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Role of politics 

Interaction between U.S. politicians and corporations 
highlighted during crisis (Mian and Sufi, 2010; Igan, 
Mishra, and Tressel, 2011). 
 
Evidence suggests that politicians use their power to 
favor connected firms in more corrupt countries 
(Fisman, 2001; Faccio, 2006). 
 
Less is known about role of politics in less corrupt 
countries with a strong legal system, such as the U.S.  
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Lobbying in the U.S. 
Lobbying is a key channel by which U.S. corporations interact 
with policy makers. 
 
Two views on why lobbying adds value 
1. By communicating specialized knowledge to policy makers (Austen-

Smith, 1993, 1994; Grossman and Helpman, 2001) 
2. Popular view is that lobbyists use unethical (even illegal) means to 

influence policy. 
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Questions 

Using data on lobbying by US corporations we ask: 
 

1. Does lobbying create shareholder value? 
 

2. If so, does it create value by communicating information to 
policy makers?  

Or 
 
3.  Does it add value by facilitating unethical arrangements with 

policy makers? 
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Identifying effect of lobbying 

Decision to lobby likely to be endogenous to firm value. 
 
Corrupt lobbying practices are not observable. 
 
Identification strategy is to use events that 

Affect firms’ ability to lobby and/or engage in corrupt 
lobbying. 
Are exogenous to firm value. 
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Lobbyist Jack Abramoff’s Guilty Plea 

On January 3rd, 2006 top lobbyist Jack Abramoff pleaded guilty to 
criminal felony charges for bribing public officials in exchange for 
votes on legislation related to the interests of clients of his 
lobbying firm, among other illegal acts. 
 
Plea was a significant event 

“The biggest public corruption scandal in a generation took down one of 
the best-connected lobbyists in Washington yesterday,” (The Washington 
Post, January 4, 2006). 
As a condition of the plea, Mr. Abramoff gave evidence leading to the 
investigation and/or conviction of 20 Congress and White House officials. 
Plea led to special investigations, indictments, and regulation. 
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Abramoff guilty plea affected political access 
The New York Times quotes the House Speaker Dennis Hastert trying to “do 
something credible to mop up the Abramoff mess,” (“Abramoff effect: Leaping out of 
bed with the lobbyists,” The New York Times, January 16, 2006). 
“…Senators, congressmen, and their aides, now are insisting on paying for their own 
meals (if they're even willing to be seen in public with a lobbyist),” (NBC News, 
January 26, 2006). 

Keyword search for articles on the Abramoff scandal shows spike around plea date. 
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Subsequent law targeted corrupt practices 

Scandal was followed by legislative efforts to limit 
corrupt lobbying practices. 
 
We examine market response to the first bill with floor 
action: The “Lobbying Accountability and Transparency 
Act of 2006.” 

Increased lobbying disclosure and imposed civil and criminal 
penalties for violating rules. 
Targeted quid pro quo arrangements between lobbyists and 
policy makers. 
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Preview of Results 

Lobbying adds value 
Firms that spend more on lobbying lose more value around 
the announcement of the guilty plea. 

 
 Unethical lobbying practices may add value 

Loss in value is greater for firms that are more likely to engage 
in unethical behavior. 
Firms with higher lobbying expenses lose more value around 
the passage of the anti-corruption bill. 
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Literature 
Lobbying 

Chen et al. (2010) and Hill et al. (2011) find positive correlation between 
lobbying and accounting performance, stock market returns. 
De Figueiredo & Silverman (2006), Richter et al. (2008), Yu & Yu (2009) 
consider outcomes of lobbying (educational earmarks, tax rates, fraud 
detection).  

Campaign donations 
Jayachandran (2006), Cooper, et al. (2010), and Claessens et al., (2009) show 
contributions add value. 

