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Abstract
We examine the impact of the Citizens United decision on firm value. While the value of U.S.
firms do not respond significantly to the Citizens United decision on average, we find evidence
that firms in industries subject to more extensive regulation react significantly and positively to
the announcement. We also find evidence consistent with Justice John Paul Stevens’ argument
that the Court decision will affect state laws. Specifically, our results indicate that firms that are
headquartered in states with more stringent limits on political spending by corporations respond
positively to the announcement.
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1. Introduction
In 2002, the Bi-Partisan Campaign Reform Act (BCRA) prohibited unlimited
contributions that firms and unions can make to the national political party committees, and
prohibited them from using general treasury funds to finance electioneering communications.
Subsequently, on January 21, 2010, the U.S. Supreme Court overturned BCRA’s provision
banning the funding of electioneering communications. Following the ruling, firms, unions, and
other interested parties are allowed to engage in unlimited spending on electioneering
communication as long as such communication is not coordinated with the candidates. This
ruling offers a unique opportunity to assess the effect of a form of corporate political spending on
firm value.
We study the impact of political spending on firm value by examining the stock price
reaction of firms to the announcement of the Citizens United decision. First, there is vast evidence
that new, unexpected, and value-relevant information affects prices immediately upon an

announcement. We use a well-established event study methodology that allows us to measure the
market’s assessment of the ruling on value of firms net of other market-wide, industry-specific,
and firm-specific effects. Second, the Citizens United ruling represents an exogenous change in
the environment for firms to engage in political spending and thus does not suffer from
endogeneity concerns (i.e., that firms perform well because they engage in political spending vs.
well-performing firms do more political spending). We hypothesize that if spending influences
the political process or outcomes, this ruling will have a more pronounced effect on firms that
are more closely scrutinized by the government. For instance, the impact of the Citizens United
ruling is potentially greater for firms in regulated industries because these industries have more
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interaction with the government. Similarly, firms for which legislation is pending around the
time of the ruling likely stand to benefit because such firms have more to gain if the Citizens
United ruling increases their ability to influence the pending regulations through independent
spending.
Some states impose limits on political spending by corporations. The Citizens United
ruling potentially places some of these laws in jeopardy, as suggested by the Supreme Court
Justice John Paul Stevens. Cooper, Gulen, and Ovtchinnikov (2010) show a positive association
between firm performance and political contributions when the firm is headquartered in the state
of the politician receiving the contributions, arguing that politicians in the headquarter state are
most able to affect the firm. Hence, we hypothesize that the Citizens United ruling affects firms
headquartered in states that have more regulation of political spending by corporations.
Using a large sample of U.S. publicly traded firms, we find that the Citizens United
decision had a measurable impact on many firms. Specifically, firms in a majority of regulated
industries have a significant and positive reaction to the decision. Of the regulated industries, for
example, firms in the oil industry react positively—around the announcement of the ruling
shareholders of such firms experience a 2.97% increase in the value of their shares in excess of
the overall market. Firms in other regulated industries react positively and significantly to the
ruling as well. Furthermore, we find that firms headquartered in states that have more political
spending restrictions have a significantly higher stock price reaction to the announcement than
firms headquartered in states with less stringent political spending rules.
This research contributes to the literature on the role of political spending on firm value
by examining the impact of the repeal of a key provision of BCRA that governs electioneering
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spending by corporations. It is closest to Ansolabehere, Snyder, and Ueda (2004) who study the
impact of the passage of BCRA on Fortune 500 firms, and to Werner (2011) who studies
whether the impact of the Citizens United decision is related to the level of political spending.
Each article studies firms that are part of S&P 500 and finds no evidence that firms characterized
by more political spending experience different valuation effects from firms that spend no money
on political issues. In contrast to Ansolabehere et al. (2004) and Werner (2011), we use a broad
sample of all publicly traded firms with available accounting data as opposed to restricting study
to the S&P 500, and, second, we use a model of expected returns that controls not only for the
market factor but also for size and market-to-book factors. Consistent with Werner (2011) we
find that on average the cross-section of firms does not react significantly to the Citizens United
decision. However, we find significant and varied reaction to the Citizens United decision for
firms in regulated industries, as well as for firms headquartered in states with restrictions on
campaign spending.
Since the Citizens United decision and subsequent to this research, on June 25, 2012, the
Supreme Court held that the Montana’s 100-year old law banning corporate political spending
was unconstitutional. This ruling, while only directly affecting the state of Montana, is likely to
put other states with restrictive election laws on notice and affect additional state election law
changes. Our result that firms headquartered in states with more stringent election laws reacted
more positively to the Citizens United ruling is consistent with an expected subsequent change in
the state election laws that will allow corporations to avail themselves of increased political
spending.
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The next section provides background information on the Citizens United ruling, reviews
the literature on politics and firm value, and proposes the hypotheses. Section 3 presents data and
methodology. Section 4 presents the results and section 5 concludes.

