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Abstract 

This study examines how differences in political views between a firm’s board of directors and its CEO 

affect corporate investment, performance, and value. We argue that this diversity in political views as 

measured by relative political contributions also captures differences in values, vision and the desired future 

for the firm. We find that diversity in political view influences corporate investment policies. We also report 

a negative effect of  political diversity on firm performance and value. We further document that political 

diversity is used in managerial hiring and affects composition of executive compensation. 
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Political Diversity within the Boardroom:  

Its Effect on Corporate Investment, Performance, and Value 

 

 
1. Introduction 

The political contributions of firms and corporate executives are often referred to as 

political investments (Snyder, 1990; Gordon, Hafer, and Landa, 2007; Cooper, Gulen, and 

Ovtchinnikov, 2010). But these contributions represent more than a political investment. The 

literature in political science establishes a link between political orientation, preferences, and 

behavior (Feldman, 1988; Caprara et al., 2006; Jost, Nosek, and Gosling, 2008). Consequently, we 

contend that a firm’s political contributions represent a board’s values and its vision for the firm1.  

Conversely, the individual contributions of corporate executives are likely to indicate their 

personal beliefs and values. These beliefs, however, can translate into specific work-related 

behaviors and actions (Hutton, Jiang, and Kumar, 2014). 

A difference in political orientation between CEOs and their board of directors can suggest 

a difference in the long-term vision of the firm’s future. Such disagreement about the firm’s future 

can have a deteriorating effect on communication, collaboration, and trust within the firm. This 

will necessarily erode corporate value and performance. A difference in political opinions, 

however, might have a positive effect on a firm value. The difference might lead to increased 

monitoring by the board and greater scrutiny of the CEO’s actions. To the extent that enhanced 

oversight of the CEO results in reduced agency costs, firm value is likely to improve.  

                                                           
1 Corporate political contributions represent investment projects proposed, discussed and voted by the board of 

directors. These contributions, however, are made on behalf of a firm to maximize the wealth of shareholders. We 

assume that political orientation of a firm represents that of its board acting on behalf of shareholders. Throughout the 

paper, when we talk about the difference in political orientation, we imply the difference in views between a CEO and 

a firm, represented by its board. Since directors represent the firm, we use terms “firm”, “directors” and “board” 

interchangeably. We use corporate political contributions and CEOs’ individual contributions to calculate the 

difference in political orientation.  
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This study examines the effect of a difference in political views between CEOs and their 

boards acting on behalf of a firm on corporate decision-making, performance, and value. We refer 

to this difference in political orientation between the CEO and the board of directors as the firm’s 

political wedge. We measure this wedge in our empirical analysis as the difference between the 

CEO’s and the firm’s net contributions to the Republican Party.  

Indeed, we discover that the board of directors considers the political orientation of future 

managers in their hiring decisions. Our empirical findings suggest that the differences in views 

and values proxied by a wedge in political contributions is used as a filter to screen candidates for 

the chief executive position. We determine that individuals making political contributions contrary 

to those of the board are 60 times less likely to be hired as a CEO than those having a similar 

political orientation. We further report that if such a manager is hired, that difference in political 

preferences does not vanish.  Rather, it remains constant during the individuals’ tenure as CEO. 

This result is consistent with our expectation that a political wedge represents differences in core 

beliefs which are largely invariant to change.  

Our evidence suggests an adverse effect on corporate decisions, performance, and value in 

the presence of a political wedge. We begin with an examination of the relation between the 

political wedge and a firm’s resource management practices. We determine that firms with a 

political wedge spend more than their industry peers. More specifically, we find that such firms 

underinvest in cash and overinvest in capital expenditures. Such larger spending, however, does 

not always indicate an inefficient use of a firm’s resources. We observe that the intensity of capital 

expenditures by firms with a political wedge is 0.56% higher than that of firms without a wedge. 

