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ABSTRACT

This article reveals the positions of corporations not only as active players in politics but also
as targets of activist shareholders with opposing political preferences. We examine whether a
firm’s political orientation, as measured by its political spending, serves as a driver of share-
holder proposal submissions, one manifestation of shareholder activism. Using data on S&P
500 companies for 1997-2014, we find that the divergence in political orientation between
shareholders and corporate management is strongly associated with the number of submis-
sions of shareholder proposals on environmental or social issues. Firms that contribute more
to the Republican Party are more likely to be targeted by nonindividual, Democratic-leaning
shareholders. This pattern remains even after controlling for firms’ records of corporate so-
cial responsibility and labor relations. This finding implies that corporate political spending
prompts shareholders with strong political preferences to target firms on the opposite end of
the political spectrum.

1. INTRODUCTION

Controversies over corporate political spending have intensified in recent
years, especially since the US Supreme Court struck down a federal law
banning corporations’ campaign spending for or against expressly identi-
fied candidates (Citizens United v. Federal Election Commission, 130 S.
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Ct. 876, 558 U.S. 310 [2010]). The fierce public reaction to the decision
focused mostly on its potentially negative consequences, such as corpora-
tions’ excessive influence over American democracy through a drastic in-
crease in their political expenditures.! Ironically, in contrast to those con-
cerns, our extensive data set on corporate political spending shows that
companies did not increase their political spending noticeably after Citi-
zens United. It is puzzling that corporations have not exercised their free-
dom to support or denounce an identified candidate using independent
expenditures. This article suggests that corporate political spending tends
to trigger internal governance mechanisms by a corporation’s sharehold-
ers and thus corporations’ political spending is restrained by the pressure
of shareholder oversight.

Along with shareholders’ escalated engagement in corporate political
spending through shareholder proposal submissions,? corporate political
activity (CPA) has also received substantial attention from academics. Re-
cent literature documents the relationship between a firm’s lobbying and
campaign contributions and its stock market returns, taxes, or compen-
sation of its chief executive officer (CEO) (Claessens, Feijen, and Laeven
2008; Richter, Samphantharak, and Timmons 2009; Cooper, Gulen, and
Ovtchinnikov 2010; Aggarwal, Meschke, and Wang 2012; Coates 2012).
The prior literature on corporate political spending, however, is outcome
focused rather than process focused. Although the literature reveals the
relationship between a firm’s CPA and various measurements of cor-
porate outcomes, the impact of CPA on internal corporate-governance
processes has been largely overlooked. We know little about how share-
holders react to companies’ political engagement and whether internal
shareholder responses influence the companies’ overall political involve-
ment in return.

Understanding the impact of political spending on the internal gov-
ernance dynamics between shareholders and management is important,
especially because shareholders currently do not have voting rights to
approve or reject CPA. In general, management unilaterally determines

1. See, for example, a New York Times (2010, p. A30) editorial asserting that “[t]he
[Supreme] Court’s conservative majority has paved the way for corporations to use their
vast treasuries to overwhelm elections and intimidate elected officials into doing their
bidding.”

2. During the 2014 and 2015 proxy seasons, the most common topic in proposals
submitted by shareholders was political contributions and lobbying activities. These eas-
ily outpaced corporate-governance issues such as appointing an independent chairperson
and declassifying the board of directors. See Gibson, Dunn & Crutcher (2015).
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whether, how, when, and where to spend corporate money (Bebchuk
and Jackson 2010). Unlike traditional membership-based organizations
that often require members’ approval of the organization’s involvement
in politics, corporations have no members in the ordinary sense, and the
issue of representation could be exacerbated (Schlozman et al. 2015). For
example, if managers make political contributions to advance their own
interests rather than those of the shareholders, those contributions might
create an agency problem (Agrawal and Knoeber 1996; Bebchuk and
Fried 2003).

Shareholder voting traditionally functions as both ex ante (for
example, shareholder approval requirements) and ex post (for example,
director elections) measures to check boards of directors. Along with the
rise of shareholder activism, shareholder proposals have become another
effective tool for shareholder engagement. Beyond voting on the agen-
das proposed by management, shareholders can also proactively suggest
voting agendas on a wide range of issues by submitting shareholder pro-
posals. Once a shareholder proposal is submitted, management can ex-
clude it from a voting ballot only under very limited circumstances (17
C.F.R. 240.14a-8]i]). Although shareholder proposals typically are not
legally binding, management tends to be attentive to them to prevent fur-
ther conflicts with shareholders.’ For instance, management occasionally
will settle with a proponent of a shareholder proposal by accepting part
or all of the requests in the proposal in order to make the shareholder
withdraw the proposal before it is voted on (Haan 2016). As such, the
submission of a shareholder proposal already puts pressure on compa-
nies to at least start considering the proposed issue. In that sense, share-
holder proposals are pertinent to understanding the link between CPA
and shareholder responses.

To advance our understanding of the relationship between CPA and
shareholder proposals, we examine how firms’ lobbying and campaign
contribution patterns are associated with shareholder proposal submis-
sions as one type of shareholder activism that delivers shareholders’
voices to management. Given that a shareholder proposal submission is
relatively less costly than other types of shareholder engagement and thus
is available to a much broader range of shareholders, the number of pro-
posals submitted to a company can serve as a useful parameter to ascer-
tain how various shareholders react to CPA.

3. The only exception is a shareholder proposal to amend bylaws, which becomes le-
gally binding once approved by shareholders.
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We collected data on S&P 500 companies from 1997-2014 and
merged a data set of shareholder proposals, corporate political spend-
ing, market performance, and governance structure. We categorize share-
holder proposal submissions by agenda and proponent. To measure CPA,
we gathered three levels of campaign contributions—CEO contributions,
non-CEO employee contributions, and companies’ political action com-
mittee (PAC) contributions—and companies’ lobbying expenditures. To
measure shareholders’ political activity, we collected the campaign con-
tribution records of nonindividual shareholders like pension funds that
submitted shareholder proposals. This allows us to directly compare the
divergence in political preference reflected in campaign contributions be-
tween a company and its nonindividual shareholders.

