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Abstract
Do corporate political contributions actually impact firm value? Existing literature has established a positive correlation between contributions and firm value without fully establishing a causal relation. I use an innovative database of state and federal contributions to exploit changes in state campaign finance laws requiring some firms to decrease political contributions in order to evaluate causation in the previously documented relation. These exogenous shocks provide insight into the causal nature of the correlation. Using the staggered adoption of contribution limit laws across U.S. states, I find that shareholder wealth does not respond to exogenous variation in contributions. I also show that contributions relate more closely to other corporate characteristics than to government transfers. This suggests that the previously documented relation between corporate political contributions and firm value relates to unobserved factors linked to both contributions and value. These findings have important implications for the current discussion of campaign finance reform.
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Chapter 1

Introduction
The academic literature connecting corporations to politics suggests that political relations benefit firms through several mechanisms, including corporations allocating capital to support politicians who influence policymaking, politicians directing firm decisions by serving on corporate boards and government leaders awarding valuable contracts (Faccio 2006; Faccio et al. 2006; Jayachandran 2006; Faccio & Parsley 2009; Goldman et al. 2009; Hill et al. 2013a). As such, political spending and campaign finance is frequently the topic of academic and media articles, usually vilifying the exchange of capital for favorable policymaking through political engagement by corporations and groups with specific interests (Milyo et al. 2000). Campaign finance reform advocates suggest that the return on investment that supporters of political candidates receive is quite generous (Figueiredo & Silverman 2006; Alexander 2009; Duchin & Sosyura 2012; Brown et al. 2013; Hadani & Schuler 2013). With the most robust evidence relating hard money corporate political contributions to shareholder wealth, Cooper et al. (2010) observe that contributions are positively associated with stock returns, generating 3% annually.
 
Despite positive correlations, scholars have yet to establish a causal link between firm value and political contributions. In an effort to identify causality, I develop a comprehensive database of corporate political contributions to both state and federal candidates. The state-level data are critical because campaign finance laws are adopted in different years for each state. I exploit these time-varying state-level campaign finance law changes to determine whether hard money political contributions impact firm value. For many firms, state law changes result in exogenous variation in the dollar amount the firm is legally authorized to contribute to candidate campaigns, which provides a quasi-natural experiment to test the causal nature of the link from contributions to shareholder wealth. Overall, my analysis suggests that firm value does not respond to largely exogenous variation in contributions, indicating that shareholders do not benefit from corporate political contributions and participation in the political process through direct financial relationships with politicians.

I manually collect contribution data from two sources: the National Institute on Money in State Politics and the Federal Election Commission (FEC). After compiling a database of contributors with publicly available financial information, I observe that the largest firms contribute to candidates running for both state and federal offices, while smaller firms select one avenue. Firms contributing to both state and federal candidates allocate nearly 50% of contributions to state candidates, suggesting that state contributions are important to corporate engagement in public policy. Furthermore, the number of firms allocating capital to candidates and the number of years in which firms contribute is greater for state candidates than for federal candidates. This provides evidence that firm decision-makers value state political ties, either because of the type, volume or value of activity state governments serve in corporate decisions. 
 

First, I analyze the relation between corporate political contributions and firm value, beginning with federal contributions, which the literature previously studied. In my sample, I too observe the positive association between federal contributions and valuation similar to Cooper et al. (2010). Then, I extend the results to include my new data on state contributions, showing that the positive association applies to both state and federal contributions. When I simultaneously study the relation between firm value and contributions to state and federal candidates, my results suggest that the positive relation is driven primarily by contributions to state candidates. 

Next, having established that state-level political contributions are correlated with firm value, I focus on testing causality by studying changes in state laws restricting contributions. From 1984 to 2014, eighteen states significantly reduce the level of corporate political contributions allowed, in most cases from unlimited contributions to a thousand dollar limit. In seven more cases, state laws allow unlimited contributions after previously limiting contributions. Following the law changes, firms do not have the same opportunity to influence political candidates with large campaign contributions. Since these law changes govern corporate contributions to candidates running for state offices, I identify firms headquartered in the state where the law changes to determine the firms most impacted, since most contributions go to candidates running for office in the state of the firm’s headquarters.
 Figures I and II compare the decline in contributions made by firms headquartered in states where laws restricting contributions tighten relative to firms in other states. Figure I charts the difference in the percentage change for the groups the two groups, showing that the difference is minimal for each period except for immediately following the passage of contribution limit laws. This suggests that trends in contributions are similar for the two groups until the passage of campaign finance laws, meeting the parallel trends assumption. This also demonstrates that campaign finance reform has important implications for the impacted firms. Likewise, Figure II compares contributions per candidate, indicating that firms impacted by law changes reduce contributions following limit restrictions, while the other group does not. Overall, I find that firms allocate less capital to campaign finance after the lawmakers pass restrictions to contributions, suggesting contribution limit restrictions are binding and provide a quasi-natural experiment with an exogenous shock to contributions as suggested by Stratmann and Aparicio-Castillo (2006).

Given the positive association between firm value and contributions, a decrease in contributions should result in declines in firm value for state contributors, if contributions cause higher firm value. I examine contributor’s firm value before and after campaign finance reform, and the results suggest that state contributors do not suffer declines in value as a result. The positive correlation between firm value and contributions is significantly reduced and does not persist following campaign finance reform. These results indicate that largely exogenous variation in contributions are not significantly related to firm value. My results also hold for firms persistently contributing at higher thresholds prior to law changes, which are most likely to be influenced by the new contribution limits. These results suggest that corporate political contributions provide minimal value to shareholders and could be a waste of resources. As a result, I observe that following contribution limit tightening, contributions continue to decline, indicating that shareholders may observe this relation and provide downward pressure on political contributions. In further scrutiny of my results, I perform subsample analysis on firms that are most likely to see a benefit from the contributions, due to geographic or business segment concentration, and the results persist. My results are similar when focusing on persistent contributors or limiting control samples to other contributors or state contributors that allocate less capital to political contributions. Finally, I limit my sample to law changes impacting all of the jurisdictions governing a firm’s contributions. My results continue to suggest that largely exogenous variation in political contributions does not cause changes to firm value. 

Having ruled out a causal relation between contributions and firm value, I explore alternative explanations. I collect data on government contracts awarded by state and local governments to determine if contributions increase the value firms receive through subsidies. However, I do not find evidence of a relation between contributions and government subsidies. Next, I consider the source of funds contributed to politicians. Since the FEC and state regulators prohibit corporations from directly financing political campaigns with funds from the corporate treasury, political contributions instead come from corporate political action committees (PACs), where corporate executives manage funds donated largely by employees.
 However, the motivations behind and the prevalence of corporate PACs are uncertain, so I study employee incentives to fund PACs. My results suggest that firms have higher PAC contributions when employees are compensated more highly with equity. Since corporate PACs request employee support, this is consistent with PAC donations coming from employees who have stronger incentives to respond favorably to employer requests and support their current employers. 

Overall, my results are not consistent with firm value depending upon political contributions, indicating that valuation differences associated with contributions are not causal. Instead, differences previously associated with political contributions may be attributable to omitted variables or firm characteristics. My study contributes to the literature on corporations in politics by using an innovative database of the most comprehensive state and federal contribution data to exploit staggered exogenous shocks and provide the most direct test of a causal link between political contributions and firm value. The lack of causal evidence suggests that the previously established links between corporate political contributions and firm value are more likely to be endogenous and driven by other factors. These results suggest that corporate political contributions do not contribute to shareholder wealth and also help explain why corporations play a relatively small role in politics compared to individuals, despite large implied investment returns (Ansolabehere et al. 2003; Bonica 2014). My results also suggest that campaign finance reform could benefit certain stakeholders.

I organize the rest of the paper as follows. Section II discusses the background and academic literature regarding campaign finance reform and corporate political contributions. Section III describes the empirical methodology and results before Section IV concludes.
Chapter 2 

Political Contributions Background
While corporations participate in the political process in many ways, I focus on contributions made directly to political campaigns, since this direct access is most likely to develop reputational capital for the contributor and result in additional value for shareholders and the firm. The FEC and state governments restrict campaign finance through extensive procedures politicians must follow, including disclosure of the source and use of funds. Importantly, corporations are prohibited from contributing directly to political campaigns from the corporate treasury. However, corporations are allowed to support candidates with hard money contributions from corporate PACs. 

Campaign Finance Background

Since firms are strictly prohibited from contributing to political candidates directly from the corporate treasury, firms must use PACs to finance political campaigns. Campaign finance is highly regulated and includes strict contribution limits in to allow equal access to participants. While other mechanisms exist to participate in the political process, none allow corporations to directly finance political campaigns, limiting the interaction between the politician and firm. For example, independent expenditure-only committees (i.e., “Super PACs”) cannot contribute to candidate campaigns but instead seek to participate in the political process independently from the campaign. The FEC clearly states, “Independent expenditures represent spending by individuals, groups, political committees, corporations or unions expressly advocating the election or defeat of clearly identified federal candidates. These expenditures may not be made in concert or cooperation with, or at the request or suggestion of, a candidate, the candidate's campaign or a political party.” 
  Further, “Super PACs” were expressly prohibited by the Bipartisan Campaign Reform Act (BCRA) of 2002 until the 2010 ruling by the United States Supreme Court in the case between Citizens United and the FEC.
 Moreover, independent expenditures are most prominent in federal elections, while state and local elections are financed through more concentrated campaign expenditures and include fewer alternative financing channels such as independent expenditure groups (Stratmann & Aparicio-Castillo 2006). Furthermore, prior to 2002, independent expenditures were far more limited. In fact, during 2012, independent expenditures were more substantive than the two decades preceding, reaching $1 billion, while independent expenditures were only $11 million and $34 million, respectively during 1992 and 2000.
 Additionally, independent expenditures are largely funded by individuals rather than corporations (Briffault 2012). Likewise, individuals have the opportunity to contribute both directly to candidate campaigns and to PACs, which in turn contribute to campaigns. By contributing to PACs, individuals are more fully participating in the process through additional eligible channels. 

Corporate Political Action Committees

Corporate PACs are separate segregated funds (SSFs), i.e., PACs connected to and administered by the firm. Corporations can create and facilitate PAC contributions to candidate campaigns, so long as the corporate treasury does not fund any PAC contributions. Corporate leadership and political advisors administer PACs and determine where to allocate capital. PACs rely on stakeholders for funding, namely executives and upper-level management. Corporate treasuries may only provide administrative fees organizing the PAC. Further, corporate PACs cannot incentivize donations but can develop materials illustrating the goals and purpose of the PAC. For example, Microsoft sponsors the Microsoft Political Action Committee (MSPAC), which has a website stating, “Corporate participation in the public policy process is an important and essential means of enhancing shareholder value and is fundamental to free and democratic societies.” While corporate PACs are funded by employees, the contributions are still allocated based upon corporate decisions. In many cases, corporations have committees who evaluate candidate policy and allocate capital accordingly.
 

While the literature on corporations involved in politics is vast, the literature specifically focused on corporate contributions made directly from PACs to candidates is limited. However, since PACs are a corporation’s only direct avenue to finance political campaigns, the literature investigating corporate contributions to candidates does demonstrate several firm benefits. Cooper et al. (2010) document that federal contributors are associated with positive stock performance. They also show that neither noncandidate-specific soft money contributions nor charitable giving drives these results. Additionally, Claessens et al. (2008) study Brazilian firms and find that contributors see more access to financing. Likewise, Perez-Saiz and Semenov (2014) observe that banks allocate capital to legislators who appoint regulators in advance of acquisitions, suggesting that firms contribute to politically powerful legislators in advance of making acquisitions or that government officials allow contributing firms to grow through the acquisition market. Overall, the research on political contributions documents positive outcomes for firms, much like other literatures linking politics to corporate outcomes (Faccio 2006; Faccio et al. 2006; Faccio & Parsley 2009; Ovtchinnikov & Pantaleoni 2012; Yu & Yu 2012; Fang & Prabhat 2013; Hill et al. 2013a; Hill et al. 2013b; Chen et al. 2014).

Campaign Finance Reform

While the evidence associating positive corporate outcomes with larger political contributions demonstrates a correlation, the causality of the relation is still unknown. Though contributions are correlated with shareholder wealth, the literature has yet to disentangle the effect of measures related with both contributions and firm value. While Cooper et al. (2010) account for likelihood of contributing based on firm characteristics, all of the evidence thus far incorporates the effect of the contributions with firm value as well as the endogenous factors correlated with the decision by the firm to allocate that amount of capital to politicians. Using panel data to exploit exogenous variation in contributions following campaign finance reform over time reduces the possibility that omitted variables are correlated with the variables of interest. While federal campaign finance laws governing corporate political activity have changed very little through time with the exception of the BCRA, state campaign finance laws exhibit substantive variation across both states and time. Thus, the changes in state-level restrictions implemented over the past few decades have the potential to offer insight into the effects of campaign finance and allow for a quasi-natural experiment on the importance of corporate involvement in the political process (Stratmann & Aparicio-Castillo 2006). 