Even though these firms make R&D investments similar to those of industry peers, the efficiency 

of their R&D spending in creating revenue is lower by 0.46% (9.2% of the sample average). 
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We then investigate the relation between a political wedge and firm performance. We 

observe that firms with a political wedge financially underperform as measured by both accounting 

and market returns. The negative effect of a political wedge on performance also becomes stronger 

with  the size of the wedge. We find that a one standard deviation increase  in the size of the wedge 

decreases a firm’s return on equity and earnings per share by 1.6% and $0.45, respectively. A 

similar increase in the size of a wedge is associated with a 5.0% decrease in the firm’s market 

return on equity.  

Our empirical results suggest a similar effect on firm value. Given the wedge’s negative 

effect on firm performance, we anticipate it will also be  reflected in firm valuation. Indeed, we 

find that the presence of a political wedge decreases Tobin’s q and the market-to-book ratio by 

23.3% and 8.6%, respectively. 

We further analyze the relation between managerial compensation and the political wedge.  

We observe that CEOs working at “wedged” firms receive larger salary, bonus, and total 

compensation. We contend that these higher wages are a premium for the increased monitoring 

and suboptimal working environment they are likely to receive from the board. Indeed, we find 

that such CEOs contract for a greater percentage of cash compensation and a lower pay for 

performance sensitivity in their compensation arrangements.  

Finally, we examine the effect of changes in the regulation of corporate political 

contributions on the political wedge. The Citizens United court ruling has led to an increase in 

political spending by both firms and labor unions. After 2010, firms are allowed to make unlimited 

contributions and the ones made to Super PACs are undisclosed. We establish that both the 

probability and size of a political wedge decrease after 2010.  We find, however, that the effect of 

a wedge on firm’s spending, performance, and value remains similar. 
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The remainder of our study is organized as follows. Section 2 discusses the corporate 

political investment process and its corporate effects. Section 3 contains our hypothesis 

development and presentation. Section 4 describes the data collection process and presents the 

initial descriptive statistics of the sample. We discuss our measurement of political diversity in 

section 5. We present our main  empirical results in section 6. Section 7 contains a set of  robustness 

tests.  We discuss our findings, their importance, and future research implications in Section 8. 

 

2. Corporate Political Investment Process and Its Effect   

2.1 Political Orientation and Individual Beliefs  

 The existing literature reports that an individual’s political orientation is suggestive of an 

individual’s preferences and life perspectives. Feldman (1988), for instance, argues that one’s  

political orientation is consistent with personal core beliefs and values. Goren (2005) contends that 

political views align with an individual’s beliefs and opinions about a variety of social issues. By 

examining individuals’ political orientation, we can infer their basic values, traits, personal 

preferences, and attitudes. Caprara et al. (2006) examine the values and traits of voters of two 

major coalitions in the Italian national election of 2001. They discover strong differences in 

individual characteristics across members of the two political groups. Similarly, Jost, Nosek, and 

Gosling (2008) examine implicit and explicit preferences of conservators and liberals and report 

important personality and lifestyle differences. 

 Since political orientation serves as a proxy for personality and opinions, a difference in 

political views between individuals likely indicates disagreement in their basic core values, views, 

and preferences. Consequently, a difference in political orientation between a CEO and her board 
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acting on behalf of a firm might indicate disagreement in fundamental values, vision, and 

preferences.  

2.2 The Effect of CEO-Board Political Wedge  

 The effect of a political wedge on corporate decision-making, performance and value is 

not a priori obvious. If the differences in vision, principles and strategies result in reduced 

cooperation, coordination and information-sharing between the CEO and the board, then we 

anticipate a corresponding erosion in firm value and performance. If, however, the wedge causes 

increased dialogue and more intense communication between the board and CEO to find more 

common ground, then we can expect a positive effect on firm performance and values. 

2.2.1 Negative Effects   

 Value and vision differences between CEOs and their boards can degrade the corporate 

work environment, interfirm relationships, firm operations, and ultimately performance. 