2. Background and Hypotheses
Under the Bipartisan Campaign Reform Act of 2002 (BCRA), also known as the
McCain-Feingold Act, corporations and unions are prohibited from using treasury funds to
finance electioneering communications (referred to as election spending) and are also prohibited
from unlimited direct contributions to candidates (referred to as election contributions). The
Citizens United decision overturned the provision in BCRA’s ban on election spending, holding
that under the First Amendment, corporate or union funding of independent election spending
cannot be limited. Independent election spending is political speech that is not coordinated with
the candidate. The renewed ability of firms to engage in election spending is likely to have
implications on the amount of political spending by firms. For instance, Bebchuk and Jackson
(2010) argue that if managers are willing to spend their own money to support candidates and
issues, then they are likely willing to spend money for which they do not bear the full costs as is
the case with their firm’s treasury funds. Further, to the extent that the marginal benefit of
political spending does not equal the marginal costs of such spending, the newly expanded
ability to engage in political spending should affect firm value.
Existing literature studying the relationship between politics and firm value focuses on
either how political connections affect firm value, or how contributions by firms, or individuals
affiliated with the firm, affect firm value. For instance, in a study of 47 countries, Faccio (2006)
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examines the impact on firm value of board members becoming involved in politics and finds
that such involvement is associated with a significant increase in firm value; however, no
significant effects of politicians joining boards are identified. Faccio and Parsley (2007) find that
when a politician from the hometown of a firm’s headquarters dies, that firm experiences a
decrease in firm value of 1.7%. Faccio, Masulis, and McConnell (2006) find that government
bailouts are more likely for politically connected firms.
While the political connectedness literature has been able to show a more solid
relationship between political connections and firm value, the results on the relation between
political contributions and firm value is mixed. Ansolabehere, de Figueiredo, and Snyder (2003)
summarize existing literature and report that few studies find a significant benefit to firms
making political contributions. More recently, Goldman, Rocholl, and So (2009) study S&P 500
firms and do not find a significant relation between political contributions and firm value. In
contrast, other studies show a significant relation between firm value and political contributions.
For instance, Roberts (1990) and Jayachandran (2006) show a negative impact on firm value
when the political individuals to whom the firm contributed leave their political positions,
suggesting that political spending is beneficial to firms. In a study of Brazilian firms, Claessens,
Feijen, and Laeven (2008) find that firms that contribute to political campaigns increase their
bank leverage after elections, suggesting that the political contributions increase access to bank
financing. More recently, Cooper, Gulen, and Ovtchinnikov (2010) study the relation between
the number of candidates to which a firm contributes in U.S. political campaigns and firm value.
They find that among firms that donate, those that donate to a greater number of candidates
experience higher future stock returns. However, Aggarwal, Meschke, and Wang (2010)
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examine the corporate contributions of firms to U.S. candidates and find a significant negative
relation between firm contributions and future stock returns. Further, they show that firms
making political contributions have worse corporate governance than non-contributing firms,
indicating that political contributions may be a symptom of agency problems within a firm.
In contrast to previous research, we assess the impact of political spending on firm value
by examining the market’s reaction to the announcement of the Citizens United ruling by the
U.S. Supreme Court on January 21, 2010. In an efficient market, unexpected, new, and
value-relevant information is immediately impounded into the stock price (Fama, 1971). This
allows us to focus on a narrow window around the announcement of Citizens United ruling to
measure the market’s assessment of the impact of the new information on the stock prices of
firms. We posit that if political spending is a form of investment for firms, then the contributions
should positively affect firm value provided such investment represents a value-increasing
investment. However, if Citizens United simply allows more wasteful (and value-decreasing)
investment in the political process then the repeal of BCRA should be associated with negative
valuation effects for firms more likely to engage in such wasteful spending.
One potential concern with all event studies is that the announcement may be anticipated.
In the context of our study previous rulings by the Supreme Court on campaign finance laws may
have caused the market to anticipate the Citizens United ruling. Specifically, Hasen (2010)
provides a summary of the Court’s rulings on campaign finance leading up to and including
Citizens. To the extent that the announcement was not a surprise, the market reaction should be
insignificant since market prices only adjust upon the arrival of new and unexpected information
(Fama, 1971).
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We propose that the repeal of the election spending provision of BCRA will have a
differential impact on firms contingent on the extent of their interactions with government as
well as the extent of existing state political spending regulation. Aggrawal et al. (2010) find that
the five industries that make the largest political contributions are Financial Trading, Banking,
Telecommunication, Utilities, and Transportation. These industries have substantial interaction
with the government because they are regulated. We therefore hypothesize that the impact of the
Citizens United ruling announcement will be more significant for firms in regulated industries
since these firms have more interaction with the government and more to gain from election
spending. That is, we posit that if election spending enables firms to affect legislative process
and outcomes, the valuation change should be more pronounced for firms which are subject to
more regulation.
Some states impose strict limits on political spending by corporations. While the Citizens
United ruling does not directly address such state laws, it may place some of these laws in
jeopardy. 1 As Justice John Paul Stevens states: “The Court operates with a sledgehammer rather
than a scalpel when it strikes down one of Congress’s most significant efforts to regulate the role
that corporations and unions play in electoral politics. It compounds the offense by implicitly
striking down a great many state laws as well.” 2 We hypothesize that the Citizens United
decision will have a more pronounced effect on firms subject to more stringent political spending
regulation, since the decision could lead to weakening of the effect of that state’s regulation.
Cooper, Gulen, and Ovtchinnikov (2010) argue that candidates in a firm’s headquarters state can