In an effort to identify the causal link and underlying mechanism, I utilize the staggered adoption of state laws changing restrictions as an exogenous shock to corporate political contributions in order to test the effect on firm value. From 1984 to 2014, many states implement legislative and judicial actions to change corporate PAC contribution limits, imposing new and additional restrictions on contributions directly from corporate PACs to political candidate campaigns. Eighteen law changes further restrict contributions, while seven more loosen contribution limits. Of these twenty-five law changes, approximately two thirds establish limits to previously unlimited contributions, restricting corporate political contributions and leading to subsequent declines in contributions. These law changes span three decades, with the midpoint taking place in 1996, allowing time for exogenous variation in contributions following the law changes and subsequent changes in firm value. In most cases, the state previously allowed corporate PACs unlimited contributions to political candidates, and the law subsequently reduced the limits to the same levels as individual contributions to candidates.
 Table A.I summarizes changes to contribution limit laws by state.

Corporate Contributions and Restrictions

To take advantage of state campaign finance reform, I employ the most comprehensive database of hard money corporate PAC contributions to political candidates running for government offices at all levels to test the effect on firm value. The FEC provides data for contributions to candidates running for federal offices beginning in 1979, and the first year with state contribution data available is 1975. In order to reduce effects attributable to the cyclical nature of election campaign contributions, I aggregate contribution data over the past five years, consistent with Cooper et al. (2010). Therefore, my sample begins in 1984, when the first full cycle of data are available, and lasts through 2014, when the most recent election cycle ends. In order to exploit the adoption of these state laws and test causality, I develop an innovative database including state political contributions, which are essential to capture the variation in contributions largely free of endogeneity problems. Since firms endogenously decide how much to contribute to campaign finance, restrictions on campaign finance laws implement binding constraints and result in largely exogenous variation in contributions. In order to identify both state and federal contributors, I collect PAC contribution data from two sources: the National Institute on Money in State Politics for state contributions and the FEC for federal contributions. 

One potential concern from the research design that could arise relates to whether the changes in state campaign finance laws present an exogenous source of variation in order to qualify as a experiment. To understand the evolution of law changes, I analyze the determinants of tightening restrictions of campaign finance law changes in Table I by examining the effect of campaign finance on the likelihood of tightening contribution limit restrictions. To study the determinants of campaign finance reform, I develop an ordinal index of law changes where each state begins at zero in 1984. Tightening of restrictions (i.e., decreases in contribution limits) results in an increase of the index (e.g., from zero to one) and relaxing contribution restrictions results in a lower index value (e.g., changing from one to zero).
 I utilize this index throughout my multivariate analysis. In column 1, I relate total contributions made to candidates running for political office in a given state to the probability of a law change in that state. The results show that law changes are more likely in states where campaign finance is more substantive. The positive and significant coefficient on Log (Total Contributions) in column 1 indicates that Law Change, the index that increases when restrictions on corporate political contributions become tighter, positively relates to the dollar volume of contributions in the jurisdiction of the campaign finance reform. This result suggests that law changes are more likely when contributions are higher, which may be the result of a greater need for campaign finance reform in order 
Table I Law Changes and Determinants

In Table I, I tabulate the multivariate analysis of campaign finance law changes for states to analyze the relation to state corporate political contributions and party affiliation. Law Change is an indicator variable equal to one if the state tightened campaign finance laws and zero otherwise. Log (Total Contributions) is the log of the total contributions to campaign finance in the state for each year. Log (Total Candidates) is the log of the total number of candidates raising contributions for campaign financing in the state for each year. Log (Total Donations) is the log of the total number of donations made to candidates for campaign financing in the state for each year. Log (Democratic Contributions) is the log of the contributions made to democratic candidates for the purposes of campaign finance in the state for each year. Log (Democratic Candidates) is the log of the number of democratic candidates raising contributions for campaign financing in the state for each year. Log (Republican Contributions) is the log of the contributions made to republican candidates for the purposes of campaign finance in the state for each year. Log (Republican Candidates) is the log of the number of republican candidates raising contributions for campaign financing in the state for each year. Log (Other Contributions) is the log of the contributions made to third party candidates for the purposes of campaign finance in the state for each year. Log (Other Candidates) is the log of the number of third party candidates raising contributions for campaign financing in the state for each year. All models include year fixed effects. All variable definitions are included in Table A.II. Robust p-values are in parentheses, with standard errors clustered by state. Significance at the 10%, 5%, and 1% levels are indicated as *, **, and ***.

	 
	(1)
	(2)
	(3)
	(4)

	VARIABLES
	Law Change
	Law Change
	Law Change
	Law Change

	 
	 
	 
	 
	 

	Log (Total Contributions)
	0.0183*
	-0.0881
	
	

	
	(0.0509)
	(0.112)
	
	

	Log (Total Candidates)
	
	-0.721*
	
	

	
	
	(0.0601)
	
	

	Log (Total Donations)
	
	0.485**
	
	

	
	
	(0.0291)
	
	

	Log (Democratic Contributions)
	
	
	-0.226***
	-0.258***

	
	
	
	(0.00247)
	(0.00124)

	Log (Republican Contributions)
	
	
	0.128
	0.159

	
	
	
	(0.119)
	(0.113)

	Log (Other Contributions)
	
	
	
	0.0307

	
	
	
	
	(0.349)

	Log (Democratic Candidates)
	
	
	0.554***
	0.637***

	
	
	
	(0.00131)
	(<0.001)

	Log (Republican Candidates)
	
	
	-0.296
	-0.379

	
	
	
	(0.120)
	(0.108)

	Log (Other Candidates)
	
	
	
	-0.0538

	
	
	
	
	(0.484)

	
	
	
	
	

	Observations
	1,550
	1,550
	1,550
	1,550

	Pseudo R-squared
	0.029
	0.075
	0.066
	0.081


to allow for more equitable political elections in those states. Importantly, these results suggest that contributors have minimal discretion over the reform process, indicating the events are likely exogenous. In column 2, I include effects for the number of candidates and unique donations, which shows that more candidates gaining support through campaign financing leads to a lower probability of tighter contribution limits. The results suggest that reform is less likely when more candidates participate, as the elections may be naturally more equitable or more legislators could be incentivized to avoid reform. However, more frequent donations are associated with higher probability of law change, suggesting that the more times contributors donate to candidates, the more likely the state is to restrict corporate political contributions, also suggesting that campaign finance reform is driven by desire for equity among noncontributors rather than the incentives of contributors. Finally, I study the relation between democratic and republic contributions to the probability of law changes. Columns 3 and 4 show that more democratic candidates are associated with higher probabilities of campaign finance reform, while higher democratic contributions are associated with lower probabilities of contribution limit restrictions. When more democratic candidates are involved in campaign, reform is more likely, suggesting that heavy involvement from more liberal politicians results in higher likelihood of reform. On the other hand, the results suggest that campaign finance is more common when the Democratic Party is well funded, since reform tends to be supported by liberal politicians. These results suggest that democratic lawmakers are the driving force in reform, and the makeup of campaign finance among democratic politicians is important in determining whether reform takes place. The results indicate that more democratic candidates receiving contributions is associated with an increase in the likelihood of tighter law changes while larger dollar volumes of contributions has the effect of decreasing the likelihood of the law change. Interestingly, the campaign finance activity of other parties is not a significant predictor of campaign finance reform. These results suggest that the primary factors related to campaign finance reform are the political balance of power within the state government. More importantly, since contributions are positively associated with tighter restrictions on campaign finance, important contributors’ incentives are not important to reform. This indicates that corporations are unlikely to play a role in campaign finance, suggesting the event is unlikely to be endogenous to the firm. Since this relation is largely exogenous to firms, and therefore shareholder wealth, this shock provides a useful and interesting setting to analyze changes in firm value following law changes. The primary source of endogeneity concerns within the political process is the corporate decision to allocate a certain amount of capital to political contributions. Law changes provide an exogenous shock to the level of contributions, which relieves endogeneity concerns and helps separate the effect of deciding to contribute money to a political candidate from the effect of the contribution itself. This exogenous shock provides the most direct identification to date for the effect of contributions on firm value. 
Impact of Campaign Finance Reform on Corporate Political Contributions

Next, I study the effect that campaign finance reform has on corporate political contributions. To link corporate political contributions with campaign finance reform, I first identify law changes affecting the state where the firm is headquartered, which I utilize as my primary analysis, since most contributions go to candidates in the state of the
firm’s headquarters. In subsequent analysis, I also demonstrate that my analysis is similar if I instead identify only the law changes that impact all of the firm’s contributions, as well as any law changes that impact some of the firm’s contributions. To avoid conflicting predictions in these charts and univariate analyses, I limit the analysis to changes in corporate political contributions around restrictions in contribution limits. For the purposes of this analysis, the treatment group will be contributions made by firms governed by changing laws, while the control group will include firms making corporate political contributions that are not impacted by changes in state contribution limits. Figures I and II illustrate this effect using corporate political contributions made by firms headquartered in states where contribution limits are tightened. 

Figure I presents the difference in the percentage change in contributions for two groups: firms in states that tighten contribution limits and firms that keep contribution limits constant. The chart allows for the comparison of all the possible treatment and control firm matches. I first compute the average contributions to each candidate made by firms in states affected by campaign finance reform and perform the same computation for firms in states that are not impacted by campaign finance reform. Then, I compare the percentage change in these contributions in order to determine how similar the trends in political contributions for each group are. By comparing the percentage change in contributions made by firms impacted by law changes to the percentage change in firms that are not impacted, I observe the relation in contribution trends for each group. The chart indicates that the trends for the two groups are similar, with the difference between the percentage change in contributions for the treatment group and the control group being 
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Figure I Change in Contributions around Limit Reductions 
Figure I charts the difference in the percentage change for the firms that are and are not impacted by laws tightening contribution limits within the sample period, 1984 to 2014. 

small, except for the period impacted by law changes. This suggests that any changes outside of campaign finance reform are reflected in both groups and therefore the control group serves as a comparable pair for the treatment, meeting the parallel trends requirement. Furthermore, this analysis indicates that the campaign finance reform has the expected effect of lowering the contributions made by corporations in states with tighter restrictions in the period following the law change. Figure II charts the average contributions per candidate that each firm makes and demonstrates that contributions are similar prior to the law change and follow the same trend afterwards, but firms impacted by the law changes reduce contributions further in the period immediately following the contribution limit restriction. The results also indicate that following exogenous shocks to contributions, firms continue to contribute less, suggesting that downward pressure on contributions may be a result of firm leaders and shareholders better understanding the relation between contributions and firm value. Next, having demonstrated the importance of campaign finance reform on corporate political contributions, I analyze the relation between contributions and firm value before exploiting campaign finance reform in my primary research design.
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Figure II Comparison of State Contributions around Limit Reductions 
Figure II compares the average contributions made to each state candidate by firms that are and are not impacted by laws tightening contribution limits within the sample period, 1984 to 2014.
Chapter 3 

Empirical Results
To my knowledge, I am the first to comprehensively study political contributions made to politicians running for all government offices from firms in the CRSP/Compustat universe using data from the National Institute on Money in State Politics.
 I define state contributors as those making contributions governed by state agencies, including candidates running for both state and local offices, while federal contributors include all contributions governed by and disclosed to the FEC. I manually identify firms with contributing non-individual PAC organizations from each source. I compile a database of state and federal contributions and match it with the CRSP/Compustat universe such that my sample is comprised of two types of firms: those contributing to political candidates and those who do not. Once I merger contribution data with financial and governance information, the final sample of all firms results in 107,545 observations pertaining to 31 years of data for 13,229 unique firms. In order to illustrate the importance of firms contributing to different levels of government, I analyze state and federal contributors both separately and in aggregate. To compare and understand the differences in contributors and noncontributors, I separate noncontributors from contributors and further divide contributors into three mutually exclusive categories: state contributors, state and federal contributors and federal contributors. Approximately, 15% of my observations pertain to state contributors, while 5% of the observations pertain to state and federal contributors. Approximately 10% of the observations pertain to solely federal contributors, and the rest of the sample pertains to firms that do not allocate capital to political candidates. Table II summarizes and compares the groups of firms.

State and Federal Corporate Political Contributors

Comparing the groups reveals that each is distinctly different from the others in various manners. This fact elevates the importance of firm fixed effects in subsequent multivariate analyses. State and federal contributors are the largest, with solely federal contributors being larger than solely state contributors are. Interestingly, state contributors and noncontributors are no different in terms of total assets, providing a better control group for state contributors than for federal contributors. The relation across contributor groups is similar to the one for size (total assets) as for institutional ownership, firm age, leverage and number of business segments. The inverse holds true for return volatility and book-to-market ratio. Importantly, contributors do not have different industry-adjusted levels of firm value, as measured by Tobin’s Q. 