Mintzberg (1989) and Hackman (2002) observe that such disagreements erode the work ethic of 

key employees and generate power struggles within a firm. The existence of these interpersonal 

conflicts is likely to distract from work responsibilities and encourage other managers to place 

self-interest ahead of their corporate responsibilities.   

 The presence of a political wedge can also reduce trust between a board and its CEO. 

Beyond increasing the information asymmetry between them, such distrust also adversely affects 

the quality of the firm’s governance. If a board does not fully trust its CEO, it is likely to engage 

in more extensive monitoring, reducing both the flexibility and speed of corporate decision-

making. At the same time, if a CEO does not trust the board, then she is more likely to make 

decisions that enhance personal gain and prestige.  
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 The existence of  a political wedge is likely to affect the formulation of a firm’s vision and 

the long-term strategy necessary to achieve it.  Decisions about the future of a firm require   

collaboration between the board and its CEO.  Differences in values and beliefs can make it more  

difficult for them to agree on the firm’s future and what actions are necessary to accomplish that 

vision.   

 A corporate political wedge also affect the firm’s internal decision-making process. Parties  

with differing views are more likely to seek compromise rather than optimization in their decision-

making. Their inability to reach agreement is likely to be reflected in suboptimal decisions or  

partial implementation of corporate plans. Further, a lack of collaboration can affect the time it 

takes for a CEO and a board to make a decision. Consequently, corporate decisions are delayed, 

deferred, or cancelled, resulting in loss of market opportunities.   

2.3.2 Positive Effects   

Alternatively, the presence of a political wedge might have a positive effect on interfirm 

relationships, the quality of decision-making, and firm  performance.  Intra-group disagreement 

can be associated with an open exchange of opinions and intense dialogue. An ability to openly 

express conflicting views and values improves corporate communication. Schweiger et al. (1989)  

observe that this also results in stronger interpersonal relationships, greater satisfaction from 

interactions with others, and a superior overall working environment. Differing values and 

preferences provide new perspectives from which to assess an issue, contributing to more effective 

strategic decisions. Further, the presence of a political wedge can exert a positive effect on 

corporate governance and internal decision-making processes. The presence of these other views 

and opinions might serve to constrain CEO power and limit the ability of managers to become 

entrenched.   
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3. Hypothesis Development  

3.1 Managerial Hiring 

 Among the many personal characteristics that affect executive hiring, individual political 

orientation might also be relevant. This is because a candidate’s political orientation can proxy for 

fit with a firm’s culture. A difference in political orientation between the executive and the board 

can indicate future disagreement, competing priorities, and contrary values. These disagreements 

and divergences can affect shareholder wealth.  To avoid the negative consequences of a cultural 

mismatch, a board might reject a candidate with a contrary political orientation. Therefore, we 

hypothesize:  

H1a: A board is less likely to hire a manager with a different political orientation. 

 It is possible, however, that some firms are either unaware of the adverse consequences 

resulting from a difference in political orientation or choose to assess candidates using other 

criteria. Thus, we hypothesize: 

H1b: Differences in political orientation do not affect CEO hiring. 

3.2 Corporate Investment  

 The political wedge between a board and the CEO can produce disagreement about the 

firm’s future. These disagreements regarding vision and the firm’s future strategies can be 

reflected in the firm’s investment decisions. Such disagreements are likely to result in sub-optimal 

decisions regarding cash holdings, inventories, R&D as well as fixed assets.  Consequently, the  

investment efficiency of the firm’s resource spending will be lower. Therefore, we hypothesize: 

H2a: The investment efficiency of firms with a political wedge is lower than that of firms without 

such a wedge. 
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 It might be, however, that the lack of agreement between the board and the CEO because 

of political differences might actually result in a better discussion of a firm’s future, more 

integrated operations, and more efficient resource management practices. This is because of the 

increased dialogue, more comprehensive communication, and  deeper vetting of core issues that is 

required in the presence of CEO-board policy fissures. Consequently, the investment efficiency of 

such firms will be higher than those of firms without a political wedge. Therefore, we alternatively 

hypothesize: 

H2b: The investment efficiency of firms with a political wedge is higher than of firms without a 

wedge.  

