 *** 
   INSTt-1 0.155 2.49 ** 
   ln(FIRMAGEt) 0.013 0.45   
   BTMt-1 -0.061 -1.40   
   LEVERAGEt-1 0.174 1.83 * 
   BHARt-1 0.037 1.33   
   EARNt-1 -0.109 -1.11   
   LOSSPERCt-1 0.121 1.41   
   SALESGRt-1 0.135 3.86 *** 
   CASHRATIOt-1 0.270 2.36 ** 
   IDVOLt-1 0.203 3.38 *** 
   ln(EARNVOLt-1) 0.046 1.52   
   R&Dt-1 0.099 2.15 ** 
   ln(SEGMENTSt-1) 0.161 3.38 *** 
   ln(TOTALCOMPt-1) 0.044 2.02 ** 
Year fixed effects Included   
n 27,596   
SWITCH=1 642 

 Pseudo R2 0.111   
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Table 7 – continued  
 
Panel B: Covariate balance between treatment (SWITCH=1; n=642) and control firms (SWITCH=0; n=642) after 
propensity-score matching 
  Means t-test Medians KS 
  Treatment Control p-value Treatment Control p-value 
ln(SALESt-1) 6.01 6.12 [0.30] 6.28 6.31 [0.40] 
ln(ASSETSt-1) 6.50 6.52 [0.86] 6.58 6.68 [0.67] 
S&P500t-1 0.16 0.14 [0.31] 0.00 0.00 [1.00] 
INDUSLOBt-1 0.19 0.19 [0.69] 0.17 0.18 [0.72] 
ln(EVOTESt) 3.02 3.03 [0.88] 3.04 3.09 [0.91] 
ln(NUMESTt-1) 1.80 1.80 [0.90] 1.95 1.95 [0.80] 
INSTt-1 0.51 0.52 [0.52] 0.54 0.55 [0.80] 
ln(FIRMAGEt) 2.53 2.60 [0.10]* 2.56 2.56 [0.11] 
BTMt-1 0.53 0.54 [0.66] 0.38 0.42 [0.19] 
LEVERAGEt-1 0.23 0.21 [0.25] 0.19 0.16 [0.21] 
BHARt-1 0.14 0.11 [0.43] -0.01 -0.03 [0.96] 
EARNt-1 -0.04 -0.04 [0.88] 0.03 0.03 [0.80] 
LOSSPERCt-1 0.33 0.32 [0.56] 0.20 0.20 [0.99] 
SALESGRt-1 0.27 0.23 [0.22] 0.13 0.11 [0.27] 
CASHRATIOt-1 0.23 0.22 [0.74] 0.14 0.12 [0.76] 
IDVOLt-1 2.71 2.69 [0.49] 2.69 2.63 [0.19] 
EARNVOLt-1 1.88 1.87 [0.86] 1.69 1.70 [0.80] 
R&Dt-1 0.51 0.50 [0.96] 1.00 1.00 [1.00] 
ln(SEGMENTSt-1) 1.05 1.11 [0.02]** 0.69 0.69 [0.11] 
ln(TOTALCOMPt-1) 14.45 14.50 [0.41] 14.40 14.51 [0.36] 
 
 
Panel C: Difference-in-differences in average CEO compensation between treatment (SWITCH=1; n=642) and 
control firms (SWITCH=0; n=642) around first-time lobbying 
  PRE (t-1) POST (t+1) Difference   
Mean ln(TOTALCOMP) treatment group (SWITCH=1) 14.449 14.612 0.164   
Mean ln(TOTALCOMP) control group (SWITCH=0) 14.503 14.537 0.035   
Difference -0.054 0.075 0.129   
    t-stat 2.79 *** 
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Figure 1 
CEO compensation around first-time lobbying 
 Differential CEO compensation is calculated as the difference in average CEO compensation between first-time 
lobbying (treatment) and matched control firms using the propensity-score matching procedure outlined in Table 7.  
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Appendix A 
Variable definitions 
 
Dependent variables:  