1

Many states are looking at updating their laws to avoid legal challenges (National Conference of State
Legislatures: http://www.ncsl.org/default.aspx?tabid=19607 accessed on 8/30/2011).
2
http://www.supremecourt.gov/opinions/09pdf/08-205.pdf
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do more to affect the firm and that therefore political contributions in the headquarters state is
most relevant to firm value. Consistent with this, Cooper et. al. (2010) show a positive
association between firm performance and political contributions to a politician in the state in
which the firm is headquartered. Therefore, we posit that firms with headquarters in states with
more stringent regulation of political spending may have more favorable reaction to the Citizens
United ruling.

3. Data and Methodology
We obtain daily stock price data from Center for Research in Securities Pricing (CRSP)
database and require that a company has at least 200 return observations between January 1,
2009 and January 31, 2010. Accounting information for fiscal year end 2009 is from Compustat.
We also collect information on corporate governance from Investor Responsibility Research
Center (IRRC). Bebchuk, Cohen, and Ferrell (2009) develop an entrenchment index (E-index)
based on six provisions followed by IRRC and show that six governance provisions are
negatively correlated with firm performance. 3 Following Bebchuk, Cohen, and Ferrell (2009),
we calculate E-index for firms in the IRRC universe. The final sample consists of 4,848 publicly
traded firms with sufficient stock price and accounting data.
We examine the stock price reaction of firms at the announcement of the Citizens United
ruling using an event study methodology. The event study is a standard methodology that allows
researchers to (i) assess the impact of new and unexpected firm-specific information on the value
of a stock as well as (ii) measure whether such impact is statistically significant. The past 30
3

The six provisions are staggered board, limitation on amending bylaws, limitation on amending charter,
supermajority to approve merger, golden parachute, and poison pill.
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years of research in financial economics shows that stock prices respond to variety of marketwide, industry-wide, and firm-specific information in efficient manner. Using an event study
allows researchers to separate the impact of market- and industry-wide information on the stock
price and to isolate the impact of particular firm-specific information of interest to the
researchers on the stock price. Hence, event study methodology allows researchers to measure
the effect of particular firm-specific information on a firm’s stock price, above and beyond the
effect of market- and industry-wide factors. The impact of such firm-specific information on the
stock price is measured as the abnormal (or “residual”) return, that is, the difference between the
actual return minus the expected return for a particular stock.
To estimate the expected return, we use a standard Fama-French three-factor model.
Specifically, we estimate the following model:

𝑅𝑡 = 𝛼 + 𝛽1 (𝑅𝑚𝑡 − 𝑅𝑓𝑡 ) + 𝛽2 𝑆𝑀𝐵𝑡 + 𝛽3 𝐻𝑀𝐿𝑡 + ∑3𝑖=1 𝛽4,𝑖 𝐷_𝐸𝑣𝑒𝑛𝑡𝑡,𝑖 + 𝑒𝑡

[1]

Where Rt is the firm’s return, Rft is the risk free rate, Rmt is the market return, SMBt is the size
factor, and HMLt is the book-to-market factor on date t. The dummy variables D_Eventt,i are
defined as in Salinger (1992) such that the coefficient β4,3 is the cumulative abnormal return
starting one day before and ending one day after the announcement date. 4 The cumulative
abnormal return is the sum of the abnormal returns over a three-day period centered on the

4
Using indicator variables is an econometric convenience of estimating the residual return and leads to identical
results if the model coefficients were estimated during an estimation window and then applied to calculate the
residual return on the event date. (Salinger (1992), p. 42.)
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announcement of the Citizens United ruling on January 21, 2010. We denote this cumulative
abnormal return as (CAR(-1,+1)) and it is also referred to as the announcement return.
Since stock prices change every day, it is important to identify whether the impact of
particular firm-specific information is sufficiently large, i.e. statistically significant, or whether it
is within a bound of normal daily variation for the stock. Event study takes into account the
historical variation of the stock price and informs the researchers whether the observed stock
price movement is statistically unusual. In terms of our regression model (1), the p-value of the
β4,3 coefficient reports the test of statistical significance. If the coefficient is positive and its
p-value is less than 5%, the researchers can conclude that the impact of the information studied is
positive and statistically different from zero, even after controlling for market and industry
factors.
Because the firms in our sample all share the same event (the announcement of the
Citizens United ruling) their abnormal returns are correlated. Therefore, we use an event study
methodology as in Schwert (1981) and Campbell, Lo, and MacKinlay (1997) that adjusts for this
correlation.
Table 1 shows the distribution of characteristics of firms in our sample. There are 4,848
firms in our sample with average market value of equity as of December 31, 2009 of $3.2 billion.
We proxy for growth options using the industry adjusted market-to-book (M/B) ratio which we
calculate as the market value of common equity plus book value of total liabilities all divided by
the book value of total assets; from this we subtract the industry average M/B. Firms with high
(low) M/B are firms with high (low) growth options. We identify industries based on FamaFrench 49 industry classification. The mean and median industry adjusted M/B is 0 and -0.175,
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respectively. 5 Firms that are less financially constrained (i.e., have high free cash flow or low
leverage) may be more likely to make political contributions. Industry adjusted Free cash flow is
defined as earnings before interest and taxes plus depreciation scaled by total assets, minus the
industry average free cash flow. The firms in our sample have average industry adjusted Free
cash flow of 0.40%. The mean unadjusted Free cash flow is 2.90%. Industry adjusted Leverage,
calculated as total liabilities divided by total assets minus the industry average leverage, is 0.30%. 6
We next identify which firms belong to regulated industries. We treat the following
industries as regulated: alcohol, tobacco, drugs, aircraft, guns, gold, oil, utilities, telecom,
transportation, banks, insurance, and finance. Approximately 43% of the firms are from
regulated industries. The lower half of the table shows the distribution in particular regulated
industries. The highest proportion of firms falls into the banking industry (12.3%), followed by
drugs industry (6.3%) while the fewest firms are in alcohol, guns, and tobacco industries.
Finally, the National Conference of State Legislatures (NCSL) identifies states that limit
direct corporate spending on candidate elections. 7 We identify each of these states because their
laws are in conflict with Citizens United and therefore likely to be affected by the decision. We
recognize other laws might exist which are common to all of these states. Identifying every such
law is not feasible, therefore we focus on the one law that these states have in common that is in
5

