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a b s t r a c t
We ﬁnd evidence suggesting that corporate lobbying for tax purposes over the period 1999–2009 is one
method by which ﬁrms managed corporate taxes. Furthermore, tax management strategies employed by
these politically active ﬁrms were valued by shareholders. Firms lobbying on tax issues have lower book
effective taxes and greater discretionary permanent differences in GAAP and IRS taxable income. Investors place a premium on lobbying activities for tax purposes unless the ﬁrm already has a low effective
tax rate or very high book-tax differences. We conclude that lobbying political ofﬁcials is one method by
which ﬁrms manage risks attendant an aggressive tax strategy.
Ó 2013 Elsevier B.V. All rights reserved.
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1. Introduction
Firms and their insiders spend substantial resources to inﬂuence US political processes, and this political inﬂuence is sought
with aim to increase ﬁrm revenues and investment opportunities
or to decrease costs (Stigler, 1971; Grossman and Helpman,
1994). An important avenue through which ﬁrms attempt to gain
inﬂuence is via contracts with lobbyists, who market to ﬁrms their
connections with politicians, regulators, and other political entities.1 Over $30 billion has been spent on lobbying activities over
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Eisler (2007) ranks the 50 top lobbyists by revenues and perceived productivity,
connections, and inﬂuence in 2007, and Vidal et al. (2012) report that 34 of the 50 in
Eisler’s ranking had previous government work experience. Vidal et al. (2012) ﬁnd
that 56% of revenues earned by lobbyist ﬁrms over 1998–2008 can be traced to
individual lobbyists with prior government work experience.
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1998–2010, and a large majority of these resources were dispersed
by ﬁrms and their constituencies.2
Clearly, political inﬂuence and lobbying activities are important
to ﬁrms, and a reduction in taxes owed can either improve the feasibility of ﬁrm investment opportunities or decrease ﬁrm operating
costs (or both). Tax policies under consideration by Congress and
regulators attract much of the political activity by ﬁrms and their
lobbyists.3 According to publicly available data collected by the Senate Ofﬁce of Public Records, tax issues are the third most popular
reason for lobbying over 1998–2010.4 Fig. 1 shows the number of
lobbying clients (i.e., legal entities: ﬁrms, trade groups, individuals,
etc.) by the top twelve issue categories over 1998–2010. Tax issues
are secondary only to budget appropriations and health issues, and

2
For example, Milyo et al. (2000, Table 6) report that corporate (e.g., including
trade group or membership organization) lobbying expenses comprised approximately 90% of total lobbying expenditures over 1997–1998, and that ﬁrms spent
about 16 times more on lobbying than on political action committee (PAC)
contributions over this period.
3
In his January 25, 2011 State of the Union address, President Obama offered a
motivating anecdote: ‘‘Over the years, a parade of lobbyists has rigged the tax code to
beneﬁt particular companies and industries. Those with accountants or lawyers to
work the system can end up paying no taxes at all.’’
4
The Center for Responsive Politics aggregates lobbying data available from the
Senate Ofﬁce. Disclosure of lobbying expenditures is required by the Lobby Disclosure
Act of 1995 (‘‘LDA’’).
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Fig. 1. Lobbying issues reported by the Center for Responsive Politics. Source: Center for Responsive Politics.