Furthermore, state contributors allocate the most capital to each candidate, providing more political influence for state contributors. State contributors allocate 55% of total contributions to candidates in the state where they are headquartered, meaning that changes to the laws of the state where the firm is headquartered impact most of the firm’s contributions to state candidates. Alternatively, federal contributions do not appear to relate to geography as much as industry or committee, allocating less than one fourth of contributions in the corporation’s headquartered state. As a result, this is the state where the effect of the contributions is most likely to have an effect. State and federal
Table II Summary of Political Contributions 
In Table II, I present summary statistics for the CRSP-Compustat universe of firms from 1984 to 2014, grouped by political contributions. Sample means for each group are presented with the number of unique firms and observation count listed above. Contributions are studied during five year cycles in order to reduce the cyclical nature of the data and remain consistent with the methodology of Cooper et al. (2010). Contributions are scaled by total assets, employees and number of candidates. All variable definitions are included in Table A.II. Differences compare the groups on either side, with the last column comparing state contributors to state & federal contributors. Significance at the 10%, 5% and 1% levels are indicated as *, ** and ***. 

	
	Not Contributors
	State Contributors
	Federal Contributors
	State & Federal Contributors

	
	8,788 Firms
	2,056 Firms
	1,651 Firms
	734 Firms

	
	(N=80,517)
	(N=12,513)
	(N=10,051)
	(N=4,465)

	Political Contributions
	
	
	
	
	
	
	
	

	Contributions
	
	
	  73,859 
	 *** 
	 146,214 
	 *** 
	 458,164 
	 *** 

	Candidates
	
	
	     65 
	 *** 
	    101 
	 *** 
	    359 
	 *** 

	Republican (%)
	
	
	    0.58 
	 *** 
	    0.62 
	
	    0.62 
	 *** 

	Incumbent (%)
	
	
	    0.64 
	 *** 
	    0.77 
	 *** 
	    0.74 
	 *** 

	Home (%)
	
	
	    0.55 
	 *** 
	    0.24 
	 *** 
	    0.36 
	 *** 

	Financial Characteristics
	
	
	
	
	
	
	
	

	Market Value of Equity
	   1,072 
	 *** 
	   3,772 
	 *** 
	   8,985 
	 *** 
	  20,548 
	 *** 

	Leverage
	   0.210 
	 *** 
	   0.267 
	 *** 
	   0.257 
	 *** 
	   0.268 
	 * 

	Book-to-Market Ratio
	    0.77 
	 *** 
	    0.73 
	 *** 
	    0.73 
	 *** 
	    0.72 
	 *** 

	Geographic Segments
	    1.53 
	 *** 
	    1.43 
	 *** 
	    1.84 
	 *** 
	    2.17 
	 *** 

	S&P 500
	    0.06 
	 *** 
	    0.24 
	 *** 
	    0.50 
	 *** 
	    0.60 
	 *** 

	Regulated Industries (%)
	    0.14 
	 *** 
	    0.22 
	 *** 
	    0.15 
	 *** 
	    0.19 
	 * 

	Industry-Adjusted Firm Value
	   0.025 
	
	   0.024 
	
	   0.026
	
	   0.027
	

	Prior Year Abnormal Return
	   0.041 
	 *** 
	   0.098 
	 ** 
	   0.056 
	 * 
	   0.044 
	 *** 

	Post Year Abnormal Return
	   0.034 
	 ** 
	   0.064 
	 * 
	   0.043 
	
	   0.046 
	 * 

	Governance Characteristics
	
	
	
	
	
	
	
	

	Governance Index
	    8.91 
	 ** 
	    9.13 
	 *** 
	    9.88 
	 * 
	    9.87 
	 *** 

	CEO Duality
	    0.54 
	 *** 
	    0.61 
	 *** 
	    0.65 
	 *** 
	    0.69 
	 *** 

	Boardsize
	    8.75 
	 *** 
	    9.99 
	 *** 
	   10.69 
	 *** 
	   11.16 
	 *** 

	Independent (%)
	    0.69 
	 *** 
	    0.69 
	 *** 
	    0.74 
	 *** 
	    0.76 
	 *** 

	Board Ownership
	   0.134 
	
	   0.133 
	 *** 
	   0.102 
	 *** 
	   0.052 
	 *** 

	Insider Ownership
	   0.096 
	 * 
	   0.090 
	 ** 
	   0.079 
	 *** 
	   0.041 
	 *** 

	Institutional Ownership
	   0.437 
	 *** 
	   0.567 
	 *** 
	   0.661 
	 ** 
	   0.681 
	 *** 


 contributors allocate the most capital to contributions, which is not surprising given these firms are the largest. However, the groups do not contribute differently, once contributions are scaled by total assets. In fact, state contributors even allocate the most capital to political contributions per employee. Also, firms contributing to both state and federal candidates allocate nearly half to state candidates, which may be a result of state candidates having a higher unconditional probability of winning elections, given the low number of candidates in state elections. Figure III shows that most state elections have one or two candidates receiving campaign finance contributions, while at least four candidates receive contributions in federal elections. These facts suggest that the firms perceive a higher opportunity to gain access to elected officials at the state level, having previously financed the candidate’s campaign. Overall, the results suggest that state contributors are as politically active in campaign finance as federal contributors and provide a unique setting to examine the influence of corporate contributions. 

In order to understand a firm’s motivation for contributing to a candidate for a particular level of government, I also compare the industry concentration for firms contributing to solely state candidates, both state and federal candidates and solely federal candidates to noncontributors in Figure IV. This comparison suggests that firms governed at the federal level contribute more to federal political candidates, while those governed at the state level allocate more contributions to state candidates. For example, firms in transportation, communication and utilities industries, which are largely governed by federal agencies like the Federal Communications Commission, are more prevalent among federal contributors. On the other hand, professional services firms like those in the 
[image: image3.png]Number of Candidates Running for Office

State Elections Federal Elections

@ml 02 83 m4 BA5+





Figure III Comparison of Election Competition 
Figure III summarizes the percentage of federal and state elections from 1984 to 2014 by the number of candidates running. 
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Figure IV Industry Competition 
Figure IV summarizes industry concentration by type of contributor from 1984 to 2014.
financial services industry are at least as likely to contribute to state candidates, likely due to the fact that much of financial governing has taken place at the state level for most of the sample period. This suggests that federal contributors are more focused on the decision-making by federal candidates that may have political connections at the Federal Communications Commission while state contributors are more concerned with politicians tied to state departments of insurance, banking and financial regulation. This is consistent with firms strategically allocating capital to influence government officials and policymaking through campaign finance. In order to determine the effect of this strategy, I now analyze firm value for the sample as it relates to contributions.
Analysis of Contributors and Firm Value
I begin by analyzing the differences in firms that persistently contribute before and after contribution limits are tightened. Following contribution limit restrictions, I predict largely exogenous declines in contributions by firms located in states where contribution limit laws change. Panel A of Table III presents the results, which show that the firms are largely similar with the exception of contributions made to political candidates, which decline following contribution limit reductions. State contributors contribute less following law changes yet remain largely the same otherwise; I perform a univariate comparison of contributors before and after law changes. These results suggest that state political contributions fall, while firm characteristics remain largely the same. The decline in political contributions for firms affected by law changes is significant, suggesting that the law changes result in lower contributions. This indicates that contributions fall as a result of largely exogenous events that take place in the state of the firm’s headquarters. This 

Table III Political Contributions and Firm Value

In Table III, I tabulate the univariate analysis of Firm Value for firms to analyze the relation to state and federal corporate political contributions around law changes. Panel A compares firm characteristics for the three years before state campaign finance reform tightens contribution limit restrictions to the three years following the reform for persistent state contributors around the state law change. Panels B and C compare high contributors that persistently contribute more than the highest contribution limit to other contributors and noncontributors before and after contribution limit reductions. Firm Value is calculated as the ratio of total assets less book value of equity plus market value of equity from the prior month end to total assets at the prior year end. Industry Adjusted Firm Value is calculated as the ratio of total assets less book value of equity plus market value of equity from the prior month end to total assets at the prior year end less the median ratio for the industry. Industry definitions are based upon two-digit Standard Industrial Classification codes. State Contributions indicates the amount of the firm’s total contributions allocated to candidates running for state offices. Leverage is the ratio of long-term debt to assets at the most recent fiscal year end prior to the election cycle end. Log (Market Capitalization) is the log of the total level of market capitalization of the firm in millions of USD at the most recent fiscal year end prior to the election cycle, using the price at the most recent month ending prior to the fiscal year end. Governance Index is a measure of firm governance based upon provisions the firm holds at the most recent annual meeting date prior to the election cycle end, reported by Gompers et al. (2003), with higher numbers indicating less shareholder-friendly provisions in place or worse overall governance. All variable definitions are included in Table A.II. Differences compare the groups to the right of the column. Significance at the 10%, 5%, and 1% levels are indicated as *, **, and ***.
Panel A: Persistent State Contributors around Law Changes

	 
	677 Persistent Contributing Firms 

	 
	 Pre-Law 
	 Post-Law 

	 
	 (N=2,031) 
	 (N=2,031) 

	State Contributions
	101,696
	84,937***

	Home Contributions
	63,752
	33,347***

	Log (Market Capitalization)
	4.87
	4.84

	Book-to-Market Ratio
	0.71
	0.74

	Leverage
	0.38
	0.43

	Governance Index
	9.1
	9.2


Panel B: Contributor Firm Value Comparison: High and Low Contributors

	
	Firm Value
	Industry Adjusted Firm Value

	
	Full Sample
	Pre-Law
	Post-Law
	Post – 

Pre
	Full Sample
	Pre-
Law
	Post-Law
	Post – 

Pre

	Firms
	1,887 
	677 
	677 
	677 
	1,887 
	677 
	677 
	677 

	Observations
	11,648
	2,031
	2,031
	2,031
	11,648
	2,031
	2,031
	2,031

	High
	1.858
	1.689
	2.000
	0.311**
	0.325
	0.127
	0.460
	0.333

	Low
	1.682
	1.734
	1.847
	0.113
	0.317
	0.329
	0.478
	0.149

	Difference
	0.176***
	(0.045)
	0.152
	0.197
	0.008
	(0.202)***
	(0.019)
	0.184


Table III Political Contributions and Firm Value (Continued)

Panel C: Firm Value Comparison: High and Low or Noncontributors

	
	Firm Value
	Industry Adjusted Firm Value

	
	Full Sample
	Pre-Law
	Post-Law
	Post – 

Pre
	Full Sample
	Pre-
Law
	Post-Law
	Post – 

Pre

	Firms
	10,923 
	4,859 
	4,859 
	4,859 
	10,923 
	4,859 
	4,859 
	4,859 

	Observations
	93,312
	27,123
	27,123
	27,123
	93,312
	27,123
	27,123
	27,123

	High 
	1.858
	1.689
	2.000
	0.311**
	0.325
	0.127
	0.460
	0.333

	Low 
	1.815
	1.713
	2.021
	0.308**
	0.283
	0.081
	0.294
	0.213**

	Difference
	0.043**
	(0.024)
	(0.021)*
	0.003
	0.042***
	0.046***
	0.165
	0.120


provides an ideal setting to test and compare the effects of the law changes and resulting differences in political contributions. 

Next, I analyze the univariate differences between contributors and similar firms. To determine the effect that contributions have on the firm and shareholders, I analyze firm value, measured by Tobin’s Q and industry-adjusted Tobin’s Q. I provide a univariate analysis of firm value for contributors affected by the changes in state laws and two control groups of firms. I identify firms that were persistent contributors, allocating more capital to contributions than even the highest limits allow in any particular jurisdiction, in addition to being higher than the median contribution limits and total contributions that I observe. These firms are the most likely to be constrained by contribution limits and are labeled as high contributors for the purpose of this analysis.
 I compare high contributor firms to those firms allocating relatively less capital to political contributions, which I label low contributors. My data indicate that over 75% of contributors allocate more than contribution limits subsequently allow. This is consistent with the observations of Stratmann and Aparicio-Castillo (2006), whose data indicate that most contributions are made at the contribution limit, which suggests that the newly imposed limits are binding. This explains why Figure V observes such a substantive portion of contributions are made at exactly $250, $500 or $1,000, which are the most common per candidate contribution 
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Figure V Contribution Frequency 
Figure V summarizes the dollar amount of each corporate contribution to political candidates from 1984 to 2014.

limits. They also show that the average limit on total contributions is $3,200. My data show similar results, despite including a more recent, longer period. These results are important because contributions are only expected to decline if these limits do bind. As a result, a comparison between contributing firms impacted by changes in contribution limit laws and other firms not impacted by the laws provides a quasi-natural experiment to observe the causal link between 

For the purposes of univariate analysis, I employ an indicator variable equal to one after restrictions are tightened and zero otherwise when developing treatment and control groups. If firm value relates positively to contributions that are now restricted, then firm value should respond by declining with contributions. Even if candidates recognize that corporations cannot contribute as much, political candidates still rely upon campaign financing and must allocate more attention to alternative sources. If corporations are not previously benefiting from by contributions, then firm value should not decline following the law change, since contributions are not causal. 