Our contribution 
Use an event study that is exogenous to firm characteristics. 
Examine channels by which lobbying may add value. 
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Data 

All firms in S&P 500 during years 2000-2008. 
Lobbying expenditures from the Center for Responsive Politics. 
Connections to Team Abramoff from firms’ lobbying reports. 
SEC actions data from Enforcement and Litigation sections of the SEC. 
Code of Ethics data from EIRIS. 
Corporate Social Responsibility rankings from KLD. 
Green Score data on environmental reputation from Newsweek.  
Political connections from Goldman, Rocholl and So (2009). 

 
Event dates: 

Abramoff’s guilty plea: 3-January-2006 
Introduction of Bill S.2349: 1-March-2006 
Senate Votes Bill S.2349: 29-March-2006 
House Votes Bill S.2349: 23-May-2006 
Paul Magliochetti office raid: November 25, 2008; Firm closure: Mar 31st, 2009 
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Descriptive statistics 

Non-Lobbying 
Firms Mean Standard 

Deviation 
Number of 
Firms 

Assets (in ‘000s) 14,263,340 39,888,634 196 
CSR Concerns 2.08 1.72 194 
Code of Ethics 0.20 0.40 143 
SEC Action 0.05 0.21 196 
Contributions 101,743 257,349 196 

Lobbying Firms Mean Standard 
Deviation 

Number of 
Firms 

Lobbying Expenses 3,857,579 6,772,746 421 
Assets (in ‘000s) 48,729,451 129,452,418 421 
CSR Concerns 3.88 2.66 414 
Code of Ethics 0.35 0.48 367 
Team Abramoff 0.002 0.013 421 
SEC Action  0.22 0.42 421 
Contributions 546,697 892,957 421 
 



The value of (corrupt) lobbing May 2013 Borisov, Goldman, Gupta 

Empirical specification 

 
 

 
Dependent variable 

Market-adjusted 3-day cumulative abnormal returns (CARs). 
CRSP value-weighted index for market. 
Results are robust to 7-day event window and market-model adjustment. 
 

Lobbying measures 
Lobbying Rank (All firms) 

Firms ranked by deciles based on lobbying expenses (10 is the highest; 1 is the 
lowest). 
Non-lobbying firms have a rank of 0. 

Log (Lobbying Expenses) (Lobbying firms sample) 
Total amount of money spent on lobbying during 2003-2005. 
Results are robust if only 2005 expenses are used. 

 

( ) iiii FEIndustrySizeFirmLobbyingCAR εββα ++++=+− 211,1
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Does lobbying add value? Market response to 
Abramoff guilty plea 

Dependent variable: 3-day market-adjusted CARs 

 
One SD increase in lobbying rank → drop in market value of $36.6 million 
One SD increase in lobbying expenses → drop in market value of $49.8 million 
 

Lobbying Rank -0.081*** -0.053* -0.144*** -0.118**   
 (0.001) (0.086) (0.001) (0.022)   Log(Lobbying      -0.242*** -0.194** 
 Expenses)     (0.001) (0.030) 
Log(Assets)  -0.125  -0.096  -0.106 

  (0.159)  (0.422)  (0.385) 
MB Ratio  -0.008  0.018  0.017 

  (0.772)  (0.586)  (0.603) 
Constant -1.994* -0.941 -1.341 -0.565 1.271 1.613 

 (0.069) (0.479) (0.343) (0.742) (0.451) (0.335) 
Industry FE FF49 Yes Yes Yes Yes Yes Yes 
N 617 617 421 421 421 421 
R2 0.391 0.393 0.447 0.449 0.446 0.448 
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Test 1: Do firms more likely to engage in unethical 
practices benefit more from lobbying? 

Firms sued by the SEC for insider trading, bribery, 
accounting fraud. 
Firms with a strong policy against bribery, corruption, etc 
(EIRIS). 
CSR score measuring number of “Concerns” in 
Community Relations, Corp Gov, Diversity, Human Rights, 
Employee Relations, Products, and Environment (KLD) 
“Green Score” - reputation for environmentally friendly 
practices (Newsweek). 