We find that shareholders that are politically active are more likely
to submit proposals. We also find that shareholders that display a larger
divergence in political orientation from management submit shareholder
proposals much more actively. In particular, Republican-leaning firms,
measured by total campaign contributions from CEOs, non-CEO em-
ployees, and the firm’s PACs, receive more shareholder proposals on so-
cial issues, especially from public pension funds, religious groups, and
shareholders of socially responsible investment (SRI) funds. These non-
individual shareholders who submit the proposals are much more Demo-
cratic leaning than the management of the firms they target.

Why is the divergence in political preference between firms and their
shareholders associated with the submission of shareholder proposals
on environmental or social issues? It is possible that corporate political
spending reveals information not limited to the firms’ political involve-
ment. It could extend to other types of corporate policies that sharehold-
ers may use to gauge the management’s practices and policies. Recent
studies suggest that firms in which top managers heavily contribute to the
Republican Party are more likely to become targets of civil rights, labor,
and environmental litigation than their Democratic counterparts (Hut-
ton, Jiang, and Kumar 2015) and that liberal CEOs put more emphasis
on corporate social responsibility (CSR) practices (Chin, Hambrick, and
Trevifio 2013; Di Giuli and Kostovetsky 2014). If this is the case, we can
expect that shareholders that care more about labor, environmental, and
CSR issues will be more responsive to a certain pattern of CPA that tar-
gets issues in those dimensions.

We use two data sets to measure corporate policies on environmental
or social issues to examine whether differences in CSR practices across
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companies are the main driver of shareholder proposal submissions.
First, to measure labor relations at the firm level, we collect the number
of unfair labor practice charges submitted to the National Labor Rela-
tions Board (NLRB) for 1997-2014. Second, we use the Kinder, Lyden-
berg, Domini (KLD) Research and Analytics STATS data set to measure
each firm’s CSR practices. We find that companies that have faced more
unfair labor practice charges and have weaker records of CSR receive
more shareholder proposals on environmental or social issues. Even af-
ter controlling for each firm’s labor relations and CSR scores, however,
the divergence in political orientation between a company and its share-
holders remains a significant trigger of shareholder proposal submissions
on environmental or social issues. Put differently, when companies have
similar CSR practices and similar relationships between management and
labor, shareholders tend to submit more proposals to companies with op-
posing political preferences.

Overall, politically active Democratic-leaning shareholders’ activism
seems to be driven by their ideological differences with management. This
type of activism could be triggered by self-interested public pension board
members or funds’ trustees seeking to pursue their own political careers
(Romano 1993). Shareholders such as religious groups often opine on so-
cial issues including gun control (Moyer 2018). Those shareholders may
perceive that Republican-leaning firms may not maximize shareholders’
welfare if the firms support candidates who pursue policies adverse to
shareholders’ interests (Hart and Zingales 2017).

Our study implies that increasing CPA could lead to more activism
by shareholders whose political preferences are not aligned with firms’
management. This internal constraint could explain why publicly traded
firms, especially Republican-leaning firms, did not sharply increase their
political involvement after Citizens United. As such, this article reveals
firms’ statuses not only as active players in politics but, in reverse, as tar-
gets of activist shareholders with strong political preferences.

2. CORPORATE POLITICAL ACTIVITY AND SHAREHOLDERS' RESPONSE

On January 21, 2010, the Supreme Court decision in Citizens United v.
Federal Election Commission struck down traditional campaign finance
law that prevented corporations and unions from using their coffers to
sponsor campaign activities during campaigns. In theory, since Citizens
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United, corporations can use their corporate budgets to sponsor advo-
cacy groups that engage in independent expenditure but do not coordi-
nate with candidates, as is required of super-PACs (Kang 2010, 2012;
Briffault 2012).

Critics of Citizens United expected corporations to unleash their
massive resources on the political system. Indeed, Target Corporation’s
spending $150,000 in support of Minnesota gubernatorial candidate
Tom Emmer in the 2010 midterm election—immediately after the Ciz-
izens United decision—seemed to support this prediction (Kang 2012).
However, the data do not support it. Most contributions to candidates
come from individuals (Ansolabehere, de Figueiredo, and Snyder 2003),
and only a small number of publicly traded corporations contribute to
super-PACs (Mayersohn 2014).

Although there has been less corporate involvement in elections than
expected, shareholder proposals on corporate political spending mark-
edly increased after Citizens United, becoming the most frequent agenda
item for shareholder proposal submissions in both the 2014 and 2015
proxy seasons. During the 2014 proxy season, 126 shareholder proposals
on corporate political and lobbying activities were submitted, while 110
proposals were submitted in 20135. Regarding the contents of the propos-
als, 112 of the 126 shareholder proposals on corporate political spend-
ing in 2014 requested greater disclosure, six proposals asked for board
oversight or required shareholder approval of all political spending, and
eight proposals called for a complete ban on corporate political spending
(Welsh and Passoff 2014).

Among the top 300 companies in the S&P 500 index, 160 companies
formally received shareholder proposals on corporate political spending,
and 99 of them reached an agreement with shareholders to disclose their
direct and indirect political spending (Freed 2014). In addition, some
companies voluntarily disclose their political spending partially or in full
even without a history of shareholder proposals requesting the disclosure.

Why have shareholders actively submitted proposals to request more
disclosure on CPA in recent years? First, shareholder proposals can
make companies disclose more detailed CPA information that the com-
panies would not have otherwise voluntarily disclosed. Despite the ex-
pansion of voluntary disclosure regarding corporate political spending,
some scholars express concern about the low quality of the data and the
costly process of comparing data across companies because of the lack
of uniformity of information in companies’ voluntary disclosures (Beb-
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chuk and Jackson 2013). In particular, they argue that although federal
and state laws require firms to disclose their contributions to candidates
and independent-expenditure organizations, the public has no informa-
tion about contributions from companies to trade associations and US
Internal Revenue Code section 501(c) social welfare groups because those
entities do not need to disclose their donors’ identities.

Second, CPA disclosure can provide an opportunity for shareholders
to learn more about the political preferences of firms. Given that schol-
ars have documented the self-interest-driven shareholder activism of
public pension funds and labor unions (Romano 1993; Agrawal 2011),
differences in political preferences between those shareholders and man-
agement can loom large. A company’s increased political involvement
is likely to affect shareholders’ interests either negatively or positively.
For instance, if a company makes contributions to support candidates
whose policies could harm the interests of labor and public-sector work-
ers by weakening collective bargaining and workers’ compensation, the
company’s CPA conflicts with those shareholders’ interests.