3.3 Corporate Acquisitions  

 The effect of a political wedge between a board and its CEO can also influence the quality 

of acquisitions attempted by a firm. Differences concerning the firm’s vision and its desired future 

make it less likely that the board and CEO are able to agree on an acceptable set of shareholder 

wealth-maximizing projects. Indeed, it is more probable that such firms will make  value-

destroying acquisitions.  Consequently, we hypothesize:  

H3a: The acquisition returns of firms with a political wedge are lower than of firms without a 

wedge.  

 Alternatively, for the same reasons described in Hypothesis Two, it might be that firms 

with a political wedge make value-increasing mergers, with such firms exhibiting higher 

acquisition returns. Therefore, we hypothesize:  

H3b: The acquisition returns of firms with a political wedge are higher than of firms without a 

wedge.  

3.4 Corporate Performance  
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 If the existence of a political wedge results in reduced investment efficiency and poor 

acquisitions, then the firm’s accounting and merger performance should be subsequently lower.  

The suboptimal allocation of resources, inefficient spending, and value destroying acquisitions are 

reflected in the firm’s financial statements and shared with investors. In turn, investors react 

negatively to this poor accounting performance and revalue the firm’s equity.  Overall, we expect 

an inverse relation between a political wedge and the firm’s performance. Therefore, we 

hypothesize: 

H4a: Firms with a political wedge exhibit lower accounting and market performance than firms 

without a wedge. 

 If a difference in political beliefs, however, is associated with making better decisions, 

more efficient investment, and stronger acquisitions, then we expect a positive relation between 

the political wedge and firm performance. Therefore, we hypothesize: 

H4b: Firms with a political wedge exhibit higher accounting and market performance than firms 

without a wedge.  

3.5 Corporate Value 

 Firm value represents an investors’ assessment of a firm’s long-term performance and its  

opportunities. Bad corporate decisions caused by a difference in political beliefs are reflected in 

poor operating performance by the firm. Investors will then react to this poor performance, 

reducing their value estimate of the firm. Therefore, we hypothesize:  

H5a: Firms with a political wedge have a lower market value than firms without a wedge. 

 If a political wedge results in more efficient corporate decisions it will be observed by 

investors, resulting in a higher firm valuation. Thus, we hypothesize: 

H5b: Firms with a political wedge have a higher market value than firms without a wedge.  
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3.6 Executive Compensation 

 The presence of a political wedge may result in poor corporate fit and disagreements 

between a manager and a board. The lack of trust between these parties can lead to excessive 

negotiations and affect the structure of executive compensation. If a manager believes that a lack 

of understanding and communication with the board might negatively affect her tenure at this firm, 

she might negotiate the compensation to be shifted towards more straight cash. Thus, we 

hypothesize:  

H6a: Firms with a political wedge are more likely to increase cash compensation. 

 Difference in political orientation within a firm might positively affect interactions between 

the CEO and her board. The CEO is trusted by directors to make corporate decisions necessary to 

improve shareholders’ wealth. Thus, we hypothesize: 

H6b: Firms with a political wedge are more likely to increase incentive compensation.  

 

4. Data and Sample Construction 

4.1 Data 

Due to the availability of the corporate and individual political contributions data, we start 

our sample construction period in 1990. We end our sample period in 2016. Because of our need 

for accounting data we limit our sample of firms to those contained on the Compustat Database. 