 
 

Does unethical lobbying add value? 
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$100,000 more spent on lobbying by a firm with a SEC action vs. without  → $2m 
greater decrease in value 
 

Test 1: Market response based on SEC enforcement 
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Lobbying Rank 

 
-0.149**    

-0.002 
 

-0.029 
 

-0.109** 

 (0.016)  (0.962) (0.441) (0.026) 
Log(Lobbying Expense)  -0.255**    
  (0.019)    Lobbying Rank × Code of Ethics 0.162**     
 (0.041)     Log(Lobbying Expense) × Code of   0.277**     Ethics  (0.050)     
Lobbying Rank × Concerns    

-0.023**   

   (0.015)   Lobbying Rank × Strengths   0.004   
   (0.680)   Lobbying Rank × Concerns>P75    -0.179***  
    (0.004)  Lobbying Rank × Strengths>P75    0.022  
    (0.720)  Lobbying Rank × Above Median      0.130** 
 Green Score      (0.031) 
 
Code of Ethics 

 
-1.356** 

 
-4.334**    

 (0.016) (0.037)    Concerns   0.121   
   (0.111)   Strengths   0.033   
   (0.660)   Concerns>P75    1.113**  

Test 1: Market response based on Ethics Code and 
CSR 
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 Introduction Senate House 

 (1) (2) (3) (4) (5) (6) 
Lobbying Rank -0.072**  -0.046  -0.012  
 (0.024)  (0.126)  (0.712)  Log(Lobbying   -0.158*  -0.092  -0.045 
 Expenses)  (0.056)  (0.262)  (0.551) 
Log(Assets) 0.023 0.054 -0.123 -0.086 0.183* 0.162 

 (0.832) (0.691) (0.249) (0.506) (0.084) (0.212) 
MB Ratio 0.008 0.006 0.056** 0.059** 0.055** 0.071** 

 (0.776) (0.842) (0.018) (0.038) (0.025) (0.016) 
Industry FE FF49 Yes Yes Yes Yes Yes Yes 
N 615 420 613 420 607 412 
R2 0.330 0.339 0.248 0.299 0.196 0.274 
 

Test 2: Does anti-corruption legislation affect value 
from lobbying? 

Examine CARs around stages of the “Lobbying Accountability and 
Transparency Act of 2006” 

Spending $100,000 more on lobbying associated with decrease in market value of 
$1.02 million when bill is introduced.  
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Market values corrupt lobbying practices 

Lobbying firms that are more likely to engage in unethical 
activities, experience a greater decrease in value around 
Abramoff guilty plea. 

 
Introduction of bill that increased disclosure and penalties for 
illegal quid pro quo arrangements between policy makers and 
lobbyists associated with a decrease in value of lobbying firms. 
 
Does lobbying also add value by informing policy makers? 

If lobbying adds value by facilitating communication between firms and 
policy makers - more opaque firms may benefit more from lobbying. 
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Market response to lobbying firms that are “opaque” 

Examine CARs around Abramoff's guilty plea based on “opaqueness” (Lobbying 
firms sample) 

Log(Lobbying Expenses) -0.239** -0.219** -0.245** 
(0.025) (0.025) (0.023) 

Log(Lobbying Expenses) ×Intangibles/Assets) 0.237 
(0.525) 

Log(Lobbying Expenses) ×(R&D/Total Expenses) 0.208 
   (0.681) 
Log(Lobbying Expenses) × D(Low Transparency) 0.125 
  (0.317) 
Intangibles/Assets - 4.529 

(0.388) 
R&D/Total Expenses 1.437 

(0.849) 
D(Low Transparency) -1.469 

(0.416) 
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Robustness checks 

Control for confounding events 
Firms connected to Abramoff and his close associates affected more. 
Calendar year effects – we look at same date in different years and find no 
effect. 