The unadjusted mean M/B is 1.79, suggesting that firms in our sample are, on average, valued 79% above their
book values.
6
Aggrawal et al. (2010) find that amount of donations is negatively associated with firm value and also report that
the largest donors experience positive future returns. We obtain data on the amount of political spending since 1989
from http://www.opensecrets.org/orgs/list.php?type=L (this data is based on information released by the FEC on
November 15, 2010). Inclusion of an indicator variable measuring the effect of large political spending, as identified
by Opensecrets.org, does not affect our conclusions.
7
See National Conference of State Legislatures: http://www.ncsl.org/default.aspx?tabid=19607 accessed on
8/30/2011.
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conflict with Citizens United and the one to which Justice John Paul Stevens draws attention.
The NCSL identifies these states as follows: Alabama, Alaska, Arizona, Colorado, Connecticut,
Iowa, Kentucky, Massachusetts, Michigan, Minnesota, Montana, New Hampshire, North
Carolina, North Dakota, Ohio, Oklahoma, Pennsylvania, Rhode Island, South Dakota,
Tennessee, Texas, West Virginia, Wisconsin, and Wyoming. We obtain a firm’s state of
headquarters from Compustat. Approximately 35.9% of our sample firms are headquartered in
one of these states.

4. Results
We first present our univariate results for portfolios of firms based on various
characteristics. We then study the firms’ stock price reaction to the Citizens United ruling in a
multivariate setting.

4.A Univariate Results
We first analyze the effect of the Citizens United U.S. Supreme Court ruling in a
univariate setting. We report the average announcement return (CAR(-1,+1)) for portfolios based
on industry membership and based on firms that are headquartered in states with laws that
conflict with Citizens United.
Table 2, Panel A presents the results based on broad groupings of firms by industry using
one-digit Standard Industrial Classification (“SIC”) codes. SIC codes have been developed and
updated by the Federal government to classify all economic activity into standard industry
groups since late 1930’s. For each industry, we report the CAR(-1,+1) in the three-day event
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window centered on the announcement day of the ruling. We find little evidence of a significant
reaction to the Citizens United based on the industry grouping. However, there is evidence that
financial institutions benefit from the ruling, as the CAR(-1,+1) for firms with SIC code between
6000 and 6999 is 3.14%, significant at the five percent level. Industries in this group include, for
example, banks, savings institutions, credit agencies, loan brokers, finance services, brokers,
insurance, and real estate.
Besides anticipation or lack of surprise, another concern about event studies is
confounding information. If information unrelated to the Citizens United ruling is announced
during the event window, some or all of the effect measured by the event study may be
attributable to the confounding information. Based on a public press search via Lexis/Nexis we
identify a significant news announcement by president Obama of a proposal to increase bank
regulation, the so called Volcker rule. 8 Therefore, it is possible that the announcement effect
includes the announcement of the Volcker rule. However, the Volcker rule, in increasing bank
regulations to limit the way banks can invest, and more specifically, in reducing their ability to
engage in proprietary trading for their own account, should have a negative impact on banks and
financial firms. This argument is consistent with studies of the 1999 repeal of these GlassSteagall-like restrictions on banks by the Financial Services Modernization Act. The findings
related to the Financial Services Modernization Act show that the repeal benefited financial
institutions (Akhigbe and Whyte, 2001; Carow and Heron, 2002; Carow, Kane, and Narayanan,
2011). Thus imposing the restrictions again should imply a detrimental effect on financial