are lobbied by more entities than are defense, transportation, and
energy issues.
In this paper, we ask whether empirical proxies for tax avoidance are directly related to tax lobbying activity, and whether
shareholders value this tax minimization strategy. In our ﬁrst set
of results, we test the hypothesis that one outcome of a successful
lobbying effort is a lower tax burden by analyzing ﬁrm lobbying
activity for tax purposes and several empirical proxies for tax
avoidance, including book effective tax rates and discretionary permanent book-tax differences. We ﬁnd that lobbying Congress for
tax purposes has a 150–230 basis point negative effect on the
ﬁrm’s book effective tax rate, and a 30–60 basis point positive effect on discretionary permanent book tax differences scaled by
book assets. These results hold for a number of robustness checks,
including controls for selection and propensity score matching, and
are consistent with the conclusions drawn in Richter et al. (2009),
who ﬁnd that general lobbying activity (i.e., lobbying for any purpose) is related to lower book effective tax rates.
Richter et al. (2009) ﬁnd that lobbying ﬁrms have on average
between 0.5% and 1.6% lower effective tax rates relative to nonlobbying ﬁrms. We improve upon and extend Richter et al.’s
important ﬁrst step by analyzing several proxies for a ﬁrm’s tax
minimization strategies, and show that lobbying affects not just
effective tax rates but also book tax differences. While effective
tax planning, and even sheltering, will manifest through lower
effective tax rates, this measure is affected by ﬁnancial reporting
conventions (through total tax expense) and may not fully represent discretionary tax avoidance activity. Accordingly, we analyze
a measure of discretionary tax planning as described in Frank
et al. (2009). Our empirical strategy also addresses some of the
important econometric issues not addressed in Richter et al.,
namely short panel bias and the use of potentially weak instruments in selection models. Speciﬁcally, Richter et al. estimate a dynamic panel regression of ﬁrms’ effective tax rates and model ﬁrm
ﬁxed effects, making their results potentially sensitive to short-panel bias (i.e., Nickell (1981) bias).5 Richter et al. also attempt to con-

trol for selection effects due to a ﬁrm’s decision to lobby, but use the
natural log of the number of ﬁrm employees as an identiﬁcation
instrument. This instrument is highly correlated with ﬁrm size, a
common determinant in regressions explaining tax outcomes (e.g.,
Chen et al., 2010; McGuire et al., 2012). We use a different set of
instruments that are more likely to be related to the lobbying decision, but less likely related to tax outcomes, and we provide further
evidence of robustness by employing propensity score matching. We
also have an improved measure of tax-motivated lobbying for our
sample ﬁrms. Richter et al. use a dummy variable and the level of
lobbying expenditures for any purpose, and relates that activity to
book effective tax rates. Our measure of lobbying is a dummy variable indicating that the ﬁrm lobbied speciﬁcally for tax purposes,
and we relate this activity to our expanded set of tax outcomes.
In our second set of results, we investigate whether shareholders value these political tax strategies. This is an important extension of research on tax avoidance because the literature has thus
far found mixed results on the value of corporate tax strategies
(e.g., Desai and Dharmapala, 2009; Hanlon and Slemrod, 2009). A
shortcoming of the tax avoidance literature is typically identiﬁcation – tax returns are not observable, so tax avoiders must be estimated or researchers must rely on ex post revelations of tax
aggressiveness. We ﬁnd that shareholders value tax-motivated
lobbying, unless the ﬁrm ex ante has a low effective tax rate or very
large book-tax differences.6 These results are also important not
only due to the substantial corporate resources allocated to both
taxes and lobbying, but also because tax avoidance and corporate
lobbying research suggests that these activities are separately associated with ﬁrm agency risks.7 Tax strategies are motivated by management as a means to minimize costs, but there can be risks
attendant these strategies, and lobbying policymakers is one method
by which ﬁrms can manage this risk.
The rest of the paper proceeds as follows. In the next section we
review related literature and develop our hypothesis. Section 3 describes the research design. Section 4 presents our results and discusses additional analyses. Section 5 concludes.

5
We investigate whether the Richter et al. (2009) conclusions are biased due to
their econometric problems. Speciﬁcally, we estimate regressions using their
speciﬁcation with system GMM (Blundell and Bond, 1998), which is an estimator
designed speciﬁcally to address the Nickell (1981) bias. The Richter et al. (2009)
conclusions that lobbying ﬁrms have lower effective tax rates are robust to these
analyses, thus we do not tabulate the results.

6
This result is consistent with investors perceiving the reported lobbying activity
as an overinvestment in tax lobbying for ﬁrms with low (high) effective tax rates
(book-tax differences).
7
For agency interpretations of tax avoidance see Desai and Dharmapala (2006). For
agency interpretations of corporate lobbying see Duchin and Sosyura (2012),
Hochberg et al. (2009) and Yu and Yu (2011).