Third, CPA disclosure can also provide supplemental information
about companies’ policies beyond their involvement in politics. Recent
studies present evidence that a firm’s political culture is associated with
a particular set of corporate policies. For example, Chin, Hambrick,
and Trevifo (2013) show that, compared with conservative CEOs, lib-
eral CEOs tend to pay more attention to firms’ CSR practices. Republi-
can managers tend to adopt more conservative financial policies such as
lower levels of corporate debt, and Republican-leaning firms are more
likely than Democratic-leaning firms to be the subjects of civil rights,
labor, and environmental litigation (Hutton, Jiang, and Kumar 2014,
2015). Therefore, if corporate political spending could provide more in-
formation about management practices and firms’ policies, CPA disclo-
sure can trigger more activism among shareholders with opposing politi-
cal preferences.

The fact that management’s partisan orientation is associated with
a company’s policies on labor, environment, and CSR practices has an
important implication for contemporary shareholder activism because
SRI—investment based on ethical, moral, and/or religious principles—
has grown significantly in recent years. On the basis of the principle of
SRI, mutual funds and religious groups have been participating in advo-
cacy efforts by submitting shareholder proposals to influence corporate
behaviors (Shueth 2003; Renneboog, ter Horst, and Zhang 2008). If a
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firm’s political preference can be an indicator of its policies on issues that
certain shareholders prioritize, activist shareholders will generate tension
with management over those policies.

As noted in Hart and Zingales (2017), some shareholders prioritize
social welfare over maximization of shareholder value, and shareholder
voting is an effective way to incorporate their preferences into the com-
panies’ policies. Given the growing emphasis on shareholder engagement
in corporate social policies, our study provides empirical evidence to shed
light on a mechanism through which shareholders’ preferences are voiced.

3. DATA AND STYLIZED FACTS

We focus on firms in the S&P 500 as of 2014, collecting various data
from multiple sources about the companies for the years 1997-2014.
Among the multiple sources we rely on for data, we consult Institu-
tional Shareholder Services (ISS, formerly RiskMetrics) for shareholder
proposal data. These data include, for instance, whether a proposal ad-
dresses issues of corporate governance or environmental or social issues,
the proponent of the proposal and proponent type, the status of the pro-
posal (omitted, withdrawn, or voted), and the percentage of support for
the proposal if it was put to a vote.

Our data set contains 10,156 shareholder proposals submitted to S&P
500 companies for 1997-2014.* While previous studies look mostly at
proposals on corporate governance, our data also cover proposals on a
wide range of issues including corporate political spending and environ-
mental issues. Given that the number of shareholder proposals on envi-
ronmental or social issues has been increasing, it has become necessary to
include such proposals to fully understand shareholder engagement. This
comprehensive data set allows us to discern similarities and differences
across the various types of proposals in terms of the target firms’ charac-
teristics.

In addition, previous studies on shareholder proposals mainly focus
on voting results. Significant numbers of shareholder proposals, however,
are either voluntarily withdrawn by sponsors or involuntarily excluded
by companies before a shareholder vote. Which submitted shareholder
proposals are voted on is not randomly determined. Companies can

4. There were 10,234 sharcholder proposals during the period, but 78 do not have
information about proponents. We exclude those observations from the analysis.
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exclude or omit shareholder proposals only on the basis of the proce-
dural and substantive reasons under Securities and Exchange Commis-
sion (SEC) rule 14a-8, generally with the concurrence of the SEC (see 17
C.F.R. 240.14a-8).° In addition, company-specific characteristics such as
managements’ ability to settle with shareholders can explain some with-
drawals of shareholder proposals before being voted on (Haan 2016).
Thus, examination of only voted proposals may overlook this potential
selection bias, so we use all shareholder proposal submissions to see a
fuller picture of shareholder engagement. As such, these data constitute
one of the most comprehensive data sets on shareholder activism through
shareholder proposal submissions.

Table 1 presents the summary statistics of all types of shareholder
proposals submitted to S&P 500 firms for 1997-2014. There is varia-
tion across years, but on average, 58 percent of submitted proposals pro-
ceeded to votes.® On average, governance-related proposals comprised
around 63 percent of the proposal submissions and 64 percent of the pro-
posals that reached a vote. While the number of governance-related pro-
posal submissions has declined since 2010, the number of shareholder
proposal submissions regarding environmental or social issues has re-
mained constant. The number of such shareholder proposals being voted
on consistently increased until 2013.”

While proposals on CPA fall under the category of environmental or
social proposals, we provide a separate summary statistic. Until the early
2000s, very few proposals were submitted on political activity, but the
number of proposals on CPA has been increasing since then. In 2013
and 2014, CPA ranked as the most frequently voted-on topic. In 2013,
for example, over half of the environmental or social proposals voted on
were related to CPA. This indicates two important trends in the relation-
ship between shareholders and firms. First, activist shareholders now fo-
cus not just on corporate-governance issues but also on other issues such

5. Companies that seek to exclude a shareholder proposal generally request a no-
action letter from Securities and Exchange Commission (SEC) staff. Granting of
a no-action letter indicates that “the SEC staff would not recommend that the Com-
mission take enforcement action against the requester” based on the issue. See US Secu-
rities and Exchange Commission, No Action Letters (https://www.sec.gov/fast-answers
/answersnoactionhtm.html).

6. The Institutional Shareholder Services (ISS) data indicate the status of each pro-
posal as voted, withdrawn, not in proxy, or omitted, which allows us to infer the propos-
al’s disposition.

7. Table A2 in the Appendix provides summary statistics on the vote outcomes for the
shareholder proposals.
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as the political activities of firms. Second, this phenomenon may have
been driven in part by the fact that CPA has been dramatically increasing
in the last 2 decades (Drutman 2015), and Citizens United may have af-
fected shareholders’ perceptions of corporate political involvement, caus-
ing potentially adverse consequences for firms (Coates 2012).