TOTALCOMPt Total CEO compensation for the firm-year, obtained from the Capital IQ People 
Intelligence database; prior to 2006 total compensation is calculated as the sum of the 
annual CEO salary (Capital IQ data item "CTYPE1"), bonus ("CTYPE2"), other annual 
compensation ("CTYPE3"), restricted stock awards ("CTYPE4"), stock grants 
("CTYPE5"), long-term incentive plan payments ("CTYPE7"), all other compensation  
("CTYPE8") and the fair value of stock option grants, which is obtained from 
Execucomp if available ("OPTION_AWARDS_BLK_VALUE") and otherwise 
computed using the Black-Scholes-Merton model based on the total number of options 
granted found in Capital IQ ("CTYPE58"); as of 2006, total compensation is calculated 
following SEC disclosures as the sum of salary ("CTYPE1"), bonus ("CTYPE2"), 
restricted stock awards ("CTYPE4"), grant date fair value of option awards 
("CTYPE21"), change in pension value and nonqualified deferred compensation 
("CTYPE22"), non-equity incentive plan compensation ("CTYPE48", "CTYPE53", 
"CTYPE54"),  and all other compensation ("CTYPE8") 

SALESGRt+1 Percentage change in annual sales (Compustat data item "SALE") 

ΔADJ_EARNt+1 Abnormal change in future earnings following Barber and Lyon (1996); for each sample 
year we create decile portfolios based on current income before extraordinary items 
(Compustat data item "IB") scaled by average total assets (Compustat data item "AT"); 
ΔADJ_EARNt+1 is the difference between the earnings change in t+1 and the average t+1 
earnings change for a firm’s performance-matched portfolio 

BHARt+1 Annual (fiscal-year) buy-and-hold abnormal (size-adjusted) returns from CRSP, where 
size adjustments are based on the NYSE/AMEX/NASDAQ size cutoffs (CRSP file 
"ermport1") 

Lobbying variables:  

LOBBYt Indicator variable set equal to one if the firm is active lobbying during the year as 
identified in the Center for Responsive Politics' OpenSecrets database, zero otherwise 

AMOUNTt Dollar amount spent on lobbying during the year 

SWITCHt Indicator variable set equal to one if the firm is identified as first-time lobbying in year t, 
zero if the firm has never lobbied before and still does not lobby in year t 

Control variables:  

PACt Net amount contributed by a firm’s political action committee (PAC) to all candidates for 
federal office during the year, as calculated using data disclosed to the Federal Election 
Commission.  If the firm did not have a PAC, this variable is set to zero. 

SALESt-1 Firm size measured based on total sales (Compustat data item "SALE") 

ASSETSt-1 Firm size measured based on total assets (Compustat data item "AT") 

S&P500t-1 Indicator variable set equal to one if the firm is included in the S&P500, zero otherwise 
(Source: Execucomp) 
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BTMt-1 Book-to-market ratio calculated as book value of equity ("CEQ") divided by the market 
value of equity at year end ("PRCCF"x"CSHO") 

EARNt Income before extraordinary items (Compustat data item "IB") scaled by average total 
assets (Compustat data item "AT") 

IDVOLt-1 Idiosyncratic risk measured using market model residuals based on 60 prior monthly 
returns from CRSP (minimum of 12 available months required) 

EARNVOLt-1 Historical earnings volatility for the previous 5 (minimum 3) years, where earnings is 
income before extraordinary items (Compustat data item "IB") scaled by total assets 
(Compustat data item "AT") 

TENUREt Tenure of the CEO (Source: Capital IQ) 

AGEt Age of the CEO (Source: Capital IQ) 

NEWCEOt Indicator set equal to one if the firm has a new CEO in the current year (Source: Capital 
IQ), zero otherwise 

FOUNDERt Indicator set equal to one if the CEO is identified as the founder of the firm (Source: 
Capital IQ), zero otherwise 

INVMILLSt Inverse Mills ratio based on the probit regression reported in Appendix B 

SALESVOLt-1 Historical volatility of sales for the previous 5 (minimum 3) years, where sales is total 
sales (Compustat data item "SALE") divided by total assets (Compustat data item "AT") 

Governance variables:  

BOARDSIZEt Natural logarithm of the number of directors on the board (Source: RiskMetrics) 

%INDEPt Percentage of board members identified as independent (Source: RiskMetrics) 

OUTSIDE_CHAIRt Indicator variable set equal to one if the chairman of the board is not an officer for the 
firm (Source: RiskMetrics), zero otherwise 

CEOPOWERt Indicator variable set equal to one if the CEO holds the position of chairman of the board 
(Source: RiskMetrics), zero otherwise 