 
Consider 2nd corruption event. 
 
Use propensity score matched sample to address endogeneity of 
lobbying. 
 
Lobbying is not a proxy for campaign contributions, political 
connections, or partisan preferences. 
 
Lobbying results are robust to controlling for regulated industries and 
industry competition. 
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Firms connected to Team Abramoff 

Lobbying Rank -0.049 -0.048   
(0.115) (0.121) 

Log(Lobbying -0.188** -0.187** 
 Expenses) (0.036) (0.039) 
Team Abramoff -14.917*** -16.151*** 
  (0.001) (0.001) 
Guilty Team   Abramoff -14.797*** -15.830*** 

(0.003) (0.006) 
Log(Assets) -0.129 -0.114 -0.133 -0.119 

(0.146) (0.355) (0.135) (0.334) 
MB Ratio -0.011 0.012 -0.012 0.011 

(0.671) (0.733) (0.650) (0.758) 
Constant -0.901 1.632 -0.866 1.661 

(0.498) (0.329) (0.515) (0.320) 
Industry FE FF49 Yes Yes Yes Yes 
N 617 421 617 421 
R2 0.397 0.455 0.397 0.455 
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Matched sample and scaled lobbying 
Examine CARs using propensity score matching, and Lobbying 
Expenses/Total Expenses 

Lobbying Rank -0.099*     (0.055)    Log(Lobbying   -0.201**    Expenses)  (0.017)    
Lobbying Expenses/    

 
-4.223*** 

 
-4.550*** 

 Total Expenses   (0.001) (0.001) 
Log(Assets)   -0.234*** -0.287*** 

   (0.001) (0.001) 
MB Ratio   -0.007 0.013 

   (0.775) (0.711) 
Constant 0.746** 3.008** 0.982 1.753 

 (0.042) (0.015) (0.301) (0.131) 
Industry FE FF49 No No Yes Yes 
N 421 421 615 420 
R2 0.009 0.013 0.397 0.445 

 



The value of (corrupt) lobbing May 2013 Borisov, Goldman, Gupta 

Lobbying Rank -0.055 -0.114**   -0.054* 
(0.115) (0.041) (0.088) 

Log(Lobbying Expenses) -0.226** -0.187** 
(0.014) (0.042) 

Contributions Rank 0.004 -0.011 
  (0.929) (0.869) 
Log(Contributions) 0.056 

(0.433) 
Republican on Board  -0.296 -0.500** 

(0.118) (0.024) 
Democrat on Board 0.185 0.203 

(0.450) (0.410) 
MB Ratio -0.008 0.018 0.015 -0.112 -0.081 

(0.769) (0.580) (0.664) (0.219) (0.509) 
Log(Assets) -0.128 -0.091 -0.128 -0.007 0.021 

(0.186) (0.482) (0.316) (0.79) (0.536) 
Industry FE FF49 Yes Yes Yes Yes Yes 
N 617 421 421 617 421 
R-square 0.393 0.449 0.449 0.395 0.455 

Campaign contributions and political connections 
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Summary 

Evidence suggests that corporate lobbying is value-enhancing. 
Firms that lobby more experience a significant decrease in value 
around an exogenous shock that limited the access of lobbyists. 

 
Unethical lobbying practices may add value 

Do not observe data on corruption – so we use propensity to engage 
in corrupt activity. 
Firms that are more likely to engage in unethical lobbying benefit 
more from lobbying. 
Regulation aimed at curbing corruption in lobbying reduces the 
value of lobbying firms. 
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Two views of lobbying 

Communicate with policy makers 
(Austen-Smith, 1993, 1994; 
Grossman and Helpman, 2001).  
 
 
 
 
 
 
 
“A 7 year-old firm with tiny Washington 
budget , SecondMarket used a message 
with bipartisan appeal - providing 
capital for small businesses and easing 
regulations.” (Bloomberg, Nov 9. 2011). 
 