Table 1 also presents statistics on the identities of proposal propo-
nents. Individuals are the most active proposal proponents, but their
proposals mainly concern corporate-governance issues. Unions are the
second most active proponents, and they also mainly focus on corporate-
governance issues. Other shareholder proponents such as public pension
funds, religious groups, and SRI funds (for example, Trillium Asset Man-
agement) submitted more proposals on environmental or social issues
than on corporate-governance issues. With respect to proposals on cor-
porate political spending, SRI funds submitted them most frequently, fol-
lowed by unions and public pension funds shareholders.®

In addition, we collected information on CPA from the Center for
Responsive Politics for the period 1997-2014.° For campaign contribu-
tions, we gathered data on three distinct types: first, individual campaign
contributions made by CEOs to measure the political preferences of top
executives (Fremeth, Richter, and Schaufele 2013; Gupta and Wowak
2017);!° second, individual campaign contributions made by all non-
CEO employees who list S&P 500 firms as their employers to Democratic
and/or Republican candidates, parties, and organizations; and third, cam-
paign contributions made by a firm’s PAC to Democratic or Republican
candidates, parties, or organizations, including other PACs. Tradition-
ally, scholars collect data only on PACs’ contributions to candidates and
parties, but PACs frequently contribute to other PACs, and those trans-
fers have been overlooked in the literature.!* To overcome this limitation

8. Table A3 in the Appendix shows the five sharcholders that submitted the most pro-
posals in each category.

9. The Center for Responsive Politics compiles campaign finance reports submitted to
the Federal Election Commission (FEC) and lobbying reports submitted to the Clerk of
the US House of Representatives and the Secretary of the US Senate.

10. When an individual makes campaign contributions, the FEC requires disclosure
of the donor’s employer. We collect only individual contributions to candidates, parties,
and political action committees (PACs) that clearly identify the recipient’s party affilia-
tion to create a measure of political preference. For example, if a chief executive officer
contributes to a PAC that does not have a clear party affiliation in data from the FEC, we
do not include the contribution because it is difficult to establish how much of it went to
either party.

11. Contributions from a PAC to other PACs constitute 40 percent of the contribu-
tions made by PACs in our data.
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Table 2. Corporate Political Activities at Standard & Poor’s 500
Firms, 1997-2014

Campaign Contributions

Lobbying
CEOs Employees PACs Spending

1997 1.4 22.0 21.7 N.A.
1998 2.9 33.9 32.2 436.4
1999 2.1 44.1 30.9 480.7
2000 6.8 82.1 59.5 513.8
2001 1.3 42.3 34.2 561.4
2002 4.7 63.2 50.6 590.8
2003 1.9 25.3 45.6 684.8
2004 5.8 51.4 66.0 705.4
2005 2.1 17.7 64.2 742.7
2006 3.5 27.5 77.5 827.2
2007 3.2 394 76.0 951.8
2008 6.3 71.7 85.8 1,116.2
2009 2.4 19.2 70.5 1,195.5
2010 3.6 32.8 113.3 1,236.5
2011 4.1 38.1 76.1 1,152.4
2012 8.9 103.7 108.0 1,124.7
2013 3.5 26.4 92.2 1,104.0
2014 4.2 31.2 113.2 786.3
Total 69.4 772.9 1,219.3 14,211.5

Note. Values are in millions of US dollars, inflation adjusted to
2014 dollars. CEOs = chief executive officers; PACs = political
action committees; N.A. = not available.

and capture CPA in elections more accurately, we include PACs’ transfers
to other PACs in addition to their contributions to candidates.!?

There are 1,016,646 records of contributions associated with S&P
500 firms during our period of study. In addition to campaign contri-
butions, we collected the data on S&P 500 firms’ lobbying activities. To
measure firms’ lobbying activities, we calculate the total annual lobbying
expenditures at the firm level for each year. Table 2 presents the yearly
sum of contributions and lobbying spending by S&P 500 firms and re-
lated individuals. For individual contributors, we present the campaign
contributions by CEOs separately from contributions by non-CEO indi-
viduals who identify S&P 500 firms as their employer.

12. We include the contribution in the data set if recipient PACs have clear party af-
filiations in cases of PAC-to-PAC transfers. Across different election cycles, on average,
we were able to identify 99 percent of recipient PACs’ party affiliations for PAC-to-PAC
transfers.
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Three salient patterns emerge from the data. First, election years tend
to have more campaign contributions than nonelection years in all three
categories. Second, contributions from PACs to candidates and other
PACs increased over time, whereas contributions from CEOs and other
individuals associated with S&P 500 firms fluctuate by cycle. Third, lob-
bying spending by S&P 500 firms is much greater than campaign contri-
butions by the same entities, and the expenditures on lobbying increased
until 2010.

Figure 1 shows the ratio of campaign contributions given to Repub-
lican candidates or PACs associated with the Republican Party.!® Figure
1A presents the average ratio for the three types of contributions over the
election cycles for 1998-2014. All three types show a similar pattern. Fig-
ure 1B shows the distribution of the ratio of contributions given to Re-
publicans among S&P 500 firms in the 2012 election cycle.'* The average
ratio of contributions given to Republicans, indicated by the dotted line,
is .62 in 2012 among S&P 500 firms, and there is significant variation in
the ratio among the firms.

To measure the political preferences of activist shareholders, we col-
lected campaign contribution records of nonindividual shareholders that
submitted proposals.'” Except for a few labor unions such as the AFL-
CIO, nonindividual shareholders including religious groups and SRI funds
generally do not have PACs. Therefore, we do not separate out each indi-
vidual member’s contributions and PACs’ contributions for shareholders.
Among 256 nonindividual shareholders that submitted at least one pro-
posal during the period, 117 made positive contributions in at least 1 year.
For each shareholder, we collected the total contributions given to candi-
dates and PACs and calculated the ratio of contributions given to Repub-

13. Ratio refers to the fraction of contributions given to Republican candidates or
PACs out of total contributions. It ranges from 0 to 1.