8

Source: “Remarks by President on Financial Reform,” State News Service, January 21, 2010, 11:34 AM.
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institutions. This negative sentiment regarding the Volcker rule is echoed in the financial press. 9
Therefore, any positive effects to banks and financial firms due to the Citizens announcement are
likely to be attenuated by the Volcker rule announcement, not enhanced. However, while
unlikely, it is feasible that the announced version of the Volcker rule was less onerous than
expected by the market participants, potentially enhancing the announcement returns on the
event date. Since we are unable to separate these market expectations, this argument remains a
possibility that cannot be ruled out. However, we address this concern by examining firm
reactions when excluding financial firms. To make sure that our results are not in some way
driven by the confounding information that disproportionately affects financial firms we report
our regression results both with and without financial firms in the sample. Nevertheless, it is
important for us to point out that while the confounding information may affect the level of
announcement returns on the event date, it is unlikely that the announcement of the Volcker rule
biases our cross-sectional results related to the extent of regulation and the effect of state laws
which we later explain.
In Panel B of Table 2, we analyze regulated industries as defined in section 3. Overall,
regulated industries experience a significant CAR(-1,+1) of 1.82%. Excluding financial
companies from other regulated firms, the CAR(-1,+1) is an insignificant 0.38%. Finally,
industries which are not regulated also do not react significantly to the announcement, with a
CAR(-1,+1) of -0.44%. Panel C further separates the broad category of all regulated industries
into individual industry groups and presents the market reaction for each industry portfolio.
Results are similar to the one-digit SIC code industry separations previously discussed, with
9

See for instance, “Talk of Bank Regulation Spurs 200-Point Slide for Dow,” Marketwatch, January 21, 2010.
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banks experiencing a positive 4.39% CAR(-1,+1), significant at the one percent level. Panel D of
Table 2 analyzes the reaction based on the location of the firm’s headquarters. As discussed
earlier, the Citizens United ruling is expected to affect the state laws that currently regulate
political spending. For the sample of 1,741 firms headquartered in states that limit political
spending, the CAR(-1,+1) is 1.02%, however, it is statistically insignificant with a t-statistic of
1.59.
Based on the univariate results, we find a significant effect of the Citizens United ruling
on financial firms, and an insignificant impact for non-financial, regulated industries. The
evidence on the importance of the stringency of the state political spending regulation suggests
that the market expects the ruling to affect firms’ political spending under the state laws,
however the result is not statistically significant. We note that univariate results have to be
interpreted with caution, since many factors affecting the announcement returns are ignored in
such analysis. We therefore next analyze the stock price reaction in a regression setting.

4. B. Regression Results
We next analyze the market reaction to the Citizens United ruling in a multivariate
context. We present regressions analyzing how the firm’s industry classification affects the
announcement return (CAR(-1,+1)). The standard errors are clustered at the industry level and
are adjusted for heteroskedasticity. In all regressions, we control for firm-specific attributes that
have been shown in prior research to be related to firm political donation activity. These
firm-specific characteristics include industry adjusted Free cash flow, M/B, and Leverage, as
well as size (measured as the natural logarithm of market value of equity on December 31, 2009;
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log(Equity MV)). Higher free cash flow may provide managers with more prospects to behave
opportunistically. For example, Aggrawal, Meschke, and Wang (2010) find that donating firms
tend to have high free cash flow. However, Cooper et al. (2010), using the number of candidates
a firm donates to, finds that donating firms have low free cash flow. M/B has an inverse relation
to donations according to Aggrawal et al. (2010), while leverage does not have a robust
association. Firm size may matter because larger firms tend to have higher political contributions
(Aggrawal et al. 2010). At the same time, larger well-known firms may shy away from high
political contributions for fear of alienating investors and customers.
Regression results related to regulated industries are presented in Table 3. We begin by
including an indicator variable for regulated industries in regression (1). After controlling for
firm-specific characteristics, regulated industry is positive and significant at the five percent
level, indicating the market expects the ruling to be on average beneficial to regulated industries.
The coefficient implies a 2.27% higher cumulative abnormal return for firms in regulated
industries around the Citizens United ruling when compared to non-regulated firms. In regression
(2) we exclude bank, insurance, and finance industries from the sample. The coefficient on the
regulated industries indicator remains positive, however, the p-value increases to 18.8%.
Regression (3) reports results for individual regulated industries. Financial industries including
banks, insurance, and finance, all have positive and significant coefficients, ranging from 0.020
to 0.048. Therefore, despite the negative effect of Volcker rule announcement, financial firms
experience positive abnormal return. Furthermore, coefficients on the indicator variables for
other regulated industries, namely aircraft, oil, transportation, utilities, and tobacco, become
significant in the multivariate results, and with the exception of tobacco, all are positive. The
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range of the significant positive industry announcement effects when compared to non-regulated
firms, is from 0.44% for utilities to 2.65% for oil industry. The tobacco industry coefficient
implies a negative announcement effect of 0.70%, indicating that the political spending by
tobacco firms is expected to be wasteful, relative to the control group of non-regulated firms. We
add the E-index to assess the effect of corporate governance on our results in regression (4).
Since for more than 60% of the sample the IRRC data does not exist, we include an indicator
variable No IRRC Data following Cohen, Cohen, West, and Aiken (2003). 10 We expect that
firms with better governance (i.e. lower E-index) exhibit less wasteful political spending.
Regression (4) presents the results. The coefficient on E-index is indeed positive, however, it is
not significant (p-value of 12.7%). The inclusion of E-index causes the tobacco indicator to
become insignificant. Thus, after controlling for the effects of corporate governance, most
regulated industries experience a positive or insignificant effect upon the announcement of the
Citizens ruling.
Of the control variables, size is surprisingly insignificant. Leverage has a consistently
positive coefficient, however, the significance is mixed. Free cash flow has a consistently
negative coefficient, implying that firms with higher free cash flows experience stock price
decline on the announcement of Citizens United ruling. However, only in regression (2) is the
coefficient on free cash flow significant. Finally, the coefficient on M/B implies that firms with
higher M/B experienced a more negative price change upon the announcement of the Citizens
United ruling.