Since most contributors are constrained by newly introduced contribution limits, I first include only low contributors as a control (Panel B) but then also include firms that do not contribute to political candidates at all in order to provide a control sample that is more representative of the broader CRSP/Compustat universe (Panel C). Both Panels B and C of Table III show that firm value is different for high and low contributors over the full sample, suggesting that firm value is significantly different for these groups of firms. High contributors having higher firm value is consistent with contributions being positively correlated with firm value. However, I also provide a comparison around law changes in order to more directly exploit exogenous law changes. The results show that firm value is not significantly greater for the three years prior to the law changes, which provides a useful setting to analyze and compare the changes following exogenous variation in contributions. While this is not true on an industry-adjusted basis, the direction of the difference depends upon whether noncontributors are included in the analysis, as the signs differ in each case, so the results do not suggest that the groups are significantly different overall. 

The results also show that some of the groups of firms exhibit higher value after the law change, but the differences between the treatment and control groups are not significantly different for any of the analyses. Each of the difference-in-differences are positive (insignificantly), which would be consistent with shareholders benefiting from the constraints, if anything. If shareholders of high contributors were worse after restricting contributions, then this difference-in-differences analysis would result in significantly negative differences. Since the law changes are associated with declines in contributions, any positive effect that contributors see from contributing should not exist after the law change, if contributions lead to higher firm value. Thus, firm value would be expected to drop more for high contributors than the low contributor and noncontributor counterparts. These results suggest that firms do not decline in value following law changes that require lower levels of contributions. This analysis provides evidence that law changes to state contribution limits do not impact firm value for contributors, relative to a set of control firms. This also alleviates concerns that firms contributing to state candidates less than the limits allow benefits from the law changes, which may be expected if contributions are still positively related to firm value following the law changes. This also alleviates concerns regarding alternative sources of political soft money spending, as that would allow high contributors to potentially benefit even more, which is not what the data suggest. However, since alternative indirect channels do not allow the opportunity to build reputational capital, these mechanisms do not appear to influence the results. More importantly, alternative channels began to emerge in federal elections during the 1990s but play a limited role in state elections (Stratmann & Aparicio-Castillo 2006). Overall, these results suggest that contributing firms are not harmed by limitations on political contributions.
State and Federal Contributions

Next, I analyze the relation between firm value and contributions in a multivariate setting and allow for variation within the amount of contributions. If firms benefit from contributions made to political candidates, then I should observe a positive relation between contributions and firm value. I first test the relation between firm value and both state and federal contributions, separately. In column 1 of Table IV, I regress Firm Value on Log (State Contributions) and firm specific control variables for the size of the firm, the industry regulation, capital structure, profitability, intangible assets and research and development expenses, in addition to firm and year fixed effects. I follow Cooper et al. (2010), who use a log transformation of the political indices that they measure. I also utilize the log of my contributions measures. The results indicate that state contributions positively relate to firm value for the following period. In order to show that this result is not limited to my sample and is similar to the positive relation between firm value and federal contributions, I test the relation between Firm Value and Log (FEC 
Table IV State and Federal Contributions 

In Table IV, I tabulate the multivariate analysis of Firm Value for firms to analyze the relation to federal corporate political contributions. Firm Value is calculated as the ratio of total assets less book value of equity plus market value of equity from the prior month end to total assets at the prior year end. Log (State Contributions) is the log of the contributions to state political candidates during the election cycle. Log (FEC Contributions) is the log of the sum of contributions to federal political candidates during the election cycle. Log (State Contributions) * FEC is the interaction of log of the contributions to state political candidates during the election cycle with a indicator variable equal to one for federal contributors and zero otherwise, such that the value is equal to the log of state contributions for federal contributors and zero otherwise. Return-on-Assets is the ratio of net income to total assets at the most recent fiscal year end prior to the election cycle end. Log (Total Assets) is the total level of assets of the firm in millions of USD at the most recent fiscal year end prior to the election cycle. Intangible Assets is the level of intangible assets scaled by total assets of the firm at the most recent fiscal year end prior to the election cycle. R&D Expenses is the total level of research and development expenses scaled by the total level of sales for the firm at the most recent fiscal year end prior to the election cycle. Regulated Industry is an indicator equal to one if a firm operates in the financial services industry (one-digit SIC code 6) or in the utilities industry (two-digit SIC code 49) and zero otherwise. Leverage is the ratio of long-term debt to assets at the most recent fiscal year end prior to the election cycle end. Industry definitions are based upon two-digit Standard Industrial Classification codes. All models include firm and year fixed effects. All variable definitions are included in Table A.II. Robust p-values are in parentheses, with standard errors clustered by firm. Significance at the 10%, 5%, and 1% levels are indicated as *, **, and ***.

	 
	(1)
	(2)
	(3)
	(4)

	VARIABLES
	Firm Valuet+1
	Firm Valuet+1
	Firm Valuet+1
	Firm Valuet+1

	 
	 
	 
	 
	 

	Log (State Contributions)
	0.0542***
	
	0.0516***
	

	
	(<0.001)
	
	(<0.001)
	

	Log (FEC Contributions)
	
	0.0287***
	0.0162*
	0.00947

	
	
	(0.00320)
	(0.0753)
	(0.297)

	Log (State Contributions) * FEC
	
	
	
	0.0527***

	
	
	
	
	(<0.001)

	Log (Total Assets)
	-0.585***
	-0.567***
	-0.589***
	-0.579***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Regulated Industry
	0.333***
	0.339***
	0.335***
	0.339***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Leverage
	1.284***
	1.278***
	1.286***
	1.282***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Return-on-Assets
	7.938***
	7.938***
	7.938***
	7.938***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Intangible Assets
	0.00747
	0.0200
	0.00382
	-0.000862

	
	(0.974)
	(0.931)
	(0.987)
	(0.997)

	R&D
	0.00298**
	0.00298**
	0.00298**
	0.00298**

	
	(0.0348)
	(0.0349)
	(0.0347)
	(0.0348)

	Constant
	4.878***
	4.778***
	4.888***
	4.849***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	
	
	
	
	

	
	
	
	
	

	Observations
	107,545
	107,545
	107,545
	107,545

	R-squared
	0.493
	0.493
	0.493
	0.493


Contributions),which is similar to prior empirical observations utilizing federal political contributions (Cooper et al. 2010; Aggarwal et al. 2012). I observe that the coefficient on Log (FEC Contributions) is also positive and significant, which is consistent with the positive relation previously attributed to federal contributions by Cooper et al. (2010).
   

Since state and federal contributions also relate to each other, with larger firms contributing more, I test the effects to show that each is distinct from the other. To determine if the effect of state contributions extends beyond the effect of federal contributions, I include each in the same model. The results show that both federal and state contributions relate positively to firm value, suggesting that the effect of contributing to state candidates is in fact different from and greater than the effect of contributing to federal candidates. The results suggest that both state and federal contributions are positively correlated with firm value. In column 4, I test whether federal contributors benefit from both state and federal contributions to determine if firms contributing solely to federal candidates exhibit positive firm value effects beyond those associated with contributing to both state and federal candidates. To do this, I include state contributions made by federal contributors as well as federal by interacting Log (State Contributions) with an indicator variable equal to one if the firm contributes to federal candidates and zero otherwise. I document that the positive relation between firm value and federal contributions is driven by state contributions made by federal contributors.
 These results suggest that firms benefit from contributing to state candidates, while contributions to federal candidates relate to firm value through the positive relation between state and federal contributions. Overall, this suggests that state contributions are a primary determinant of firm value while federal contributions may not be. Having established this correlation, I seek to test the causal nature of this relation.
Contributions and Firm Value Following Law Changes

Since the relation between contributions and firm value is driven by state contributions, I focus the remaining analysis on state contributions. To test the causal nature of the contributions, I compare state contributors before and after the change in laws. This allows me to observe the exogenous variation in state contributions and relate it to firm value. The effect of state contributions after the law change is more likely to be causal than the endogenous variation prior to changes in state laws. Table V tests the difference between the relation of firm value and state contributions that are not affected by state law changes and state contributions that are affected by new state laws. Column 1 indicates that the relation between contributions and firm value prior to campaign finance reform is positive and significant, similar to the results displayed in Table IV. However, the relation between contributions and firm value following law changes is lower, though 

Table V State Political Contributions and Law Changes 

In Table V, I tabulate the multivariate analysis of Firm Value for firms to analyze the relation to state corporate political contributions around changes in state laws among state contributors. Firm Value is calculated as the ratio of total assets less book value of equity plus market value of equity from the prior month end to total assets at the prior year end. Log (State Contributions) is the log of the contributions to state political candidates during the election cycle. Log (Home Contributions) is the log of the contributions to state political candidates in the firm’s headquartered state during the election cycle. Law Change is an index that increases (decreases) when the headquartered state law changes to tighten (relax) restrictions on political contributions and zero otherwise. Post Law - Log (State) is the log of state contributions following a law change, such that the value is equal to state contributions after the law change and zero otherwise, which is equivalent to the interaction of the absolute value of the change of the index and state contributions. Pre Law - Log (State) is equal to zero after law changes and the log of state contributions before. Industry definitions are based upon two-digit Standard Industrial Classification codes. All models include firm and year fixed effects. All variable definitions are included in Table A.II. Robust p-values are in parentheses, with standard errors clustered by firm. Significance at the 10%, 5%, and 1% levels are indicated as *, **, and ***. 

	 
	(1)
	(2)
	(3)
	(4)

	VARIABLES
	Firm Valuet+1
	Firm Valuet+1
	Firm Valuet+1
	Firm Valuet+1

	 
	 
	 
	 
	 

	Log (State Contributions)
	0.0628***
	
	
	

	
	(<0.001)
	
	
	

	Pre Law - Log (State)
	
	0.0628***
	
	

	
	
	(<0.001)
	
	

	Post Law - Log (State)
	-0.0599
	0.00294
	
	

	
	(0.104)
	(0.914)
	
	

	Log (Home Contributions)
	
	
	0.0488***
	

	
	
	
	(0.00204)
	

	Pre Law - Log (Home)
	
	
	
	0.0488***

	
	
	
	
	(0.00204)

	Post Law - Log (Home)
	
	
	-0.0480
	0.000819

	
	
	
	(0.287)
	(0.979)

	Law Change
	1.044*
	1.044*
	1.071*
	1.071*

	
	(0.0749)
	(0.0749)
	(0.0840)
	(0.0840)

	Log (Total Assets)
	-0.634***
	-0.634***
	-0.624***
	-0.624***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Regulated Industry
	0.320***
	0.320***
	0.320***
	0.320***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Leverage
	1.340***
	1.340***
	1.339***
	1.339***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Return-on-Assets
	7.938***
	7.938***
	7.938***
	7.938***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Intangible Assets
	-0.0699
	-0.0699
	-0.0587
	-0.0587

	
	(0.732)
	(0.732)
	(0.775)
	(0.775)

	R&D
	0.00300**
	0.00300**
	0.00300**
	0.00300**

	
	(0.0284)
	(0.0284)
	(0.0284)
	(0.0284)

	Constant
	4.965***
	4.965***
	4.891***
	4.891***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	
	
	
	
	

	Observations
	107,545
	107,545
	107,545
	107,545

	R-squared
	0.493
	0.493
	0.493
	0.493


the difference is not significant. In column 2 though, when the pre-law and post-law effects are separated, the results show that the relation between post-law contributions and firm value is not significant, indicating that the relation between contributions and firm value is driven by the endogenous variation in contribution amounts rather than the exogenous variation. This result suggests that the cause of higher firm value is not the contributions themselves but the factors that lead the firm to the decision to allocate that capital to political contributions. In columns 3 and 4, I repeat the analysis using contributions made in the firm’s headquartered state. Since these are the majority of contributions, I have focused on the law changes in these states thus far. At this point, I also limit the contributions to home state contributions. The results from columns 1 and 2 persist. Home contributions are positively related to firm value prior to law changes but are unrelated to firm value following law changes, indicating that firm value is not driven by the contributions themselves but other variables correlated with the amount of contributions. 
Though many corporations operate and participate in the political process in multiple states, I have focused on campaign finance reform that takes place in the state of the corporate headquarters, since a substantive majority of corporate contributions are made to the state where the firm is headquartered. As a result, this is the state where the effect of the contributions is most likely to have an effect. However, the law changes are even more likely to impact the firm contributions and value if laws are changed in every state that a firm contributes to political candidates. Therefore, in my analysis, I focus on law changes that impact all of the contributions made by the firm. Still, if firm value relates positively to contributions that are now restricted, then firm value should respond 

by declining with contributions. However, by waiting until all states impacting corporate contributions tighten limits, I confirm that firms cannot simply reallocate contributions to candidates in other states. Table VI presents the results, which are similar to Table V. Columns 1 through 4 still suggest that the relation between firm value and contributions is positive prior to state law changes. However, the effect is significantly reduced following the law changes such that the difference between the pre- and post-law coefficients is significantly negative and the post-law coefficient is not significantly different than zero. These results also serve to resolve concerns about the research design where firms may have more political ties to the legislature of the corporate headquarters’ state. However, this is less likely to be true in every state where the firm participates. Change in laws for all states governing contributions allows another potential mechanism for randomly assigning the treatment effect such that the process might be more exogenous and result in an even better quasi-natural experiment. As an additional test of the most likely channel to observe an important effect from post-law contributions, I investigate the effect on firms with more concentrated operations in terms of geography and business sectors. More concentrated firms might benefit more from a relationship with a particular political candidate, either because the candidate has more influence of operations for the entire geography of the firm’s business or because the candidate could influence one business sector and have a larger impact on the entire firm. In Table VII, I perform similar tests for firms with single geographic and business segments. Each column is consistent with the prior results, with the pre-law effect of political contributions relating positively to firm value, while the post-law effect is not significant. Having ruled out a causal link between firm value and 
Table VI Contributors Most Impacted by Law Changes 

In Table VI, I tabulate the multivariate analysis of Firm Value for firms to analyze the relation to state corporate political contributions around changes in state laws among state contributors who observe law changes in all states where the firm participates in the political process. Firm Value is calculated as the ratio of total assets less book value of equity plus market value of equity from the prior month end to total assets at the prior year end. Log (State Contributions) is the log of the contributions to state political candidates during the election cycle. Log (Home Contributions) is the log of the contributions to state political candidates in the firm’s headquartered state during the election cycle. All Laws Change is an index that increases (decreases) when the all states where the firm contributes change laws to tighten (relax) restrictions on political contributions and zero otherwise. All Post Laws - Log (State) is the log of state contributions following all law changes, such that the value is equal to state contributions after the laws change and zero otherwise, which is equivalent to the interaction of the absolute value of the change of the index and state contributions. Pre Law - Log (State) is equal to zero after every law changes and the log of state contributions before. Industry definitions are based upon two-digit Standard Industrial Classification codes. All models include firm and year fixed effects. All variable definitions are included in Table A.II. Robust p-values are in parentheses, with standard errors clustered by firm. Significance at the 10%, 5%, and 1% levels are indicated as *, **, and ***.
	 