14. Figure 1B combines all three types of contributions. Other years show similar
distributions.

15. Collecting data on campaign contributions by individual shareholders who sub-
mit proposals is challenging because we must rely solely on shareholders’ names without
access to their addresses or employment statuses to identify activist shareholders in the
contribution data. When there are multiple donors with the same name in the contri-
bution data, it is difficult to identify the activist individual shareholders without further
information. Therefore, we focus on nonindividual shareholders for which we can clearly
identify donors associated with them from the donor’s employer information in the con-
tribution data.
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Figure 1. Ratio of contributions to Republicans by Standard & Poor’s 500 firms
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licans. There were 162,378 contributions associated with nonindividual
shareholders that submitted at least one proposal during the period.'®

Figure 2A presents the average ratio of contributions given to the Re-
publican Party by four types of shareholders for each election cycle over
1998-2014. While individuals and PACs associated with public pension
funds or unions are significantly Democratic leaning across all election
cycles, shareholders associated with religious groups and SRI funds be-
came more Democratic leaning during the time period. Figure 2B shows
the distribution of the ratio of contributions given to the Republican
Party among nonindividual shareholders that made contributions during
the 2012 election cycle. The average ratio, indicated by the dotted line, is
.21, which is in stark contrast to the distribution of the ratio among S&P
500 firms in the same period. This suggests that shareholders that submit
proposals may have different political preferences than the firms that they
typically target.!”

In addition to data on shareholder proposals and corporate and share-
holder political activity, we gathered corporate-governance information
from the ISS database. The data show some discontinuity in terms of
types of data collected and the coding before 2007 versus after 2007.
Therefore, we select governance variables that are considered important
in terms of shareholder activism and are common across all time periods,
such as staggered board and poison-pill provisions. Then we add firm-
specific characteristics such as annual sales, standard industry classifica-

16. Table A4 in the Appendix presents the summary statistics of campaign contribu-
tions from nonindividual shareholders.

17. This finding may not apply to nonindividual investors or institutional investors
that did not submit any shareholder proposals during the period of our study. We down-
loaded the list of the top 500 money-managing institutions from Pensions and Investments
(2011) to examine the political contributions of top institutional investors such as mu-
tual funds. For example, Vanguard Group, one of the largest mutual funds in the United
States, showed more balanced partisan orientation in its campaign contributions (49 per-
cent to Democrats and 51 percent to Republicans) in the 2014 election cycle. Contribu-
tion patterns in the securities and investment sector, which includes major institutional
investors, show that 44 percent of such contributions went to Democrats and 56 percent
went to Republicans in the 2014 election cycle (Center for Responsive Politics, Securi-
ties and Investment: PAC Contributions to Federal Candidates [https://www.opensecrets
.org/pacs/industry.php?txt=F07&cycle=2014]). Bonica (2014), who analyzes contribu-
tions made between 1979 and 2012, also confirms that the banking and finance sector
is more partisan balanced in its contribution patterns. The fact that activist shareholders
that submitted shareholder proposals lean Democratic suggests that large institutional
investors that did not submit any proposals are more aligned politically with firms’ man-
agement.
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Figure 2. Ratio of contributions to Republicans by activist shareholders
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tion (SIC) code, and financial performance (for example, Tobin’s g score
from Compustat’s Fundamental Annual data set).'®

4. EMPIRICAL ANALYSIS AND RESULTS

In this section, we test whether CPA is associated with the submission of
shareholder proposals and present the main results. The main empirical
specification is as follows:

Vi = By + B, Republican Ratio, , + TX,_, + a +7 +e (1)

where y;,, is the number of shareholder proposals submitted to firm 7 in in-
dustry j from shareholder proponent type s in year ¢. Republican Ratio,_,
indicates the ratio of firm #’s total campaign contributions given to Re-
publican candidates and PACs in year t — 1. Following Hutton, Jiang,
and Kumar (2015), we assume political neutrality for firms that do not
make any contributions in a given year and assign a value of .5 to Re-
publican Ratio.” The term X;, includes information about financial per-
formance, governance characteristics, total campaign contributions, and
lobbying expenditure for each firm in the previous year.? We also include
an industry fixed effect with a three-digit SIC code (o) and a year fixed
effect (v,).

Table 3 presents the results when a dependent variable in equation (1)
is the number of shareholder proposal submissions on governance issues,
the number of proposal submissions on environmental or social issues,
and the number of proposal submissions on corporate political spending
(a subcategory of an environmental or social proposal). We present only
the results for independent variables related to corporate political activi-
ties in Table 3. The full regression results are presented in the Appendix.?!

18. Table AS in the Appendix presents the mean differences in financial characteris-
tics, governance, and CPA between targeted firms that received at least one shareholder
proposal and nontargeted firms.

19. Among 8,545 observations (firm x year), 1,085 observations have no campaign
contributions. For robustness checks, we ran the analysis without imputation, thereby
limiting the sample to the firms that made positive campaign contributions. We also ran a
model including the total campaign contribution and the contribution given to the Repub-
lican Party to avoid the imputation for no-contribution cases. In both cases, the results
are similar, and the results are reported in Tables OA1 and OA2 in the Online Appendix.

20. For the summary statistics of the full list of variables included in the analysis, see
Table A6 in the Appendix.

21. Full regression results for each type of proposal are presented in Tables OB1,
OB2, and OB3 in the Online Appendix.
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First, our results suggest that firms that spend more on lobbying
tend to receive more proposals on governance issues. This is particu-
larly salient for proposals submitted by individual, union, and SRI fund
shareholders. Republican-leaning firms do not necessarily receive more
governance-related proposals, but the number varies depending on the
proponent. Republican-leaning firms tend to receive fewer governance
proposals from individual shareholders, but they receive more gover-
nance proposals from public pension fund shareholders.

Second, Republican-leaning firms tend to receive more shareholder
proposals on environmental or social issues, mainly driven by sharehold-
ers associated with public pension funds, religious groups, and SRI funds.
This is consistent with the fact that those types of shareholders report-
edly put more weight on environmental or social issues than other types
of shareholders, including individual investors and hedge funds (Renne-
boog, ter Horst, and Zhang 2008). Shareholder proposals on corporate
political spending are commonly categorized as SRI proposals. However,
we ran a separate analysis on them to see whether CPA proposal sub-
missions have a distinctive pattern. Public pension fund shareholders in
particular are more likely to submit proposals on CPA to firms that are
Republican leaning and spend more on lobbying. Submissions from other
types of shareholders are not associated with CPA.

The type of shareholder proponent may be a good indicator of a pro-
ponent’s political preference to register the existence of a potential prefer-
ence gap between a company and its shareholders. But it is possible that
investors choose to own shares of companies that exhibit political prefer-
ences similar to their own. For example, public pension fund sharehold-
ers may own more shares of firms that are Democratic leaning in their
political culture and are sympathetic to issues affecting public pension
funds. By contrast, it is also possible that shareholders invest in a com-
pany with different political preferences primarily to challenge certain of
the company’s practices or policies. If this type of sorting behavior hap-
pens in the decision-making stage of investment, the type of shareholder
proponent may not accurately capture the preference difference between
firms and shareholders.