We then merge our sample with the Execucomp database to obtain required CEO data.  We obtain 

data on corporate and individual political contributions of CEOs from the Federal Election 

Commission. Finally, we use I/B/E/S for analyst coverage, ISS for corporate governance data, and 

13F database for institutional ownership. Our final sample consists of 18,289 firm-year 

observations. 
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4.2 Firms’ Characteristics 

 Panel A of Table 1 presents the statistical summary of our sample firms. We find that an 

average firm has total assets of $11.2 billion, a market capitalization of $2.7 billion, and a book-

to-market ratio of 0.61. Almost 30% of sample firms pay dividends to their shareholders. Sample 

firms are profitable, with an average ROA of 13.4% and a ROE of 9.6%. Additionally, firms in 

the sample have a mean total debt to assets ratio of 56% . An average sample firm is followed by 

10 analysts, with institutions owning 68.2% of  its equity. Firms in our sample have an average 

board size of 10, with about 7 of the directors being independent.  

4.3 CEOs’ Characteristics 

 Panel B of Table 1 presents a summary of the CEO characteristics and their related 

compensation. An average CEO in the sample is 56 years old and receives a mean total 

compensation of $4.83 million, of which salary represents almost 30%. The average stock and 

options awards in the sample equal $2.15 million and $1.00 million, respectively. Additionally, 

69.3% of CEOs also serve as the board chair.  

4.4  Summary of Political Contributions 

 A summary of political contributions and our main political variables is presented in Table 

2. The distribution of political contributions made by the sample firms is presented in Panel A. On 

average, sample firms make total annual contributions of $37,025, which include: targeted 

donations to individual candidates ($20,735), donations to political parties ($15,282), and other 

small contributions ($1,635). On average, sample firms make larger total donations to support 

Republican than Democratic ($20,422 v. $11,618, respectively) candidates/parties.   

The distribution of individual political contributions by CEOs is presented in Panel B of 

Table 2. Overall personal contributions are smaller than corporate donations made by our sample 
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boards. On average, CEOs make total annual contributions of $4,581. Unlike the sample firms, 

CEOs donate more to political parties than to individual candidates. On average, they contribute 

$2,357 to the Republican and $1,026 to the Democratic parties and candidates. 

 

5. Measurement and Distribution of the Political Wedge  

5.1  Estimating the Political Wedge  

We empirically measure the difference in political orientation between the firm and the 

CEO in multiple ways. First, we calculate the political wedge as the difference in net contributions 

to the Republican Party between the firm and its CEO2,3: 

𝑊𝑒𝑑𝑔𝑒 = | (
𝑅𝑒𝑝𝑢𝑏𝑙𝑖𝑐𝑎𝑛𝐶𝐸𝑂−𝐷𝑒𝑚𝑜𝑐𝑟𝑎𝑡𝑖𝑐𝐶𝐸𝑂

𝑇𝑜𝑡𝑎𝑙 𝐶𝑜𝑛𝑡𝑟𝑖𝑏𝑢𝑡𝑖𝑜𝑛𝑠𝐶𝐸𝑂
) − (

𝑅𝑒𝑝𝑢𝑏𝑙𝑖𝑐𝑎𝑛𝐹𝑖𝑟𝑚−𝐷𝑒𝑚𝑜𝑐𝑟𝑎𝑡𝑖𝑐𝐹𝑖𝑟𝑚

𝑇𝑜𝑡𝑎𝑙 𝐶𝑜𝑛𝑡𝑟𝑖𝑏𝑢𝑡𝑖𝑜𝑛𝑠 𝐹𝑖𝑟𝑚
) |                          (1) 

which ranges between 0 and 1. We also create an indicator variable Wedge Dummy, which equals 

1 if the political wedge is greater than 0. Finally, we create indicator variables Firm_Zero and 

CEO_Zero to capture whether only the firm or the CEO make political contributions, but not both. 

 A statistical summary of the political wedge is presented in Panel C of Table 2. On average, 

the difference in political orientation between sample firms and their CEOs is 16.5% for the sample 

firms. The average size of the wedge dummy equals 0.52. Additionally, 29.5% of firms do not 

make political donations while their CEOs make contributions. Only in 8.6% of sample firms do 

CEOs fail to make contributions when their firms do so. 