10

Allison (2001) indicates that the use of indicator variables for missing data is appropriate when the value simply
does not exist.
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We next analyze the extent of industry regulation and the effect it has on firm valuation
on the announcement date of the Citizens United ruling. We use two measures of the intensity of
industry regulation. The first measure uses data from Compustat that reports the sum of all pretax settlement special items and includes insurance proceeds and provisions to boost or reverse
reserves for litigation settlements. We sum the pre-tax settlement special items scaled by total
assets for all firms in a particular industry—this approach mitigates the effects on intra-industry
litigation and captures government, private litigation, and enforcement actions by entities outside
of the particular industry. This measure is consistent with some of the measures used by Jackson
(2007) who compares intensity of financial regulation across several countries. Since our work
focuses only on the U.S., we adopt the measure to industries in our sample. Secondly, we use a
simple measure of industry total market capitalization as a proxy for intensity of regulation
(Industry market value). If large industries attract more government oversight, the total industry
size should capture the variation in the extent of the current government regulation. Clearly,
neither of these two measures is perfect and likely contains substantial noise.
We report the results in Table 4. In both regressions we exclude financial firms. In
regression (1) we include Industry legal settlement expense as well as an interaction term with
regulated industry. If the extent of government regulation affects the value of firms on the
Citizens United announcement, we expect that the interaction term will have a positive and
significant coefficient. We find that the coefficient on the interaction term is positive and
significant at the five percent level suggesting that the relation between announcement returns
and extent of regulation is stronger than for non-regulated firms. In regression (2) we add
Industry market value and an interaction term with the regulated industry indicator. The
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interaction term has a positive coefficient, significant at the five percent level. The interaction
term of industry settlement expense and regulated industry remains positive and is now
significant at the one percent level. These results are consistent with firms in industries subject to
more regulatory scrutiny experiencing significantly higher increases in valuation on the
announcement date of the Citizens United ruling.
Table 5 analyzes the effect of state laws regulating political spending. Regressions (1),
(3), and (5) include all firms while regressions (2), (4), and (6) exclude financial firms. In
addition to firm-specific control variables, in regression (1), the basic specification, we include
an indicator for whether the firm is headquartered in a state with stringent regulation on
corporate political spending. The coefficient of 0.006 on the indicator is significant at better than
the one percent level and implies that firms headquartered in a state with stringent corporate
political spending regulation experience a 0.6% higher return than firms in states without such
regulation. In regression (2) we drop finance firms from the sample and re-estimate the
regression. The coefficient on the stringent state election regulation indicator remains positive
and is significant at the five percent level. These results are consistent with Justice John Paul
Stevens assertion that state laws will be affected, with subsequent ruling on Montana’s state
election law, and with findings of Cooper et al. (2010) that firms’ political activity in the
headquarters’ state matters. In regressions (3) and (4) we confirm that results continue to hold
when including the regulated industry indicator—the significance of the coefficients on the state
indicator is not affected by inclusion of the regulated industry indicator. In regression (5) which
once again includes financials, we examine whether firms in regulated industries that are
headquartered in states with stringent corporate political spending regulation experience
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differential announcement effects by including an interaction term between the regulated
industry and the headquarter state affected by Citizens indicator. The interaction term is
insignificant while the significance of the coefficient on the state indicator is not affected. Hence,
regulated firms headquartered in states with stringent political spending regulation do not
experience any additional affects. Finally, in regression (6), we exclude firms in banking,
insurance, and finance industries to verify that the effect of the headquarter state is not driven by
the confounding announcement of the Volcker rule affecting these industries. The coefficient of
the state indicator is significant at better than the one percent level and implies that firms
headquartered in a state with stringent corporate political spending regulation experience a 0.7%
higher return than firms in states without such regulation. Therefore, we conclude that the
confounding announcement of the Volcker rule affecting financial institutions does not drive the
result related to state political spending regulation. We also note that the regulated industry
indicator is significant at the five percent level. Overall, the results are consistent with the
proposition that the Citizens United ruling is expected to subsequently affect the state law and
that this effect is reflected in the market’s assessment of firm value at the time of the
announcement.