	(1)
	(2)
	(3)
	(4)

	VARIABLES
	Firm Valuet+1
	Firm Valuet+1
	Firm Valuet+1
	Firm Valuet+1

	 
	 
	 
	 
	 

	Log (State Contributions)
	0.0519***
	
	
	

	
	(<0.001)
	
	
	

	All Pre Law - Log (State)
	
	0.0519***
	
	

	
	
	(<0.001)
	
	

	All Post Law - Log (State)
	-0.0352*
	0.0167
	
	

	
	(0.0776)
	(0.456)
	
	

	Log (Home Contributions)
	
	
	0.0389***
	

	
	
	
	(<0.001)
	

	All Pre Law - Log (Home)
	
	
	
	0.0389***

	
	
	
	
	(<0.001)

	All Post Law - Log (Home)
	
	
	-0.0406***
	-0.00172

	
	
	
	(<0.001)
	(0.899)

	All Laws Change
	0.267
	0.267
	0.226**
	0.226**

	
	(0.193)
	(0.193)
	(0.0329)
	(0.0329)

	Log (Total Assets)
	-0.586***
	-0.586***
	-0.577***
	-0.577***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Regulated Industry
	0.334***
	0.334***
	0.336***
	0.336***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Leverage
	1.286***
	1.286***
	1.285***
	1.285***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Return-on-Assets
	7.938***
	7.938***
	7.938***
	7.938***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Intangible Assets
	0.00612
	0.00612
	0.0178
	0.0178

	
	(0.979)
	(0.979)
	(0.939)
	(0.939)

	R&D
	0.00298**
	0.00298**
	0.00298**
	0.00298**

	
	(0.0348)
	(0.0348)
	(0.0349)
	(0.0349)

	Constant
	4.882***
	4.882***
	4.823***
	4.823***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	
	
	
	
	

	Observations
	107,545
	107,545
	107,545
	107,545

	R-squared
	0.493
	0.493
	0.493
	0.493


Table VII Contributions and Concentrated Contributors 

In Table VII, I tabulate the multivariate analysis of Firm Value for firms to analyze the relation to state corporate political contributions around changes in state laws among state contributors that are more concentrated either with geographic or business segments. Firm Value is calculated as the ratio of total assets less book value of equity plus market value of equity from the prior month end to total assets at the prior year end. Law Change is an index that increases (decreases) when the headquartered state law changes to tighten (relax) restrictions on political contributions and zero otherwise. Post Law - Log (State) is the log of state contributions following a law change, such that the value is equal to state contributions after the law change and zero otherwise, which is equivalent to the interaction of the absolute value of the change of the index and state contributions. Pre Law - Log (State) is equal to zero after law changes and the log of state contributions before. Industry definitions are based upon two-digit Standard Industrial Classification codes. All models include firm and year fixed effects. All variable definitions are included in Table A.II. Robust p-values are in parentheses, with standard errors clustered by firm. Significance at the 10%, 5%, and 1% levels are indicated as *, **, and ***.

	 
	(1)
	(2)
	(3)
	(4)

	
	Firms with Single Geographic Segment
	Firms with Single Business Segment

	VARIABLES
	Firm Valuet+1
	Firm Valuet+1
	Firm Valuet+1
	Firm Valuet+1

	 
	 
	 
	 
	 

	Pre Law - Log (State)
	0.0755***
	
	0.0774***
	

	
	(<0.001)
	
	(<0.001)
	

	Post Law - Log (State)
	0.00134
	
	-0.0170
	

	
	(0.971)
	
	(0.691)
	

	Pre Law - Log (Home)
	
	0.0706***
	
	0.0606**

	
	
	(0.00307)
	
	(0.0320)

	Post Law - Log (Home)
	
	-0.000118
	
	-0.0266

	
	
	(0.998)
	
	(0.621)

	Law Change
	1.412
	1.446
	1.663
	1.690

	
	(0.148)
	(0.155)
	(0.119)
	(0.125)

	Log (Total Assets)
	-0.777***
	-0.769***
	-0.870***
	-0.863***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Regulated Industry
	0.435***
	0.438***
	0.456***
	0.460***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Leverage
	1.579***
	1.583***
	1.725***
	1.735***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Return-on-Assets
	7.995***
	7.995***
	7.980***
	7.980***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Intangible Assets
	-0.256
	-0.257
	-0.0210
	-0.0243

	
	(0.420)
	(0.420)
	(0.954)
	(0.947)

	R&D
	0.00256*
	0.00256*
	0.00281**
	0.00281**

	
	(0.0570)
	(0.0567)
	(0.0259)
	(0.0258)

	Constant
	5.391***
	5.329***
	5.985***
	5.935***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	
	
	
	
	

	Observations
	71,353
	71,353
	66,854
	66,854

	R-squared
	0.498
	0.498
	0.497
	0.497


contributions, I now investigate corporate characteristics related to contributions and firm value in order to more directly link corporate outcomes and shareholder wealth with corporate political contributions.

Corporate Characteristics Alternative Explanations

One of the primary manners in which the literature discusses firms benefit from involvement with the political process is through preferential treatment of by government decision-makers (Faccio et al. 2006; Claessens et al. 2008; Yu & Yu 2012; Chen et al. 2014). The most direct manner in which a government transfers capital to a corporation is through large government contracts. To examine this possibility, I collect data from a national policy resource center called Good Jobs First, which tracks the largest economic 
development subsidy packages awarded by state and local governments.
 The average subsidy value in the database exceeds a billion dollars, which is likely to be most important way for governments to impact firm value. In Table VIII, I analyze the relation between contributions and subsidies, as well as the relation between subsidies and firm value. Columns 1 and 2 present the relation between subsidy values to whether and how much firms allocate in political contributions. Further, columns 3 and 4 relate firm value to the receipt and value of a subsidy, respectively. The results indicate that contributions do not significantly increase the subsidies that firm receive, nor do subsidies increase firm value. These results may suggest that the types of firms who make contributions are also more 

Table VIII Contributions and Employee Incentives

In Table VIII, I tabulate the multivariate analysis of corporate political contributions to analyze the relation to employee stock incentives through exercisable employee stock options per employee. Log (State Contributions) is the log of the contributions to state political candidates during the election cycle. Exercisable Options Per Employee is the value of exercisable employee stock options the firm records scaled by the total number of employees at the most recent fiscal year end prior to the election cycle end. Log (State) - Fitted (Options) is the fitted value from a model regressing log of the contributions to state political candidates on exercisable employee stock options. Industry definitions are based upon two-digit Standard Industrial Classification codes. All models include industry and year fixed effects. All variable definitions are included in Table A.II. Robust p-values are in parentheses, with standard errors clustered at the firm level. Significance at the 10%, 5%, and 1% levels are indicated as *, **, and ***.

	 
	(1)
	(2)
	(3)
	(4)

	VARIABLES
	Firm Valuet+1
	Firm Valuet+1
	Firm Valuet+1
	Firm Valuet+1

	 
	 
	 
	 
	 

	Log (State Contributions)
	0.0542***
	
	0.0541***
	

	
	(<0.001)
	
	(<0.001)
	

	Exercisable Options Per Employee
	
	-0.00281*
	-0.00279*
	

	
	
	(0.0718)
	(0.0737)
	

	Log (State) - Fitted (Options)
	
	
	
	5.627*

	
	
	
	
	(0.0718)

	Log (Total Assets)
	-0.585***
	-0.555***
	-0.583***
	-3.492**

	
	(<0.001)
	(<0.001)
	(<0.001)
	(0.0323)

	Regulated Industry
	0.333***
	0.340***
	0.337***
	0.0498

	
	(<0.001)
	(<0.001)
	(<0.001)
	(0.786)

	Leverage
	1.284***
	1.269***
	1.279***
	2.343***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Return-on-Assets
	7.938***
	7.939***
	7.938***
	7.901***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Intangible Assets
	0.00747
	0.0320
	0.0112
	-2.133*

	
	(0.974)
	(0.890)
	(0.961)
	(0.0813)

	R&D
	0.00298**
	0.00298**
	0.00298**
	0.00271*

	
	(0.0348)
	(0.0350)
	(0.0348)
	(0.0552)

	Constant
	4.878***
	4.744***
	4.873***
	18.12**

	
	(<0.001)
	(<0.001)
	(<0.001)
	(0.0147)

	
	
	
	
	

	Observations
	107,545
	107,545
	107,545
	107,545

	R-squared
	0.493
	0.493
	0.493
	0.493


likely to receive subsidies for other reasons and subsidies are already impounded incorporate firm value for this reason.
   

Having ruled out a causal link between firm value and contributions, I now consider alternative explanations for the use of corporate political contributions. If firm value does not relate to political contributions, it is not clear why firms may allocate capital to contributions. However, since firms associate political engagement with shareholder wealth effects, they encourage employees to participate in the corporate PAC by donating money. Even if contributions do not lead to higher firm value, if corporate policies operate with this assumption, then firms will encourage employees to donate capital to the corporate PAC. As a result, employees have the decision to contribute at the they are compensated well and allowed to share in corporate profits. In that case, employee stock options could positively relate to an employee’s willingness to donate to corporate PACs. Furthermore, the literature on corporate culture continues to find relations between firm shareholder value and employee intangibles (Edmans 2011, 2012; Guiso et al. 2015).

To test this theory and provide evidence that employee incentives and intangibles relate to contributions, I regress contributions on employee stock options. Table IX documents the results, which note a positive relation between employee stock options and contributions. These results apply both before and after contribution limit law changes, suggesting that the relation may also relate to exogenous variation in contributions rather request of the firm or decline participation. I posit that employees more satisfied with 
Table IX Political Contributions and Employee Compensations

In Table IX, I tabulate the multivariate analysis of corporate political contributions to analyze the relation to employee stock incentives through exercisable employee stock options per employee. The log of total, state and federal contributions is regressed on the exercisable employee stock options per employee. Employee Stock Options is the value of exercisable employee stock options the firm records scaled by the total number of employees at the most recent fiscal year end prior to the election cycle end. Industry definitions are based upon two-digit Standard Industrial Classification codes. All models include industry and year fixed effects. All variable definitions are included in Table A.II. Robust p-values are in parentheses, with standard errors clustered at the firm level. Significance at the 10%, 5%, and 1% levels are indicated as *, **, and ***.