 The correlation and autocorrelation coefficients of the wedge are presented in Panel D of 

Table 2. We observe that the Wedge Dummy is negatively correlated with the Firm_Zero and 

                                                           
2 The percent of contributions to Republicans and Democrats are complements and sum to 100%. Calculating the 

wedge using Democratic contributions generates identical results. 

3 We also calculate the wedge using the gross contributions to Republicans instead of the net contributions. We re-

estimate the main regressions using this alternative measure and obtain comparable results. 
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CEO_Zero indicators. We also report that the indicator variables are more consistent over time 

than the wedge variable. The autocorrelation coefficient of the Wedge Dummy equals 0.71, while 

the coefficient for the Wedge equals 0.21. We conclude that the wedge presence is a stable effect, 

while the wedge size has substantial annual variation. Because of time-series variation in the 

Wedge variable, we use the Wedge Dummy as the main independent variable throughout this 

study4. The other indicator variables,  Firm_Zero and CEO_Zero, are also stable over time, having 

autocorrelation coefficients of 0.58 and 0.60, respectively. 

5.2 Distribution of the Political Wedge  

 The distributions of the political wedge are presented in Table 3. An industry statistical 

summary is presented in Panel A5. We find the largest number of firms with political wedges are  

in transportation (26.4%), public administration (17.6%), and financial services (17.1%). Though 

the wholesale trade industry has the smallest number of firms with a political wedge (8.1%), the 

size of their wedge is the largest at 0.65. The smallest wedge, 0.35, occurs with public 

administration firms. We also observe the greatest number of politically inactive firms, but whose 

CEOs make political contributions occur in the construction industry (39.2%). Seventeen percent 

of public administration firms make political contributions, while their CEOs chose not to donate. 

 The distribution of political wedges by elements of a firm’s corporate governance is 

presented in Panel B of Table 3. First, we compare the variables for firms with dual CEO/chairman 

appointments and those without. We find that the first group of firms is more likely to have a 

political wedge. The difference in web size between these two groups, however, is statistically 

insignificant. We also compare the wedge characteristics for firms with different board size and 

                                                           
4 We reestimate the main results using the Wedge variable and report them in section 7.2. 

5 We use the 2-digit SIC code to define the industry. 
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percentage of independent directors.  We observe that firms with larger and busier boards are more 

likely to have a political wedge. The size of the wedge in these groups, however, is smaller. This 

evidence is consistent with the argument that larger and more experienced boards are more likely 

to view political spending as an investment and thus spend more on political activity. 

 

6.  Empirical Findings  

6.1 Time-series Variation of the Political Wedge 

 To  test  for temporal stability in the political wedge, we first provide a univariate analysis 

in Panel A of Table 4. For each firm-year observation we compare the political wedge and its lag. 

We find the presence of  a political wedge to be quite consistent. We discover that 74.2% of firms 

with a political wedge in a given year continue with a wedge in the following year.  Similarly, 

about 95% of firms without a wedge continue to enjoy political unison in the next year. 

 We now introduce a multivariate analysis to our examination of corporate political wedges. 

Specifically, we test whether the historical presence of a political wedge and its size predicts its 

own time path. We regress the wedge indicator (the wedge) in year t on its lag. The regression 

results are presented in Panel B of Table 4. Our findings suggest that both the presence of the 

wedge and its size can be predicted with past corporate political behavior. We determine that a 

firm with a political wedge has a 98% probability of continuing with a political wedge in the 

following year. Similarly, a one standard deviation increase in the previous year’s  wedge is 

associated with a 3% increase in the size of a wedge for the following year.  We also report that 

the political wedge is more stable in larger firms with weaker corporate governance processes.  

6.2 Political Wedge and Managerial Turnover 
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 In this section we examine the relation between a political wedge and managerial turnover. 