To address the issue, we employ a more direct test. Using campaign
contributions by nonindividual shareholders, we calculate the total cam-
paign contributions and the ratio of contributions given to the Republi-
can Party by each shareholder type that submitted proposals to any firm
in a given year. We create a variable, Firm’s Republican Leaning, that

This content downloaded from 216.165.095.176 on October 30, 2019 06:56:54 AM
All use subject to University of Chicago Press Terms and Conditions (http://www.journal s.uchicago.edu/t-and-c).



100 / THE JOURNAL OF LEGAL STUDIES / VOLUME 48 (1) / JANUARY 2019

Public Pension Unions
0 ' A 1
e 1 1
w 1
b— |
bt & |
"5 2. 1
8 8 I
0 1
“ 1
1
o - - - | o . ; . {
-5 0 5 1 -5 0 5 1
Difference in Republican Ratio Difference in Republican Ratio
Religious Group Socially Responsible Investment Fund
— o
=1 1
@ 4 1 w
) I =
z 1 2
e 4 7]
< 1 € -
@ @
O 1 a
I w
o ! 7
1
oL : —L : o . . ! !
-1 -5 0 5 1 -5 0 B 1
Difference in Republican Ratio Difference in Republican Ratio

Figure 3. Distribution of a firm’s Republican leaning vis-a-vis shareholders

indicates the difference in the ratio of campaign contributions to the Re-
publican Party between a firm and every type of shareholder (the firm’s
Republican contribution ratio minus the shareholders’ Republican con-
tribution ratio). A positive value of Firm’s Republican Leaning indicates
that firms are more Republican leaning than shareholders that submitted
proposals. Figure 3 presents the distribution of the degree of Firm’s Re-
publican Leaning for the four types of nonindividual shareholders across
all years. The dotted lines indicate the average value of Firm’s Republican
Leaning. There are some cases in which shareholders are more Republi-
can leaning than the firms in which they invest, but overall, activist share-
holders are more Democratic leaning than the firms to which they submit
proposals.

We use Firm’s Republican Leaning instead of Republican Ratio in
equation (1) and ran the analysis.??> We also included the total campaign
contribution by each shareholder to control the overall level of their po-
litical involvement.?® Table 4 presents the results with respect to vari-

22. If nonindividual shareholders that submitted proposals did not contribute at all,
we assume political neutrality for them, following Hutton, Jiang, and Kumar (2015), and
assign a value of .5 to the ratio of the shareholder’s contribution to Republicans.

23. Regardless of the difference in political preference between firms and sharehold-
ers, politically active shareholders could submit more shareholder proposals. To control
for this, we include the variable (In)Shareholder Contributions.
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Table 4. Divergence in Political Preference between Firms and Shareholders and Its
Relation to Proposal Submissions

Public Religious
Pension Union Group SRI Fund
Governance:
(In)Firm Contributions .000625 —.00585 .000271  —.000516
(.71) (—1.49) (.30) (—.66)
(In)Shareholder Contributions .00996**  .0307** .00794+ .00790**
(5.49) (11.12) (1.82) (2.77)
Firm’s Republican Leaning .0159 .00909  —.0107 .00610
(1.50) (.26) (—1.16) (.65)
(In)Firm Lobbying Spending .000416 .00256 .000482 .000913*
(.62) (1.25) (1.07) (2.20)
Environmental or social:
(In)Firm Contributions —.0000167 —.00198  —.00217  —.00203
(—.01) (—1.23) (—.84) (—1.14)
(In)Shareholder Contributions .0232%* .00631%*  .0531%** .04627*%
(9.39) (6.92) (4.03) (8.54)
Firm’s Republican Leaning .0616**  —.00222 .0690** .0494%*
(3.99) (—.22) (3.19) (2.93)
(In)Firm Lobbying Spending .000985 —.000751 —.00242* .000238
(1.24) (—.90) (—1.81) (.17)
CPA:
(In)Firm Contributions .000538 .000240 .000564 .000227
(.90) (.36) (1.36) (.29)
(In)Shareholder Contributions .00517**  .00369**  .00261 .0166**
(3.18) (5.18) (1.14) (4.71)
Firm’s Republican Leaning .0283**  —.00336 .00526 .00413
(3.69) (—.50) (1.51) (.59)
(In)Firm Lobbying Spending .00123** —.0000660 —.000171 .000504
(2.92) (—.15) (—.84) (.79)

Note. The unit of observation is the firm-year. Errors are clustered at the firm level;
t-statistics are in parentheses. All regressions include firm characteristics and industry
and year fixed effects. SRI = socially responsible investment; CPA = corporate political
activity. N = 6,500.

“p <.10.

*p <.0S.

5 p < 01

ables on political spending.?* First, nonindividual shareholders that are
politically active, measured by their total contributions to candidates
and PACs, are more likely to submit both governance and environmen-
tal or social proposals. Second, the difference in the ratio of contribu-
tions to the Republican Party between firms and shareholders is strongly

24. For the full regression results, see Tables OB4, OBS, and OB6 in the Online Ap-

pendix.
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associated with the submission of environmental or social proposals for
public pension, religious-group, and SRI fund shareholders. In particu-
lar, Republican-leaning firms tend to receive more shareholder proposals
on environmental or social issues. However, we do not observe that the
difference in political preference is associated with shareholder proposal
submissions on governance issues. Third, this pattern is also true for pro-
posals on CPA submitted by shareholders associated with public pension
funds.

As a robustness check, we present the results with a firm fixed effect
in Table OA3 in the Online Appendix. While the statistical significance
for public pension and SRI funds’ submissions of environmental or social
proposals is reduced from the 5 percent level to 10 percent, the difference
in political orientation between firms and shareholders is still positively
associated with the submission of environmental or social proposals,
even after we include a firm fixed effect that exploits only the within-firm
variation in the variable Firm’s Republican Leaning.