5. Conclusion
We study the impact of U.S. Supreme Court ruling, which expanded corporations’
political spending opportunities, on firm value. Using a large sample of U.S. publicly traded
firms, we find evidence that the Citizens United ruling had an impact on many firms. The
valuation effect of political spending is more pronounced for firms in regulated industries,
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especially for firms subject to more extensive regulation. Specifically, out of the regulated
industries, banks react most strongly when compared to other firms. While financials are
potentially affected by the Volcker rule announcement, even non-financial industries,
specifically, aircraft, oil, utility, telecommunications, and transportation industries, experience
statistically significant positive CARs at the announcement of the Citizens United ruling.
Our results also point to the importance of the U.S. Supreme Court ruling on state
election laws. We find that firms’ reactions differ based on the state laws affecting them. Firms
headquartered in states with more stringent corporate political contribution regulation experience
positive and significant reactions to the Citizens United ruling.
This study contributes to an emerging literature on the impact of corporate political
spending. As corporate political spending grows, opportunities for further research will help to
solidify our understanding of its impact.
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Table 1: Sample Characteristics
Sample = 4,848
Equity MV ($ in millions)

Average

Median

Std. Dev.

10th

90th

$3,156

$350

$13,355

$24

$5,539

Ind. Adj. M/B

0.000

-0.175

3.520

-1.260

0.949

Ind. Adj. Free cash flow

0.004

0.008

0.363

-0.133

0.177

Ind. Adj. Leverage

-0.003

-0.002

0.274

-0.301

0.274

Regulated industry

0.429

Alcohol ind.

0.003

Tobacco ind.

0.001

Drugs ind.

0.063

Aircraft ind.

0.005

Guns ind.

0.002

Oil ind.

0.046

Utilities ind.

0.028

Telecom ind.

0.034

Transportation ind.

0.031

Bank ind.

0.123

Insurance ind.

0.034

Finance ind.

0.059

HQ State affected by CU

0.359

Sample contains all publicly traded firms with sufficient stock price data during 2010 and 2011 on CRSP and data
available on Compustat.
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Table 2: Univariate Analysis of CAR(-1,+1)
N

Portfolio
CAR (-1,+1)

0

14

-2.60%

-0.97

1

347

-0.43%

-0.20

2

699

-0.40%

-0.45

3

1,113

-0.34%

-0.40

4

475

0.43%

0.49

5

365

0.54%

0.56

6

1,086

3.14%

3.10 ***

7

539

-0.36%

-0.43

8

194

-1.30%

-1.41

9

16

1.38%

1.31

Panel A: 1-Digit SIC Code

Panel B: Regulated vs. Not Regulated
Industries

Portfolio
CAR (-1,+1)

N

t-statistic

t-statistic

Regulated

2,079

1.82%

2.56 **

Regulated Excl. Banks, Insurance, Finance

1,034

0.38%

0.39

Not Regulated

2,769

-0.44%

-0.67
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Table 2, continued
Panel C: Regulated Industries

N

Portfolio
CAR (-1,+1)

Alcohol ind.

15

-0.28%

-0.17

Tobacco ind.

7

-1.10%

-0.48

Drugs ind.

306

-0.86%

-0.55

Aircraft ind.

23

0.56%

0.35

Guns ind.

10

-0.66%

-0.21

Oil ind.

222

2.22%

1.00

Utilities ind.

137

0.02%

0.02

Telecom ind.

166

-0.05%

-0.04

Transportation ind.

148

1.20%

0.79

Bank ind.

595

4.39%

3.67 ***

Insurance ind.

163

1.90%

1.23

Finance ind.

287

1.60%

1.07

Panel D: State Law Affected by CU

Portfolio
CAR (-1,+1)

N

t-statistic

t-statistic

HQ State affected by CU

1,741

1.02%

1.59

HQ State not affected by CU

3,107

0.25%

0.42

This table shows the cumulative abnormal return around the announcement of the Citizens United decision.
CAR(-1,+1) is the cumulative announcement return centered on the announcement day. The CAR(-1,+1) estimates
in this table calculated for the portfolio returns during the relevant window. ***, **, and * denote statistical
significance at the one, five, and ten percent level, respectively.
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Table 3: Regression Analysis of CAR(-1,+1) - Industry Effects
Intercept
Regulated industry

(1)

(2)

(3)

(4)

0.0062

-0.0170

-0.0065

0.0306*

(0.729)

(0.107)

(0.506)

(0.098)

0.0227**

0.0079

(0.013)

(0.188)

0.0014

0.0032

Alcohol ind.
Tobacco ind.
Drugs ind.
Aircraft ind.
Guns ind.
Oil ind.

(0.569)

(0.219)

-0.0070**

-0.0048

(0.028)

(0.155)

-0.0038

-0.0015

(0.108)

(0.542)

0.0099***

0.0099***

(0.000)

(0.000)

-0.0024

-0.0065

(0.810)

(0.559)

0.0265***

0.0297***

(0.000)

(0.000)

Utilities ind.

0.0044*

0.0042*

(0.098)

(0.083)

Telecom ind.

0.0040

0.0083***

(0.106)

(0.007)

Transportation ind.

0.0164***

0.0187***

(0.000)

(0.000)

Bank ind.

0.0485***

0.0490***

(0.000)

(0.000)

Insurance ind.

0.0233***

0.0241***

(0.000)

(0.000)

Finance ind.