The statistical summary of key personnel decisions by political wedge status is presented in Panel 

A of Table 5. We report a statistically significant difference in managerial hiring, turnover and 

forced terminations between firms with and without a political wedge. Firms are 60 times less 

likely to hire a CEO with a political orientation contrary to that of  the board. At the same time, 

firms currently having a political orientation disagreement are even less likely to do so. Managers 

with a different political orientation are more likely to leave (12.19% v. 10.77%) but are less likely 

to get fired (1.35% v. 2.10%). 

  To examine the relation between a firm’s political wedge and managerial decisions in a  

multivariate setting, we estimate the following regression: 

𝐷𝑒𝑐𝑖𝑠𝑖𝑜𝑛 =∝ +𝛽1 ∗ 𝑊𝑒𝑑𝑔𝑒 𝐷𝑢𝑚𝑚𝑦 + 𝛽𝑖 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠 + 𝛽𝑗 ∗ 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠 + 𝜀        (5) 

We use managerial hiring, turnover, and forced terminations as the dependent variables. 

For the hiring model specification, we calculate the political wedge between a firm and a CEO one 

and three years prior to the hiring. To identify involuntary terminations, we use the following 

criteria: 1) CEO is over 65 years old; 2) CEO does not serve on a board of directors following the 

termination. 

The regression results are presented in Panel B of Table 5. Consistent with our univariate 

results, we establish a significant negative relation between the presence of a political wedge and 

CEO hiring. The log odds coefficient of the political wedge dummy in in the first specification 

equals -4.2800, suggesting the probability of hiring a manager with a deviating political orientation 

is only 1%. Similarly, the probability of hiring such manager by a firm with a current political 

wedge is close to zero with the log odds coefficient of -39.9723. We fail, however, to discover a 

relation between a political wedge and managerial turnover or termination.   
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These results suggest that an individual’s political orientation represents an important 

factor used by the board to assess potential CEOs. Naturally, directors prefer to work with 

managers with similar values, views, and preferences to avoid conflicts in corporate decisions.  

The political wedge can serve as a screening mechanism to filter out CEOs with different political 

beliefs. This avoids internal conflict and the potential need for a forced dismissal.    

6.3 Political Wedge and Investment Decisions  

 Panel A of Table 6 presents a summary of those variables measuring how firms allocate 

available resources. The cash ratio is calculated as the industry-adjusted ratio of cash and 

marketable securities to a firm’s total assets. Similarly, the capital expenditures and research and 

development ratios represent the industry-adjusted ratios of capital expenditures and R&D 

expenditures to total assets6. If the industry-adjusted ratios are above (below) zero, it implies that 

the firm overinvests (underinvests) in cash, capital expenditures, or research and development 

compared to their peers7. The average adjusted cash ratio equals 9.3%, suggesting that firms in the 

sample overinvest in cash. The mean industry-adjusted capital expenditures and R&D ratios are 

also positive and equal 0.8% and 1.3%, respectively. Capital expenditures and R&D intensity 

represent how effectively firms use their resources and are calculated as the ratios of expenditures 

or R&D to sales (Straska and Waller, 2010; Hovakimian and Li, 2011). The mean intensity of 

capital expenditures and research and development are both 5%.  

 A comparison of  resource allocation measures by the Wedge Dummy is presented in Panel 

B of Table 6. Consistent with Hypothesis 2a, we expect that firms with a political wedge  deviate 

from industry practices when allocating resources. Similarly, we hypothesize these firms exhibit a 

                                                           
6 We follow D’Mello and Miranda (2010) in the calculation of industry-adjusted ratios. 

7 We use 4-digit SIC codes to identify industry peers. 
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lower intensity of capital expenditures and R&D spending. The results presented in Panel B 

suggest that firms with a political wedge underinvest in cash, capital expenditures, and research 

and development compared to their industry peers. Additionally, we discover that these firms 

exhibit a higher level of capital expenditures and a lower intensity of R&D spending. 