 

Exert unethical, and unfair 
influence on policy makers. 
 
 

 
 

 
 
Former lobbyist Paul 
Magliocchetti was sentenced to 
27 months in prison - his clients 
received earmarks totaling $230 
million between 2006 and 2008. 
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Anti-corruption law 
Test 2: Does the market respond to 

the passage of the anti-corruption 
in lobbying bill? 
 
The first post-scandal bill which 

Increased disclosure of lobbying spending. 
Increased penalties for  violating rules. 
Increased oversight of lobbyists. 
Restricted quid pro quo employment for 
policy makers as lobbyists. 
Suspended privately funded travel, gifts. 
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Descriptive statistics 

Non-Lobbying 
Firms Mean Standard 

Deviation 
Number of 
Firms 

Assets (in ‘000s) 14,263,340 39,888,634 196 
CSR Concerns 2.08 1.72 194 
Code of Ethics 0.20 0.40 143 
SEC Action 0.05 0.21 196 
Contributions 101,743 257,349 196 

Lobbying Firms Mean Standard 
Deviation 

Number of 
Firms 

Lobbying Expenses 3,857,579 6,772,746 421 
Assets (in ‘000s) 48,729,451 129,452,418 421 
CSR Concerns 3.88 2.66 414 
Code of Ethics 0.35 0.48 367 
Team Abramoff 0.002 0.013 421 
SEC Action  0.22 0.42 421 
Contributions 546,697 892,957 421 
 

•Test 1: Do firms more likely to engage 
in unethical practices benefit more 
from lobbying? 
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 Nov 25th 2008 Mar 31st 2009 

 (1) (2) (3) (4) 
Lobbying Rank -0.612**   0.005   

 (0.011)  (0.979)  Log(Lobbying   -2.029*  -0.129 
 Expenses)  (0.080)  (0.652) 
Log(Assets) 2.267*** 2.526** -0.055 0.552 

 (0.001) (0.029) (0.924) (0.335) 
MB Ratio -0.158 -0.303* 0.034 0.054 

 (0.149) (0.072) (0.653) (0.584) 
Industry FE FF49 Yes Yes Yes Yes 
N 571 403 568 403 
R2 0.412 0.423 0.113 0.139 

 

Response to another corruption event 

Lobbyist Paul Magliochetti, head of PMA 
group, whose offices were raided by FBI.  
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 2004 2005 2007 
 
Lobbying Rank 

 
0.021  

 
-0.037  

 
0.038  

 (0.609)  (0.123)  (0.306)  Log(Lobbying   -0.031  -0.013  0.009 
 Expenses)  (0.773)  (0.828)  (0.913) 
 
Log(Assets) 

 
-0.102 

 
-0.025 

 
0.530*** 

 
0.553*** 

 
-0.163 

 
-0.058 

 (0.349) (0.868) (0.001) (0.001) (0.122) (0.628) 
MB Ratio -0.077** -0.119*** 0.041* 0.024 -0.025 -0.025 

 (0.047) (0.005) (0.094) (0.466) (0.317) (0.395) 
Constant 0.033 -0.254 -5.013*** -4.783*** 0.575 -1.049 

 (0.975) (0.839) (0.001) (0.002) (0.596) (0.332) 
Industry FE FF49 Yes Yes Yes Yes Yes Yes 
N 600 385 607 391 587 412 
R2 0.292 0.303 0.424 0.494 0.444 0.451 
 

Calendar year effects 
Examine CARs on January 3, 2004, 2005, and 2007. 
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Lobbying Rank -0.055 -0.114**   -0.054* 
(0.115) (0.041) (0.088) 

Log(Lobbying Expenses) -0.226** -0.187** 
(0.014) (0.042) 