	 
	(1)
	(2)
	(3)
	(4)

	VARIABLES
	Log (State)t
	State Contributort
	Log (State)t
	State Contributort

	 
	 
	 
	 
	 

	Employee Stock Optionst-1
	0.00408***
	0.000134
	0.00346***
	4.22e-05

	
	(<0.001)
	(0.156)
	(<0.001)
	(0.568)

	Law Change
	
	
	-0.0156
	-0.0195

	
	
	
	(0.917)
	(0.254)

	Post Law - Employee Options
	
	
	0.00399***
	0.000590**

	
	
	
	(0.00386)
	(0.0223)

	Log (Total Assets)
	0.789***
	0.0654***
	0.790***
	0.0656***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Regulated Industry
	-1.201***
	-0.104***
	-1.204***
	-0.105***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Leverage
	-0.0675
	0.0245
	-0.0669
	0.0247

	
	(0.822)
	(0.487)
	(0.824)
	(0.483)

	Return-on-Assets
	-0.607**
	-0.0354*
	-0.596**
	-0.0338

	
	(0.0261)
	(0.0891)
	(0.0278)
	(0.101)

	Intangible Assets
	-1.012***
	-0.0925***
	-1.015***
	-0.0930***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	R&D Expenses
	-0.000550
	-0.000164**
	-0.000455
	-0.000150**

	
	(0.396)
	(0.0213)
	(0.482)
	(0.0275)

	Constant
	0.00408***
	0.000134
	0.00346***
	4.22e-05

	
	(<0.001)
	(0.156)
	(<0.001)
	(0.568)

	
	
	
	
	

	Observations
	107,545
	107,545
	107,545
	107,545

	R-squared
	0.196
	0.177
	0.196
	0.177


compensation and incentivized to support the firm are more likely to allocate capital to a corporate PAC. Therefore, instances where employees value and appreciate the employer, PAC donations may be higher. I test this hypothesis by relating employee compensation to contributions. I consider that employees would be more satisfied with their employer when 
than the endogenous decision to contribute. Finally, I relate employee stock options to firm value through political contributions. Table X tabulates the results. First, column 1 show that employee stock options are an important predictor of firm value. Column 2 affirms the positive relation between contributions and firm value before incorporating the effect of options, while column 3 incorporates the effect of employee stock options as well. Finally, column 4 demonstrates that the fitted value of contributions predicted by options is positively related to firm value, suggesting that employee stock options may contribute to firm value by incentivizing employees to donate to the corporate PAC. To the extent that employee stock options are related with an employee’s willingness to support the firm and incentives to benefit when the firm does, this result is consistent with employee intangibles relating to political contributions and offering an alternative explanation for why political contributions may be correlated with firm value, despite firm value not depending directly upon state contributions. These results also help explain why employees choose to donate to corporate PACs. These results also affirm the fact that firm value does not respond to largely exogenous declines in contributions because the mechanism relating contributions to firm value, employee incentives and intangibles, do not change following law changes. Contribution limits do not influence employee incentives. Overall, these results suggest
Table X Contributions, Government Contracts and Firm Value

In Table X, I tabulate the multivariate analysis of political contributions, government contracts and firm value for firms to analyze the relation to state corporate political contributions with subsequent investment returns from government contracts. Firm Value is calculated as the ratio of total assets less book value of equity plus market value of equity from the prior month end to total assets at the prior year end. Log (State Contributions) is the log of the contributions to state political candidates during the election cycle. State Contributor is an indicator variable equal to one when a firm has contributed to political candidates during the election cycle and zero otherwise Employee Stock Options is the value of exercisable employee stock options the firm records scaled by the total number of employees at the most recent fiscal year end prior to the election cycle end. Industry definitions are based upon two-digit Standard Industrial Classification codes. All models include firm and year fixed effects. All variable definitions are included in Table A.II. Robust p-values are in parentheses, with standard errors clustered by firm. Significance at the 10%, 5%, and 1% levels are indicated as *, **, and ***.

	 
	(1)
	(2)
	(3)
	(4)

	VARIABLES
	Firm Valuet+1
	Firm Valuet+1
	Firm Valuet+1
	Firm Valuet+1

	 
	 
	 
	 
	 

	Employee Stock Options 
	-0.00281*
	
	-0.00279*
	

	
	(0.0718)
	
	(0.0737)
	

	Log (State Contributions)
	
	0.0542***
	0.0541***
	

	
	
	(<0.001)
	(<0.001)
	

	Log (State) - Fitted (Options)
	
	
	
	5.627*

	
	
	
	
	(0.0718)

	Log (Total Assets)
	-0.555***
	-0.585***
	-0.583***
	-3.492**

	
	(<0.001)
	(<0.001)
	(<0.001)
	(0.0323)

	Regulated Industry
	0.340***
	0.333***
	0.337***
	0.0498

	
	(<0.001)
	(<0.001)
	(<0.001)
	(0.786)

	Leverage
	1.269***
	1.284***
	1.279***
	2.343***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Return-on-Assets
	7.939***
	7.938***
	7.938***
	7.901***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Intangible Assets
	0.0320
	0.00747
	0.0112
	-2.133*

	
	(0.890)
	(0.974)
	(0.961)
	(0.0813)

	R&D
	0.00298**
	0.00298**
	0.00298**
	0.00271*

	
	(0.0350)
	(0.0348)
	(0.0348)
	(0.0552)

	Constant
	4.744***
	4.878***
	4.873***
	18.12**

	
	(<0.001)
	(<0.001)
	(<0.001)
	(0.0147)

	
	
	
	
	

	Observations
	107,545
	107,545
	107,545
	107,545

	R-squared
	0.493
	0.493
	0.493
	0.493


that corporate outcomes do not depend upon political contributions but employee intangibles may link political engagement and firm value, either because of the value of highly compensated employees or the engagement of employees incentivized through stock options.

Robustness

In order to confirm that these results do not relate to unobserved factors correlated with observable firm characteristics, I perform a propensity score matching process between state contributors that have law changes and control firms. Table XI presents the results. Column 1 shows the model computing the propensity score matching computation. I relate control variables that the prior literature has documented relate to contributing. Columns 2 through 6 tabulate the difference-in-differences analysis between high contributors and control firms, with specifications matching to similar control firms using various combinations of industry, year, state and whether or not the firm contributed to state candidates. The propensity score model calculation, determines which firms are most similar in characteristics that relate to state contributions. Figure A.I compares propensity scores of the matching population before and after the initial matching approach. Column 2 matches high contributing firms simply by the most similar firm characteristics, while column 3 requires that treatment firms have the same industry and year as control firms. Column 4 also matches firms within the same states in addition to industry and year, while column 5 uses low contributors as the control group. Column 6 requires low control firms to have the same industry and year as treatment firms. Overall, none of the results indicate that high contributors are associated with different firm value changes than the paired 
Table XI State Contributors and Control Firms

In Table XI, I tabulate the propensity-score matched analysis of corporate political contributions to analyze the relation between contributors and firm value around changes in state laws. Column 1 provides the propensity score estimation to pair local contributors in states with regulations with comparable firms. All matches use nearest neighbors and calipers of 0.01. All columns match using the control variables included in the first column and compare differences with control firms. Columns 3, 4, 5 and 6 are matched by industry and year. Columns 3 and 5 are also matched within state. Columns 2, 3 and 4 match contributors with non-contributors, while columns 5 and 6 require contributors to be matched with a firm that was a political contributor in the sample. Industry definitions are based upon two-digit Standard Industrial Classification codes. All variable definitions are included in Table A.II. Robust p-values are in parentheses, with standard errors clustered at the firm level. Significance at the 10%, 5%, and 1% levels are indicated as *, **, and ***.

	 
	(1)
	(2)
	(3)
	(4)

	VARIABLES
	Firm Valuet+1
	Firm Valuet+1
	Firm Valuet+1
	Firm Valuet+1

	 
	 
	 
	 
	 

	Employee Stock Options 
	-0.00281*
	
	-0.00279*
	

	
	(0.0718)
	
	(0.0737)
	

	Log (State Contributions)
	
	0.0542***
	0.0541***
	

	
	
	(<0.001)
	(<0.001)
	

	Log (State) - Fitted (Options)
	
	
	
	5.627*

	
	
	
	
	(0.0718)

	Log (Total Assets)
	-0.555***
	-0.585***
	-0.583***
	-3.492**

	
	(<0.001)
	(<0.001)
	(<0.001)
	(0.0323)

	Regulated Industry
	0.340***
	0.333***
	0.337***
	0.0498

	
	(<0.001)
	(<0.001)
	(<0.001)
	(0.786)

	Leverage
	1.269***
	1.284***
	1.279***
	2.343***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Return-on-Assets
	7.939***
	7.938***
	7.938***
	7.901***

	
	(<0.001)
	(<0.001)
	(<0.001)
	(<0.001)

	Intangible Assets
	0.0320
	0.00747
	0.0112
	-2.133*

	
	(0.890)
	(0.974)
	(0.961)
	(0.0813)

	R&D
	0.00298**
	0.00298**
	0.00298**
	0.00271*

	
	(0.0350)
	(0.0348)
	(0.0348)
	(0.0552)

	Constant
	4.744***
	4.878***
	4.873***
	18.12**

	
	(<0.001)
	(<0.001)
	(<0.001)
	(0.0147)

	
	
	
	
	

	Observations
	107,545
	107,545
	107,545
	107,545

	R-squared
	0.493
	0.493
	0.493
	0.493


control firms. The results suggest that once differences in firms are controlled for using propensity score matching, high state contributors do not exhibit significantly higher firm value nor do law changes reducing contributions cause firm value to subsequently decline relative to a control group of firms. The results indicate that differences in firm value do 
not relate to exogenous changes in contributions. This provides evidence that a causal link between shareholder wealth and corporate political contributions does not exist. This also alleviates concerns regarding the research design and explanations that relate to the variation in contributions being less important than contributing the maximum amount, since I employ indicator variables in these analyses. These results are similar for specifications using various sample restrictions by period and data availability, including beginning the sample later, ending it earlier or requiring the firm be in the S&P 1500.

In further scrutiny of my analysis, I perform a series of robustness tests. I determine if the effect of independent expenditures is important for my results by limiting my sample to the period prior to 2010, when independent expenditures were either explicitly illegal or uncommon (Stratmann & Aparicio-Castillo 2006). My results are qualitatively and quantitatively similar to those presented throughout the analysis, suggesting that any impact that independent expenditures have is minimal. Unfortunately, I am unable to perform my main analysis for strictly the 2002 to 2010 period when independent expenditures are expressly prohibited due to limitations in time varying adoption of campaign finance reform during that limited period. 
Next, I perform various subsample analysis to confirm that my results are not limited to effects that result from a broad cross-section of different firms. I perform analyses limiting the sample to regulated industries and observe qualitatively and quantitatively similar results, suggesting that even firms with the highest level of government interaction do not exhibit significantly different effects from political ties. I continue this analysis with additional subsamples of firms that might have the largest effects. I perform my analysis for firms that receive federal government contract awards and observe quantitatively and qualitatively similar results. I limit the sample to contributors to alleviate concerns regarding the homogeneity of the sample firms and the results persist. I also limit my analyses to only firms contributing to state candidates, such that the effect is not driven by differences in contributions to federal candidates. Additionally, I limit the sample to firms that contribute only to state candidates for the three years before and after the law change. These results continue to persist. My results are robust to definitions of constrained that use both more and less conservative contribution limit thresholds. My results are robust to the subsample of firms contributing to a single state.

Finally, I provide a host of additional robustness tests to confirm that my results are not driven by particular specifications. In untabulated results, I have used an indicator variable for contribution limit restrictions, similar to the univariate analysis. The results persist. My results are also consistent when I exclude changes that are made and subsequently repealed. I also obtain similar results when I employ indicator variables and other measures of political links such as the (log transformation of) number of (home) candidates and (home) dollars. These results are also similar when firms are defined as state and federal contributors if contributions are ever made to state and federal candidates and similarly for each group. I have also analyzed industry adjusted Tobin’s Q as a proxy for firm value with similar results. The results are also robust to specifications using indicator variables and those that orthoganlize state and federal contributions, in addition to specifications focusing two years beyond the contribution period, consistent with the duration of a congressional representative’s term. These results also persist when I employ models using state fixed effects. These results are similar to specifications comparable to those used by Cooper et al. (2010).