%BUSY_DIRSt Percentage of board members that serve on the board of at least one other public 
company (Source: RiskMetrics) 

E_INDEXt Entrenchment index based on Bebchuk, Cohen, and Ferrell (2009), calculated as the sum 
of six indicator variables capturing whether or not the firm has a classified board, 
supermajority voting schemes, poison pills, golden parachutes, limits to shareholder 
bylaw amendments, and limits to charter amendments (Source: RiskMetrics) 

TOT_VOTING_POWERt Total percentage voting shares owned by board members (Source: RiskMetrics) 

DUALCLASSt Indicator variable set equal to one if the firm has a dual class share structure with unequal 
voting rights, zero otherwise 
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Additional lobbying determinants used in Table 7 and Appendix B: 

INDUSLOBt-1 Percentage of firms in the industry (excluding firm i) that were identified as lobbying in 
year t-1, where industry is defined based on the Fama and French 49-industry 
classification scheme 

ln(EVOTESt-1) Number of electoral college votes in the state in which the firm is headquartered 

ln(NUMESTt-1) Number of analysts forecasting annual earnings from the I/B/E/S summary files 

INSTt-1 Percentage of shares owned by institutional investors based on SEC 13-F filings (Source: 
Thomson Reuters) 

FIRMAGEt Firm age based on historical CRSP coverage 

LEVERAGEt-1 Ratio of long-term debt (Compustat data item "DLTT"+ Compustat data item "DLC") to 
total assets (Compustat data item "AT") 

LOSSPERCt-1 Fraction of the prior five years in which the company reported negative income before 
extraordinary items (Compustat data item "IB") 

CASHRATIOt-1 Ratio of cash (Compustat data item "CHE") to total assets (Compustat data item "AT") 

R&Dt-1 Indicator variable set equal to one if the firm reports nonzero R&D expense (Compustat 
data item "XRD"), zero otherwise 

SEGMENTSt-1 Number of business segments from the Compustat segment files 
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Appendix B 
Determinants of corporate lobbying  
 See Table 1 for sample selection details. All variables are defined as in Appendix A. All continuous variables 
are winsorized at the 1st and 99th percentiles of their distributions. Test statistics are calculated using standard errors 
adjusted for heteroskedasticity and clustering by firm. ***, **, and * denote statistical significance at the 0.01, 0.05, 
and 0.10 level, respectively. 
 
  Probit regression   OLS regression 

Dependent variable:  LOBBYt   ln(AMOUNTt) 
  Coeff. z-stat     Coeff. t-stat   
Firm size               
   ln(SALESt-1) 0.158 7.45 ***   0.142 4.07 *** 
   ln(ASSETSt-1) 0.183 7.87 ***   0.362 9.80 *** 
   S&P500t-1 0.585 8.56 ***   0.483 5.77 *** 
Industry               
   INDUSLOBt-1 2.189 11.44 ***   1.699 6.79 *** 
State level political influence               
   ln(EVOTESt-1) -0.116 -3.85 ***   0.031 0.68   
Firm information environment               
   ln(NUMESTt-1) 0.089 3.27 ***   -0.075 -1.84 * 
   INSTt-1 0.216 3.65 ***   -0.022 -0.25   
   ln(FIRMAGEt) 0.140 5.05 ***   0.051 1.32   
   BTMt-1 -0.210 -5.55 ***   -0.151 -2.33 ** 
   LEVERAGEt-1 0.112 1.24     -0.182 -1.28   
Financial performance               
   BHARt-1 -0.029 -2.04 **   -0.019 -0.80   
   EARNt-1 -0.242 -2.83 ***   -0.359 -2.57 ** 
   LOSSPERCt-1 0.217 2.90 ***   0.015 0.14   
   SALESGRt-1 0.080 3.61 ***   0.053 1.73 * 
   CASHRATIOt-1 0.552 5.20 ***   0.753 4.72 *** 
Operating volatility and complexity             
   ln(IDVOLt-1) 0.184 3.28 ***   0.064 0.76   
   ln(EARNVOLt-1) 0.112 4.48 ***   0.144 3.75 *** 
   R&Dt-1 0.224 4.73 ***   0.241 3.66 *** 
   ln(SEGMENTSt-1) 0.263 5.98 ***   0.091 1.46   
Year fixed effects Included     Included   
n 44,608     8,025   
Pseudo | Adjusted R2 0.328     0.435   
 
 