We also divide firms’ campaign contributions into those by CEOs,
non-CEO employees, and PACs to create the Republican Ratio differ-
ence measures between each type of contribution and each shareholder
group to see whether certain shareholders are more responsive to a dif-
ference in political preferences. Table OB7 in the Online Appendix shows
the results. Shareholders seem more responsive to the difference between
their contributions and firms’ official PAC contributions than to the gap
between their contributions and the contributions of CEOs or firms’ em-
ployees. This may be driven by the fact that while contributions by CEOs
and firms’ employees are made at the individual level, information about
firms’ PAC contributions may represent a more official stance by firms on
many issues.

One surprising pattern is the result with respect to union sharehold-
ers. Union shareholders that make more campaign contributions are
more likely to submit shareholder proposals both on governance and so-
cial issues. The frequency of union shareholders’ proposal submissions,
however, is not sensitive to companies’ political preferences. Although
this result might be counterintuitive given the popular perception of la-
bor unions’ political activities, Table 1 shows that unions as shareholders
focus heavily on governance proposals. Only 14 percent of the proposals
that union shareholders submitted were on environmental or social is-
sues. In contrast, 65 percent of the proposals submitted by public pen-
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sion funds and 82 percent of the proposals submitted by SRI funds were
on environmental or social issues. Union shareholders’ disproportionate
focus on governance issues may explain why we do not see the same pat-
tern for union shareholders proposal submissions on environmental or
social issues.

In addition, recent studies document how union shareholders are
mainly interested in increasing their influence in unionized firms and bar-
gaining leverage through shareholder proposals (Agrawal 2011; Matsu-
saka, Ozbas, and Yi 2019). This may also explain why union sharehold-
ers are not particularly responsive to firms’ political orientations.

Overall, results presented in Tables 3 and 4 suggest that Republican-
leaning firms receive more proposals, particularly from shareholders
associated with public pension funds, religious groups, and SRI funds.
Given that we control for variables related to corporate governance and
financial performance, the argument that Republican-leaning firms have
systematically different governance or market performance can be ruled
out. The finding that the difference in political preferences, as illustrated
by campaign contribution patterns, is strongly related to proposal sub-
missions on environmental or social issues suggests that shareholders
may use CPA as a proxy for corporate policies on environmental or social
issues.

To assess the possibility that the relationship between the political di-
vergence and shareholder activism is driven by firms’ preexisting policies
and practices on environmental or social issues, we gathered data from
two sources. First we collected the unfair labor practice cases filed with
the NLRB against S&P 500 firms during the period 1997-2014. Individ-
uals, unions, or employers can submit charges to the NLRB for unfair
labor practices described in section 8 of the National Labor Relations
Act. Although the majority of charges are settled by the parties before a
decision is made by the NLRB, the number of charges submitted against a
company in a given year could reveal the relationship between labor and
management in the company.

Second, we use data from KLD to measure firms’ CSR activities during
the period. The KLD data are most widely used by scholars to measure
firms” CSR activities (for example, Hillman and Keim 2001; Baron, Har-
joto, and Jo 2011; Richter 2016). The KLD data offer information about
seven issue areas and measure strength and concern in each area as a
dummy variable. Following the prior literature, we create a CSR index by
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summing the strength indicators and then subtracting the concern indi-
cators. Higher and positive KLD scores indicate stronger CSR records.?

Each year, on average, 7.7 unfair labor practice cases were filed with
the NLRB against the companies in our sample. The CSR scores of the
companies range from —11 to 19, with an average of .77. If Republican-
leaning contribution patterns are correlated with higher numbers of un-
fair labor practice cases and lower CSR scores, the relationship we doc-
ument in Tables 3 and 4 would be an artifact of those omitted variables
rather than a product of divergence in political preference between a
company and its shareholders. If this is the case, once we include the di-
rect measures of unfair labor practice cases and CSR scores of each firm,
the difference in political orientation between a company and its share-
holders should no longer be associated with the number of shareholder
proposal submissions, particularly on social issues.

Table 5 presents the results for the submission of social proposals
when we include the number of labor disputes submitted to the NLRB
and KLD scores in the empirical specification.?® Firms that had more
charges filed against them at the NLRB in a previous year tend to receive
more shareholder proposals on social issues by public pension and SRI
funds. Firms that have higher CSR scores in a previous year receive fewer
social proposals from public pension and religious-group shareholders.
These results indicate that firms’ labor relations and CSR scores are as-
sociated with shareholder activism on corporate policies regarding social
issues. Even after controlling for firms’ labor relations and CSR scores,
however, the positive relationship between the divergence in sharehold-
ers’ and companies’ political orientations and the submission of share-
holders’ social proposals persists.

These results collectively suggest that part of shareholder activism
through submitting shareholder proposals might be motivated by reasons
other than the corporate policies on social issues. One potential motiva-
tion that explains this ideology-driven activism would be political career
concerns of board members on public pension funds and other sharehold-
ers. As Romano (1993) points out, the structure of public pension fund
boards and the political affiliation of funds’ trustees make public pension

25. Among the 8,545 firm-year observations in our data, we have Kinder, Lydenberg,
Domini (KLD) Research and Analytics information for 6,224 (86 percent) observations.
For more details on the National Labor Relations Board data on unfair labor disputes
and the KLD data on corporate social responsibility score, see Online Appendix OC.

26. For the full regression result, see Table OBS8 in the Online Appendix.
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Table 5. Divergence in Political Preferences between Firms and Shareholders and Its
Relation to Environmental or Social Proposal Submissions

Public Religious
Pension Union Group SRI Fund
NLRB Disputes .000709*  .000247 .000829  .00370**
(2.07) (.35) (.72) (5.18)
KLD Score —.00670** —.000664 —.0123** —.000336
(—=3.77) (—.47) (—3.54) (—.13)
(In)Firm Contributions —.000400 —.00289  —.00464" —.00250
(—.25) (—1.45) (—1.75) (-1.13)
(In)Shareholder Contributions ~ .0234** .00536**  .0531** .0453**
(8.98) (5.97) (3.79) (8.07)
Firm’s Republican Leaning .0493**  —.000431 .0590* .0418*
(3.08) (—.04) (2.54) (2.07)
(In)Firm Lobbying Spending .00102 —.000611 —.000862 .000000168
(1.09) (—.66) (—.62) (.00)

Note. The unit of observation is the firm-year. Errors are clustered at the firm level;
t-statistics are in parentheses. All regressions include firm characteristics and industry
and year fixed effects. SRI = socially responsible investment; NLRB = National Labor
Relations Board; KLD = Kinder, Lydenberg, Domini. N = 5,285.

p <.l

*p <.0S.