Chapter 4

Conclusion
Much of the literature on corporate involvement in politics has documented positive shareholder wealth effects related to political influence. In fact, the return on investment suggested by some studies implies that corporations are significantly underinvesting in political influence. However, a causal link between corporate outcomes and participation in the political process has yet to be identified. I provide the most comprehensive study of corporate political contributions and firm value to date by introducing an innovating dataset that allows me to exploit the staggered adoption of U.S. state laws to relate firm value to corporate political contributions largely free of endogeneity. My empirical evidence is not consistent with contributions leading to higher firm value. However, I identify an alternative mechanism that relating corporate outcomes to contributions. I find evidence that contributions result from employee incentives that influence corporate outcomes. My study contributes to the literature on political contributions by providing the cleanest identification strategy of causation. My lack of a causal evidence suggests that campaign finance reform may be less pertinent for tax payers than prior research suggests, though corporate stakeholders could benefit as a result.
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Appendix
Table A.I Summary of State Law Changes

	State
	Contributions Limit Law Change
	Year of Laws Passed

	Alabama 
	Always Limited
	

	Alaska 
	Always Limited
	

	Arizona 
	Always Limited
	

	Arkansas 
	Becomes Unlimited
	1998

	California 
	Becomes Limited Then Unlimited
	1996; 1998

	Colorado 
	Becomes Unlimited
	1998

	Connecticut 
	Always Limited
	

	Delaware 
	Always Limited
	

	Florida 
	Always Limited
	

	Georgia 
	Becomes Limited
	1998

	Hawaii 
	Becomes Limited
	1982

	Idaho 
	Becomes Limited
	1998

	Illinois
	Becomes Limited
	2011

	Indiana 
	Always Unlimited
	

	Iowa 
	Always Unlimited
	

	Kansas 
	Becomes Limited
	1982

	Kentucky 
	Becomes Limited
	1988

	Louisiana 
	Always Limited
	

	Maine 
	Always Limited
	

	Maryland 
	Becomes Limited
	1992

	Massachusetts 
	Becomes Limited
	1994

	Michigan 
	Always Limited
	

	Minnesota 
	Always Limited
	

	Mississippi 
	Always Limited
	

	Missouri 
	Becomes Limited Then Unlimited
	1996; 2000

	Montana
	Always Limited
	

	Nebraska 
	Always Limited
	

	Nevada 
	Becomes Limited
	1992

	New Hampshire 
	Becomes Unlimited Then Limited
	1986; 2000

	New Jersey 
	Always Limited
	

	New Mexico 
	Becomes Limited
	2010

	New York 
	Becomes Limited
	1994

	North Carolina 
	Always Limited
	

	North Dakota 
	Always Limited
	

	Ohio 
	Becomes Limited
	1996


Table A.I Summary of State Law Changes (Continued)
	State
	Contributions Limit Law Change
	Year of Laws Passed

	Oklahoma 
	Always Limited
	

	Oregon 
	Becomes Limited Then Unlimited
	1996; 1998

	Pennsylvania
	Always Limited
	

	Rhode Island 
	Becomes Limited
	1990

	South Carolina 
	Becomes Limited
	1992

	South Dakota 
	Always Limited
	

	Tennessee 
	Becomes Limited
	1996

	Texas 
	Always Limited
	

	Utah 
	Always Unlimited
	

	Vermont 
	Becomes Unlimited
	2004

	Virginia 
	Always Unlimited
	

	Washington 
	Becomes Limited
	1994

	West Virginia 
	Always Limited
	

	Wisconsin 
	Always Limited
	

	Wyoming
	Always Limited
	


Table A.II Variable Definitions

	Variable
	Measurement
	Data Source

	All Laws Change
	State and time period index that increases (decreases) when all the states where the firm contributes to political candidates change laws to tighten (relax) restrictions on corporate political actions committee contributions and zero otherwise 
	National Conference of State Legislatures; Malbin and Gais (1998)

; Campaign Finance LawChristianson et al. (1996)

; Stratmann and Aparicio-Castillo (2006)

; 

	All Pre Law - Log (Home)
	The log transformation of the sum of a firm’s state contributions in the firm’s headquartered state over the prior sixty months periods ending with the election prior to law changes in every state the firm contributes and zero otherwise
	National Institute on Money in State Politics

	All Pre Law - Log (State)
	The log transformation of the sum of a firm’s state contributions to candidates running for office in all states over the prior sixty months periods ending with the election prior to law changes in every state the firm contributes and zero otherwise
	National Institute on Money in State Politics

	All Post Law - Log (Home)
	The log transformation of the sum of a firm’s state contributions in the firm’s headquartered state over the prior sixty months periods ending with the election following law changes in every state the firm contributes and zero otherwise
	National Institute on Money in State Politics

	All Post Law - Log (State)
	The log transformation of the sum of a firm’s state contributions to candidates running for office in all states over the prior sixty months periods ending with the election following law changes in every state the firm contributes and zero otherwise
	National Institute on Money in State Politics

	Board Ownership
	The sum of the percentage of shares owned the board of directors at the firm at the most recent annual meeting prior to the election cycle end
	RiskMetrics

	Board Size
	A count of the board of directors at the firm at the most recent annual meeting prior to the election cycle end
	RiskMetrics

	Book-to-Market Ratio
	The ratio of book value at the most recent fiscal year end to market capitalization at the month prior to the fiscal year end prior to the election cycle end
	CRSP, Compustat Annual

	Business Segments
	The count of business segments the firm has listed in Compustat during the most recent fiscal year end prior to the election cycle end
	Compustat Annual

	CEO Duality
	Binary equal to one where the CEO is also the chairman of the board at the annual meeting date prior to the election cycle end and zero otherwise
	RiskMetrics


Table A.II Variable Definitions (Continued)
	Variable
	Measurement
	Data Source

	Candidates
	The sum of candidates supported by a given firm over the prior sixty months periods ending with the election
	National Institute on Money in State Politics, Federal Election Commission

	Contributions
	The sum of contributions by a given firm to all candidates running for office in all states over the prior sixty months periods ending with the election
	National Institute on Money in State Politics, Federal Election Commission

	Contributions to Assets
	The ratio of total contributions to total assets in millions at the most recent fiscal year end prior to the election cycle end
	National Institute on Money in State Politics, Federal Election Commission, Compustat Annual

	Contributions Per Employee
	The ratio of total contributions to number of employees at the most recent fiscal year end prior to the election cycle end
	National Institute on Money in State Politics, Federal Election Commission, Compustat Annual

	Contributions Per Candidate
	The ratio of total contributions to the total number of candidates to whom the firm contributed during the election cycle end
	National Institute on Money in State Politics, Federal Election Commission

	Contributor
	Binary equal to one where the firm contributes to political candidates and zero otherwise
	National Institute on Money in State Politics, Federal Election Commission

	Democratic Candidates
	The sum of all state candidates receiving campaign finance support that are running for the democratic party over the prior sixty months periods ending with the election
	National Institute on Money in State Politics

	Democratic Contributions
	The sum of all state contributions allocated to all state candidates running for the democratic party over the prior sixty months periods ending with the election
	National Institute on Money in State Politics

	Employees
	The total number of employees in thousands listed in Compustat at the most recent fiscal year end prior to the election cycle end
	Compustat Annual

	Employee Stock Options
	The value of exercisable employee stock options the firm records scaled by the total number of employees at the most recent fiscal year end prior to the election cycle end
	Compustat Annual

	FEC Contributions
	The sum of federal contributions made by a given firm over the prior sixty months periods ending with the election
	Federal Election Commission

	Federal Contributor
	Binary equal to one where the firm contributes to federal but not state political candidates and zero otherwise
	Federal Election Commission

	Firm Age
	The number of years since the initial listing in CRSP at the most recent fiscal year end prior to the election cycle end
	CRSP


Table A.II Variable Definitions (Continued)

	Variable
	Measurement
	Data Source

	Firm Value
	Measured by Tobin’s Q and computed as the ratio of total assets less book value of equity plus market value of equity at the month prior to the fiscal year end to total assets at the most recent fiscal year end prior to the election cycle end
	Compustat Annual


	Geographic Segments
	The count of geographic segments the firm has listed in Compustat during the most recent fiscal year end prior to the election cycle end
	Compustat Annual

	Governance Index
	A measure of firm governance based upon provisions the firm holds at the most recent annual meeting date prior to the election cycle end, reported by Gompers, Ishii, and Metrick (2003), with higher numbers indicating less shareholder-friendly provisions in place or worse overall governance
	RiskMetrics

	High Contributor
	Binary equal to one where the firm contributes to state candidates more than $50,000 per election cycle and zero otherwise
	National Institute on Money in State Politics

	Home (%)
	The percentage of contributions allocated to candidates in the firm’s headquartered state during the election cycle
	National Institute on Money in State Politics, Federal Election Commission

	Home Contributions
	The percentage of the firm’s total state contributions allocated to candidates running for government offices in the state where the firm is headquartered during the election cycle
	National Institute on Money in State Politics, Compustat Annual

	Incumbent (%)
	The percentage of contributions allocated to incumbent candidates during the election cycle
	National Institute on Money in State Politics, Federal Election Commission

	Independent (%)
	The percentage of the board of directors at the firm classified as independent at the most recent annual meeting prior to the election cycle end
	RiskMetrics

	Industry Adjusted Firm Value
	The ratio of total assets less book value of equity plus market value of equity at the month prior to the fiscal year end to total assets at the most recent fiscal year end prior to the election cycle end, less the median for the industry as defined by the first two digits of Standard Industrial Classification Code
	Compustat Annual

	Insider Ownership
	The sum of the percentage of shares owned by corporate insiders at the firm at the most recent annual meeting prior to the election cycle end
	ExecuComp


Table A.II Variable Definitions (Continued)

	Variable
	Measurement
	Data Source

	Institutional Ownership
	The sum of the percentage of shares owned by institutional investors the most recent quarter ending prior to the election cycle end
	Thomson Reuters Financial


	Intangible Assets
	The ratio of intangible assets to total assets at the most recent fiscal year end prior to the election cycle end
	Compustat Annual

	Leverage
	The ratio of long-term debt to assets at the most recent fiscal year end prior to the election cycle end
	Compustat Annual

	Log (Home Contributions)
	The log transformation of the sum of a firm’s state contributions to candidates running for office in the firm’s headquartered state over the prior sixty months periods ending with the election
	National Institute on Money in State Politics

	Log (Subsidy Value)
	The log transformation of the value of government subsidies received by the firm from state and local governments during the current year
	Good Jobs First National Policy Resource Center Subsidy Tracker Database

	Log (State Contributions)
	The log transformation of the sum of a firm’s state contributions to candidates running for office in all states over the prior sixty months periods ending with the election
	National Institute on Money in State Politics

	Log (State) – Fitted (Options)
	The fitted value of exercisable employee stock options from a model regressing the firm’s total state contributions on stock options the firm records scaled by the total number of employees at the most recent fiscal year end prior to the election cycle end
	National Institute on Money in State Politics, Compustat Annual

	Low Contributor
	Binary equal to one where the firm contributes to state candidates less than $50,000 per election cycle and zero otherwise
	National Institute on Money in State Politics

	Market Value of Equity
	The total level of market capitalization of the firm in millions of USD at the most recent fiscal year end prior to the election cycle, using the price at the most recent month ending prior to the fiscal year end
	CRSP, Compustat Annual


	Law Change
	State and time period index that increases (decreases) when the headquartered state law changes to tighten (relax) restrictions on corporate political actions committee contributions and zero otherwise 
	National Conference of State Legislatures; Malbin and Gais (1998)

; Campaign Finance LawChristianson et al. (1996)

; Stratmann and Aparicio-Castillo (2006)

; 

	Other Candidates
	The sum of all state candidates receiving campaign finance support that are running for parties other than the republican and democratic parties over the prior sixty months periods ending with the election
	National Institute on Money in State Politics


Table A.II Variable Definitions (Continued)

	Variable
	Measurement
	Data Source

	Other Contributions
	The sum of all state contributions allocated to all state candidates running for parties other than the republican and democratic parties over the prior sixty months periods ending with the election
	National Institute on Money in State Politics

	Pre Law - Log (Home)
	The log transformation of the sum of a firm’s state contributions in the firm’s headquartered state over the prior sixty months periods ending with the election prior to law changes in the firm’s headquartered state and zero otherwise
	National Institute on Money in State Politics, National Conference of State Legislatures; Malbin and Gais (1998)

; Campaign Finance LawChristianson et al. (1996)

; Stratmann and Aparicio-Castillo (2006)

; 

	Pre Law - Log (State)
	The log transformation of the sum of a firm’s state contributions over the prior sixty months periods ending with the election prior to law changes in the firm’s headquartered state and zero otherwise
	National Institute on Money in State Politics, National Conference of State Legislatures; Malbin and Gais (1998)

; Campaign Finance LawChristianson et al. (1996)

; Stratmann and Aparicio-Castillo (2006)

; 


	Prior Year Abnormal Return
	The cumulative return less the market return over the prior three years immediately preceding the fiscal year end prior to the election cycle end
	CRSP

	Profit
	The ratio of operating income to total assets at the most recent fiscal year end prior to the election cycle end
	Compustat Annual


	Prior Year Abnormal Return
	The cumulative return less the market return over the prior three years immediately preceding the fiscal year end prior to the election cycle end
	CRSP

	Post Year Abnormal Return
	The cumulative return less the market return over the next year immediately following the fiscal year end prior to the election cycle end
	CRSP

	Post Law - Log (Home)
	The log transformation of the sum of a firm’s state contributions in the firm’s headquartered state over the prior sixty months periods ending with the election following law changes in the firm’s headquartered state and zero otherwise
	National Institute on Money in State Politics, Compustat Annual, National Conference of State Legislatures; Malbin and Gais (1998)(Christianson et al. (1996)

; Stratmann and Aparicio-Castillo (2006)

; )
; Campaign Finance Law

	Post Law - Log (State)
	The log transformation of the sum of a firm’s state contributions over the prior sixty months periods ending with the election following law changes in the firm’s headquartered state and zero otherwise
	National Institute on Money in State Politics, National Conference of State Legislatures; Malbin and Gais (1998)

; Campaign Finance LawChristianson et al. (1996)

; Stratmann and Aparicio-Castillo (2006)

; 


Table A.II Variable Definitions (Continued)

	Variable
	Measurement
	Data Source

	Post Law - Employee Options
	The value of exercisable employee stock options the firm records scaled by the total number of employees at the most recent fiscal year end prior to the election cycle end following law changes in the firm’s headquartered state
	Compustat Annual, National Conference of State Legislatures; Malbin and Gais (1998)