0.0204***

0.0216***

(0.000)

(0.000)

E-Index

0.0013
(0.127)

No IRRC Data Indicator

-0.0146***
(0.004)

Ind. Adj. Leverage
Ind. Adj. Free cash flow
Ind. Adj. M/B
log(Equity MV)
2

Adjusted R
Observations

0.0083

0.0023

0.0073

0.0081*

(0.116)

(0.549)

(0.131)

(0.091)

-0.0013

-0.0078**

-0.0021

-0.0018

(0.706)

(0.041)

(0.498)

(0.548)

-0.0004*

-0.0010*

-0.0004*

-0.0003

(0.058)

(0.056)

(0.090)

(0.146)

-0.0008

0.0010

0.0002

-0.0021

(0.546)

(0.226)

(0.826)

(0.106)

0.0262
4,848

0.0065
3,803

0.0552
4,848

0.0646
4,848

This table reports result of OLS regression analyzing CAR(-1,+1) around the Citizens United decision, for all
publicly traded firms with sufficient data in 2010 and 2011. Regression (2) excludes firms in the following
industries: Bank, Insurance, and Finance. Standard errors are clustered at the industry level. ***, **, and * denote
statistical significance at the one, five, and ten percent level, respectively.
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Table 4: Regression Analysis of CAR(-1,+1) – Extent of Regulation, Non-Financials
(1)
Intercept
Industry legal settlement expense
Industry legal settlement expense X Regulated Ind.

(2)

0.014

0.016

(0.321)

(0.248)

0.003*

0.004**

(0.066)

(0.022)

0.023**

0.043***

(0.023)

(0.000)

Industry market value

0.002
(0.665)

Industry market value X Regulated Ind.

0.019**
(0.017)

Regulated industry

E-Index
No IRRC Data Indicator
Ind. Adj. Leverage
Ind. Adj. Free cash flow
Ind. Adj. M/B
log(Equity MV)

Adjusted R2
Observations

0.013**

-0.003

(0.033)

(0.690)

0.001

0.000

(0.315)

(0.396)

-0.011**

-0.012***

(0.016)

(0.006)

0.003

0.003

(0.441)

(0.434)

-0.007*

-0.006*

(0.074)

(0.092)

-0.001*

-0.001*

(0.079)

(0.082)

-0.001

-0.001

(0.383)

(0.301)

0.0169
3,803

0.0223
3,803

This table reports result of OLS regression analyzing CAR(-1,+1) around the Citizens United decision, for all
publicly traded firms with sufficient data in 2010 and 2011, excluding firms in the following industries: Bank,
Insurance, and Finance. Standard errors are clustered at the industry level. ***, **, and * denote statistical
significance at the one, five, and ten percent level, respectively.
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Table 5: Regression Analysis of CAR(-1,+1) - State Effects
(1)
Intercept
HQ State affected by CU

(2)

(3)

(4)

0.043

0.004

0.043

0.008

0.043

0.008

(0.754)

(0.122)

(0.545)

(0.123)

(0.551)

0.006***

0.007**

0.005***

0.006**

0.006**

0.007***

(0.008)

(0.040)

(0.004)

(0.023)

(0.027)

(0.008)

0.024***

0.009

0.024***

0.010**

(0.008)

(0.101)

(0.006)

(0.038)

-0.0002

-0.0010

(0.950)

(0.886)

HQ State affected by CU X Regulated Ind.

No IRRC Data Indicator
Ind. Adj. Leverage
Ind. Adj. Free cash flow
Ind. Adj. M/B
log(Equity MV)

2

Adjusted R
Observations

(6)

(0.223)

Regulated industry

E-Index

(5)

0.001

0.000

0.001

0.000

0.001

0.000

(0.234)

(0.731)

(0.210)

(0.710)

(0.213)

(0.713)

-0.011**

-0.010**

-0.015***

-0.011**

-0.015***

-0.011**

(0.015)

(0.038)

(0.004)

(0.013)

(0.004)

(0.013)

0.008

0.002

0.009*

0.003

0.009*

0.003

(0.140)

(0.544)

(0.091)

(0.483)

(0.093)

(0.488)

-0.001

-0.008**

-0.001

-0.008**

-0.001

-0.008**

(0.742)

(0.037)

(0.726)

(0.047)

(0.726)

(0.045)

0.000

-0.001*

0.000*

-0.001*

0.000*

-0.001*

(0.100)

(0.082)

(0.086)

(0.070)

(0.089)

(0.063)

-0.003

0.000

-0.003

-0.001

-0.003

-0.001

(0.262)

(0.853)

(0.118)

(0.546)

(0.118)

(0.549)

0.0113
4,848

0.0116
3,803

0.0387
4,848

0.0163
3,803

0.0387
4,848

0.0163
3,803

This table reports result of OLS regression analyzing CAR(-1,+1) around the Citizens United decision, for all
publicly traded firms with sufficient data in 2010 and 2011. Regressions (2), (4), and (6) exclude firms in the
following industries: Bank, Insurance, and Finance. Standard errors are clustered at the industry level. ***, **, and *
denote statistical significance at the one, five, and ten percent level, respectively.
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