**p < .01

funds more vulnerable to political pressures than other types of share-
holders. Hess (2005) finds, with some caveats, that public pension fund
systems are more likely to be active when more trustees are elected by
pension holders and at least some of the plan members are unionized.

Another motivation, which is not mutually exclusive from the first
motivation, is that Democratic-leaning shareholders may have concerns
that companies’ contributions will be used to sponsor candidates who
pursue policies that could weaken the interests of labor unions and their
members. These types of corporate activities may not be captured fully
in the measures of NLRB labor disputes or KLD CSR scores. Given that
the Republican Party tends to support less regulation and smaller govern-
ment, Democratic-leaning shareholders may be concerned about corpo-
rate political activities if the firms in which they invest contribute to can-
didates whose goals are to weaken those shareholders’ interests.

Many shareholders express ethical and social concerns beyond their
own immediate material interests, and some shareholders may pursue ac-
tions at the corporate level to influence political and social changes. For
example, after the mass shooting at Stoneman Douglas High School in
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Florida in February 2018, companies with ties to the National Rifle As-
sociation faced public criticism, and public employees put pressure on
public pension funds to sell their stakes in companies that manufacture
guns (Noguchi 2018). If shareholders assign weight to both profits and
social concerns in their welfare calculations, shareholder proposal sub-
missions on corporate policies are a useful way to press companies to
avoid welfare-reducing choices even when they are profitable (Hart and
Zingales 2017). Thus, environmental or social proposal submissions by
Democratic-leaning shareholders targeting Republican-leaning firms
could be a signal that the firms do not maximize those shareholders’ wel-
fare.

5. CONCLUSION

Despite shareholders’ heightened alertness to CPA in the wake of Citizens
United, there has been little empirical research on how corporate political
spending influences firms’ internal dynamics between management and
shareholders. By constructing a comprehensive data set combining cor-
porate political spending and shareholder proposals, this paper advances
our understanding of how shareholders respond to corporate political
engagement. We find that shareholder activism, reflected in shareholder
proposal submissions, is more sensitive to CPA if there is a larger diver-
gence between the political orientation of shareholders and that of man-
agement. Our results indicate that Republican-leaning companies receive
more shareholder proposals regarding environmental or social issues
from their public pension, religious-group, and SRI fund shareholders
that are more Democratic-leaning. This relationship persists even after
we control for each company’s CSR scores and labor relations.

Our finding provides another way to understand why companies did
not increase their corporate political spending after Citizens United.
There may be more than one reason companies stayed politically neutral
or inactive. Given that, for example, the CEO of Chick-fil-A’s comments
against same-sex marriage provoked a nationwide consumer boycott, ac-
tivists” reactions and potential negative market reactions are of concern to
corporate management (Baron and Diermeier 2007; Egorov and Harstad
2017). In addition to concerns about external reactions, our finding sug-
gests that potential internal reactions of shareholders also function as a
constraint on corporate political spending.
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This finding has important implications for the long-standing debate
on the mandatory disclosure of CPA and the role of special-interest share-
holders (Bebchuk and Jackson 2013; Copland 2013). Mandatory disclo-
sure of corporate political activities will give shareholders access to more
complete and accessible disclosure of political spending, and shareholders
will be better informed about the political involvement of the companies
in which they invest. At the same time, our results also illustrate how
increased transparency may galvanize certain shareholders to submit pro-
posals. Increases in the amount a company spends on political activities
can spark activism in certain shareholders that have divergent political
views and preferences from the company’s management. As shown by the
fact that social and environmental issues were the most popular topics
of shareholder proposals in the 2017 proxy season, shareholders have
gradually become more vocal about the social and political choices of
companies.

The fact that Democratic-leaning shareholders tend to target Republican-
leaning firms, however, does not necessarily mean that those shareholders
act against firms’ or other shareholders’ interests. For instance, if a com-
pany with a certain political orientation experiences a systemic conflict
between its labor and management, and the conflict disrupts production
at the plant level, a proposal submitted by shareholders that prioritizes
labor issues may prompt the company to reconsider the conflict. If man-
agement and the labor force reconcile, shareholders that submitted the
proposal may provide benefits to other shareholders as well.?”

On the other hand, if, for instance, shareholder activism is moti-
vated by the narrow self-interested career concerns of politically oriented
boards of trustees of public pension funds, this politically biased activism
may create harmful outcomes for other shareholders. Accordingly, the
question of whether shareholder engagement by special-interest groups is
beneficial or harmful to firms requires further research.

27. In line with this reasoning, Krueger and Mas (2004) show that labor strife at the
plant level is related to lower product quality.
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Table A6. Summary Statistics of Variables

N Mean SD Min Max

Total Proposal 8,545 1.20 2.28 0 28
Governance Proposal 8,545 .76 1.56 0 19
Social Proposal 8,545 44 1.04 0 12
CPA Proposal 8,545 .08 31 0 5
(In)Total Contributions 8,545 9.39 4.08 .00 16.70
(In)Total Individual Contributions

Republican 8,545 7.56 4.08 .00 15.40
(In)Total PAC Contributions Republican 8,545  5.50  5.60 .00 16.32
(In)Lobbying Spending 8,545 8.02 6.86 .00 17.71
Staggered Board 7,260 46 .50 0 1
Poison Pill 7,260 .34 47 0 1
Supermajority Voting 7,260 32 47 0 1
Limit Bylaw Amendment 7,260 .33 47 0 1
Limit Charter Amendment 7,260 24 43 0 1
Limit Special Meeting 7,260 40 49 0 1
Limit Written Consent 7,260 A7 .50 0 1
Assets ($billions) 8,480 41.5 152.1 92 2,573.1
Liability ($billions) 8,360 32.7 138.6 .00 2,341.0
Market Value ($billions) 8,255 232 439 .03  626.5
Revenue ($billions) 7,999 15.0 30.9 .00 4742
Book Value per Share ($) 8,371 18.62 25.49 —141.12 640.42
Tobin’s Q 7,984  2.59 2.78 99 105.57
Return on Assets 7,996 .06 12 =578 .99
Return on Equity 7,996 A5 295 14132 141.74

Note. The unit of observation is the firm-year. Numbers of observations vary because of
missing data.
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