; Campaign Finance LawChristianson et al. (1996)

; Stratmann and Aparicio-Castillo (2006)

; 

	Regulated Industry
	Binary equal to one where a firm operates in the financial services industry (one-digit SIC code 6) or in the utilities industry (two-digit SIC code 49) at the most recent fiscal year end prior to the election cycle end and zero otherwise
	Compustat Annual

	Republican (%)
	The percentage of contributions allocated to republican candidates during the election cycle
	National Institute on Money in State Politics, Federal Election Commission

	Republican Candidates
	The sum of all state candidates receiving campaign finance support that are running for the republican party over the prior sixty months periods ending with the election
	National Institute on Money in State Politics

	Republican Contributions
	The sum of all state contributions allocated to all state candidates running for the republican party over the prior sixty months periods ending with the election
	National Institute on Money in State Politics


	R&D
	The ratio of research and development expenses to sales at the most recent fiscal year end prior to the election cycle end
	Compustat Annual


	Return-on-Assets
	The ratio of net income to total assets at the most recent fiscal year end prior to the election cycle end
	Compustat Annual

	S&P 500 Index
	Binary equal to one where a firm is included in the S&P 500 Index for the most recent fiscal year end prior to the election cycle end
	CRSP

	Sales
	The total level of sales of the firm in millions of USD at the most recent fiscal year end prior to the election cycle
	Compustat Annual

	State Contributions
	The sum of a firm’s state contributions to candidates running for office in all states over the prior sixty months periods ending with the election
	National Institute on Money in State Politics

	State Contributions * FEC
	The sum of a firm’s state contributions to candidates running for office in all states over the prior sixty months periods ending with the election if the firm also contributed to federal candidates and zero otherwise
	National Institute on Money in State Politics, Federal Election Commission

	State Contributor
	Binary equal to one where the firm contributes to state but not federal political candidates and zero otherwise
	National Institute on Money in State Politics


Table A.II Variable Definitions (Continued)

	Variable
	Measurement
	Data Source

	State and Federal Contributor
	Binary equal to one where the firm contributes to state and federal political candidates and zero otherwise
	National Institute on Money in State Politics, Federal Election Commission

	Subsidy Receiver
	Binary equal to one if the firm receives a government subsidy from state and local governments during the current year
	Good Jobs First National Policy Resource Center Subsidy Tracker Database

	Total Assets
	The total level of assets of the firm in millions of USD at the most recent fiscal year end prior to the election cycle
	Compustat Annual

	Total Candidates
	The sum of all state candidates receiving campaign finance support by any firm over the prior sixty months periods ending with the election
	National Institute on Money in State Politics

	Total Contributions
	The sum of all state contributions by all firms over the prior sixty months periods ending with the election
	National Institute on Money in State Politics

	Total Donations
	The sum of all state contributions over the prior sixty months periods ending with the election
	National Institute on Money in State Politics
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Figure A.I Propensity Score Matching

Figure A.1 presents the kernel density for state contributors and non-contributors by propensity score before and after the matching process. 
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� Their results suggest that the average contributor allocates $23,471 to generate $163.8 million in shareholder wealth annually, suggesting a return on investment of 6,979%, though the authors state they are unable to resolve endogeneity concerns, leaving tests of causation to future research. Additionally, see e.g., the Center for Responsive Politics Congressional Earmarks, which credits top contributors with receiving the greatest benefit: � HYPERLINK "http://www.opensecrets.org/earmarks/" �http://www.opensecrets.org/earmarks/�. Also, see e.g., the Center for Responsive Politics Top Contributors: � HYPERLINK "https://www.opensecrets.org/pres12/contriball.php" �https://www.opensecrets.org/pres12/contriball.php�. In addition, see e.g., 99Rise “Big Money vs. American Democracy,” which suggests that return on investment is close to 6,000%: � HYPERLINK "http://www.99rise.org/crisis" �http://www.99rise.org/crisis�.


� Most legislative activity takes place at the state level, while the United States Congress is less active than the average state legislature. In 2012, for example, the United States Congress passed fewer bills than any state legislature in the country, with most state legislature passing twice as many bills as Congress. See e.g., LegiNation, Inc., which provides data for state legislature activity: � HYPERLINK "https://www.billtrack50.com/" �https://www.billtrack50.com/�. Also, see e.g., The United States Government Publishing Office’s “United States Statutes at Large” for federal data: � HYPERLINK "http://www.gpo.gov/fdsys/browse/collection.action?collectionCode=STATUTE&bread=true" �http://www.gpo.gov/fdsys/browse/collection.action?collectionCode=STATUTE&bread=true�. Furthermore, due to variation and benefits from the state corporate law environment, more than a million business entities are incorporated in Delaware, including over 50% of public firms and 64% of the Fortune 500. Additionally, see e.g., the 76th Oregon Legislative Assembly’s House Bill 4200 by Joint Special Committee on Economic Development from the 2012 Special Session, which suggests that state legislatures have specific interests related to corporations: � HYPERLINK "http://www.ocpp.org/media/uploads/documents/2013/2012-specsess-hb4200.en.pdf" �http://www.ocpp.org/media/uploads/documents/2013/2012-specsess-hb4200.en.pdf�.


� In subsequent analyses, I identify law changes that impact all of the firm’s contributions, and perform additional robustness tests by identifying law changes that impact some of the firm’s contributions. See e.g., Table VI.


� See e.g., Title II of the Code of Financial Regulation (CFR): � HYPERLINK "http://www.gpo.gov/fdsys/pkg/CFR-2014-title11-vol1/xml/CFR-2014-title11-vol1-sec114-2.xml" �http://www.gpo.gov/fdsys/pkg/CFR-2014-title11-vol1/xml/CFR-2014-title11-vol1-sec114-2.xml�. Also, see e.g., FEC Contributions, which refers to the CFR: � HYPERLINK "http://www.fec.gov/pages/brochures/contrib.shtml" �http://www.fec.gov/pages/brochures/contrib.shtml�. 


� See e.g., the FEC press release regarding “Independent Expenditure-Only Committees,” which states that advocates of specific candidates are strictly prohibited from contributing to or cooperating with candidate campaigns: � HYPERLINK "http://www.fec.gov/press/press2011/ieoc_alpha.shtml" �http://www.fec.gov/press/press2011/ieoc_alpha.shtml�. Also, see e.g., the FEC’s “Super PACs and Other Independent Expenditure Filers,” which includes detailed descriptions of independent organizations participating in the political process: � HYPERLINK "http://www.fec.gov/portal/super_pacs.shtml" �http://www.fec.gov/portal/super_pacs.shtml�.


� See McCain–Feingold Act, Pub.L. 107–155, 116 Stat. 81, enacted March 27, 2002, H.R. 2356.


� See e.g., the Center for Responsive Politics “Outside Spending,” which documents the various forms of political spending outside of PACs: � HYPERLINK "https://www.opensecrets.org/outsidespending/index.php?type=Y" �https://www.opensecrets.org/outsidespending/index.php?type=Y�.


� Microsoft’s Political Engagement website offers an overview: “Microsoft sponsors the Microsoft Political Action Committee (MSPAC), to enable Microsoft employees and shareholders to participate more effectively in the U.S. political process. The committee, created in 1988, informs its members about important issues and government decisions that can affect Microsoft business. It also provides an opportunity for members to collectively support public policy positions that are important to Microsoft and the software industry. As a bipartisan organization that contributes to the campaigns of federal, state, and local candidates, MSPAC typically supports candidates who share Microsoft views on public policy, serve as congressional or legislative leaders, represent districts or states where Microsoft has a major business presence, or serve on committees that have jurisdiction over legislation that is important to the company.


“The MSPAC Steering Committee evaluates candidates' public policy positions on issues that are relevant to Microsoft business or of particular interest to the computer software industry. The committee – composed of senior managers in Legal and Corporate Affairs at Microsoft – then decides which candidates and campaigns MSPAC will support.”


� See e.g., Stratmann and Aparicio-Castillo (2006), which study the effect of changes in contribution limits on election outcomes and observe that winners have more competitive elections with smaller victory margins and more candidates once contribution limits take effect. They document that lower limits favor challengers and increase competitiveness. Also, see e.g., the National Conference of State Legislatures’ “Contribution Limits: Overview,” which offers current and previous details regarding changes to state laws regarding corporate contributions: � HYPERLINK "http://www.ncsl.org/research/elections-and-campaigns/campaign-contribution-limits-overview.aspx" �http://www.ncsl.org/research/elections-and-campaigns/campaign-contribution-limits-overview.aspx�.


� For robustness, I have also used an indicator variable equal to one following law changes and zero otherwise. The results persist. My results are also consistent when I exclude changes that are made and subsequently repealed.


� � HYPERLINK \l "_ENREF_29" \o "Perez-Saiz, 2014 #1113" ��� ADDIN EN.CITE <EndNote><Cite AuthorYear="1"><Author>Perez-Saiz</Author><Year>2014</Year><RecNum>1113</RecNum><DisplayText>Perez-Saiz and Semenov (2014)</DisplayText><record><rec-number>1113</rec-number><foreign-keys><key app="EN" db-id="s9azdwzd7azx5te2d5cxxpdnds2s2ez0prxa" timestamp="1431108672">1113</key></foreign-keys><ref-type name="Journal Article">17</ref-type><contributors><authors><author>Perez-Saiz, H.</author><author>Semenov, A.</author></authors></contributors><titles><title>The Effect of Campaign Contributions on State Banking Regulation and Bank Expansion in the U.S.</title><secondary-title>European Economic Association &amp; Econometric Society Meeting Working Paper</secondary-title></titles><periodical><full-title>European Economic Association &amp; Econometric Society Meeting Working Paper</full-title></periodical><dates><year>2014</year></dates><urls></urls></record></Cite></EndNote>�Perez-Saiz and Semenov (2014)�� focus on the importance of contributions made by financial institutions in advance of mergers and acquisitions.


� I label firms as high contributors if they allocate more than $50,000 in total contributions in a particular election cycle, as this value is conservative based upon the highest limit that I observe in my sample. This is consistent with the FEC contribution limit threshold, and states frequently follow federal campaign finance laws. This identifies more than three quarters of firms contributing to state candidates prior to a law change as being affected by that change in state law. This is consistent with the significant decline that I observe for state contributors following the law change. These classifications are similar when applied to home contributions and on a per candidate basis. My results are robust to definitions of constrained that use both more and less conservative contribution limit thresholds. 


� My results are similar when I employ indicator variables and other measures of political links such as the (log transformation of) number of (home) candidates and (home) dollars. These results are also similar when the control sample of firms is limited. Lastly, if I use an indicator variable for state and federal contributors if contributions are ever made to state and federal candidates and similarly for each group. I have also analyzed industry adjusted Tobin’s Q as a proxy for firm value with similar results.


� The results are robust to specifications using indicator variables and those that orthoganlize state and federal contributions, in addition to specifications focusing two years beyond the contribution period, consistent with the duration of a congressional representative’s term. These results are also robust to restricting the sample to only firms that contribute to political candidates. Results are also robust to models employing state fixed effects. These results are similar to specifications comparable to those used by � HYPERLINK \l "_ENREF_10" \o "Cooper, 2010 #970" ��� ADDIN EN.CITE <EndNote><Cite AuthorYear="1"><Author>Cooper</Author><Year>2010</Year><RecNum>970</RecNum><DisplayText>Cooper<style face="italic"> et al.</style> (2010)</DisplayText><record><rec-number>970</rec-number><foreign-keys><key app="EN" db-id="s9azdwzd7azx5te2d5cxxpdnds2s2ez0prxa" timestamp="1415135961">970</key></foreign-keys><ref-type name="Journal Article">17</ref-type><contributors><authors><author>Cooper, Michael J.</author><author>Gulen, Huseyin</author><author>Ovtchinnikov, Alexei V.</author></authors></contributors><titles><title>Corporate Political Contributions and Stock Returns</title><secondary-title>Journal of Finance</secondary-title></titles><periodical><full-title>Journal of Finance</full-title></periodical><pages>687-724</pages><volume>65</volume><number>2</number><dates><year>2010</year></dates><publisher>Blackwell Publishing Inc</publisher><isbn>1540-6261</isbn><urls><related-urls><url>http://dx.doi.org/10.1111/j.1540-6261.2009.01548.x</url><url>http://onlinelibrary.wiley.com/store/10.1111/j.1540-6261.2009.01548.x/asset/j.1540-6261.2009.01548.x.pdf?v=1&amp;t=i23rf91t&amp;s=f96ce7d1d10743eecf396cd4c2b449df69eea90c</url></related-urls></urls></record></Cite></EndNote>�Cooper et al. (2010)��. My results are also similar using industry-adjusted firm value.


� See e.g., Good Jobs First’s Subsidy Tracker: � HYPERLINK "http://www.goodjobsfirst.org/megadeals/subsidy-tracker" �http://www.goodjobsfirst.org/megadeals/subsidy-tracker�.


� These results are similar when estimating the likelihood of receiving a subsidy and using the predicted subsidy value and likelihood to estimate firm value, using political contributions.
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