Contributions Rank 0.004 -0.011 
  (0.929) (0.869) 
Log(Contributions) 0.056 

(0.433) 
Republican on Board  -0.296 -0.500** 

(0.118) (0.024) 
Democrat on Board 0.185 0.203 

(0.450) (0.410) 
MB Ratio -0.008 0.018 0.015 -0.112 -0.081 

(0.769) (0.580) (0.664) (0.219) (0.509) 
Log(Assets) -0.128 -0.091 -0.128 -0.007 0.021 

(0.186) (0.482) (0.316) (0.79) (0.536) 
Industry FE FF49 Yes Yes Yes Yes Yes 
N 617 421 421 617 421 
R-square 0.393 0.449 0.449 0.395 0.455 

Campaign contributions and political connections 

• Examine CARs around Jack Abramoff's guilty plea based on 
campaign contributions and political connections of boards.  
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Lobbying Rank -0.054* -0.116**  -0.053* -0.119**  
 (0.083) (0.025)  (0.088) (0.022)  Log(Lobbying Expenses)   -0.192**   -0.195** 

   (0.032)   (0.030) 
Regulated Industry -1.611** -1.965** -1.992**    
 (0.041) (0.034) (0.033)    HHI    0.011 -0.086 -0.083 

    (0.921) (0.515) (0.525) 
Log(Assets) -0.128 -0.108 -0.117 -0.125 -0.098 -0.109 

 (0.15) (0.368) (0.342) (0.159) (0.413) (0.376) 
MB Ratio -0.009 0.017 0.016 -0.007 0.015 0.015 

 (0.721) (0.617) (0.634) (0.782) (0.656) (0.671) 
Industry FE FF49 Yes Yes Yes Yes Yes Yes 
N 617 421 421 617 421 421 
R2 0.397 0.456 0.455 0.393 0.449 0.449 
 

Is lobbying a proxy for industry regulation and 
competition? 
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Empirical strategy 

If lobbying adds value, then Jack Abramoff’s guilty plea, which 
exogenously affected the influence of lobbyists, should reduce the 
market value of firms that lobby. 
 
To examine if corrupt lobbying adds value we consider market 
response based on: 

SEC  lawsuits against firms for violating rules such as insider trading, etc. 
Code of Ethics, Corporate Social Responsibility rank, Environmental 
reputation. 
Response to anti-corruption in lobbying law. 

 
To examine if lobbying adds value by informing policy makers we 
consider market response based on measures of  firm level 
opaqueness. 
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Is CSR picking up political affiliation? 

Examine CARs around Abramoff's guilty plea controlling for 
political connections and CSR ranking. 

Lobbying Rank (LR) -0.015 -0.041 -0.041 -0.126*** -0.005 -0.033 -0.033 -0.123*** -0.006

-0.7 -0.237 -0.188 -0.002 -0.901 -0.329 -0.281 -0.002 -0.869

Democrats' Board (Yes = 1) 0.516* 0.534* 0.558* 0.378

-0.084 -0.073 -0.058 -0.261

Republicans' Board (Yes = 1) -0.231 -0.222 -0.258 -0.027

-0.256 -0.272 -0.203 -0.908

Connection Indicator (CI) -0.311**

-0.033

LR × Concerns Score -0.020** -0.021** -0.020**

-0.027 -0.02 -0.025

LR × D(Concerns Above Med) -0.118** -0.117**

-0.024 -0.026

LR × D(Concerns Above P75) -0.201*** -0.198***

-0.001 -0.001

LR × Above Median Green 0.137** 0.141**

-0.021 -0.018

Concerns Score 0.104 0.114 0.111

-0.229 -0.197 -0.204

D(Concerns Above Median) 0.723** 0.732**

-0.024 -0.023

D(Concerns Above P75) 1.269*** 1.286***
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Does lobbying add value by informing policy makers? 

If lobbying adds value by facilitating communication 
between firms and policy makers - more opaque firms 
may benefit more from lobbying. 
 
Measures of “opaqueness” 

Intangible Assets 
Investment in R&D. 
Accounting transparency (Leuz et al., 2003). 
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