 To examine the relation between the difference in political orientation within the firm and 

its use of resources, we estimate the following regression: 

𝑅𝑎𝑡𝑖𝑜 =∝ +𝛽1 ∗ 𝑊𝑒𝑑𝑔𝑒 𝐷𝑢𝑚𝑚𝑦 + 𝛽𝑖 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠 + 𝛽𝑗 ∗ 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠 + 𝜀        (2) 

The dependent variable differs across specifications. Our results are presented in Panel C 

of Table 6. First, we examine the association between the political wedge and the firm’s resource 

management practices. Models 1 through 6 present the results of regressing the industry-adjusted 

ratios against the Wedge Dummy. We find that firms with a difference in political orientation 

underinvest in cash and overinvest in capital expenditures. Thus, the presence of the wedge 

decreases the industry-adjusted cash ratio by 2.71% and increases the adjusted capex ratio by 0.4%. 

Consistent with these results, we find that firms with a political wedge exhibit 6.3% lower odds of 

overinvesting in cash and 1.18 times greater odds of overinvesting in capex, relative to their peers. 

We fail to find, however, a significant relation between the political wedge and a firm’ research 

and development spending. 

Further we examine how effectively firms use their resources. More specifically, we use 

the capex and R&D ratios to examine how much firms spend to generate one dollar of revenue. 

The regression results, presented in columns 7 and 8, suggest that the political wedge within the 

firm is positively related to the level of capital expenditures and negatively related to the efficiency 

of R&D spending. The presence of the wedge within the firm is associated with a 0.56% increase 

in capex efficiency and a 0.46% decrease in R&D intensity.  
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Overall, we conclude that firms with a political wedge overinvest in capital expenditures 

compared to their peers, but manage them quite efficiently. Additionally, we observe that such 

firms do not deviate from industry practices regarding R&D spending. Finally, firms with a 

political wedge underinvest in cash relative to other firms in their industries. 

6.4 Political Wedge and the Quality of Acquisitions 

 We estimate cumulative abnormal returns surrounding the acquisition announcement as a 

measure of the short-term acquisition return and buy and hold returns as the measure of the long-

term return8. The distribution of short and long-term acquisition returns is presented in Panel A of 

Table 7. Overall, our sample firms experience positive returns from the acquisition 

announcements. We observe that, on average, sample firms earn 0.5% cumulative abnormal return 

over the 5 days around the filing. Similarly, cumulative abnormal returns 3 days around the deal 

announcement and on the announcement day equal 0.4% and 0.2%, respectively. The average buy-

and-hold returns of the sample firms are also positive. The two (three) year long-term returns equal 

5.6% (8.5%). 

 A comparison of acquisition returns by the political wedge dummy is presented in Panel B 

of Table 7. These results suggest that firms with a political wedge experience more negative short-

term cumulative abnormal returns, but more positive long-term returns. The differences in returns 

between these two groups of firms, however, are statistically insignificant. 

 The results of an OLS regression of the cumulative abnormal returns to the acquisitions 

announcements against the political wedge dummy are presented in column 1 of Panel C. We do 

not observe a significant relation between the wedge and short-term announcement returns. 

                                                           
8 If a firm had another acquisition attempt during the first three years after the first transaction, we exclude it from 

the sample. 
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Column 2 summarizes the results of the 3-year buy-and-hold returns regression. The regression 

coefficient of the political wedge dummy equals 0.1309 and is statistically significant. The results 

suggest a positive relation between the presence of the political wedge and the long-term 

performance of acquisitions. Thus, the long-term acquisition returns of firms with a political wedge 

are 13.09% higher than those of firms without a wedge.   

6.5 Political Wedge and Firm Performance 

 A summary of firm performance measures is presented in Panel A of Table 8. We use the 

return on assets, return on equity, and earnings per share to measure the firm’s  accounting 

performance9. The firm’s annual stock returns, market adjusted returns, CAPM adjusted returns, 

and Fama-French three factor adjusted returns capture its market performance. We determine that, 

on average, sample firms exhibit positive accounting performance. The mean return on assets and 

return on equity equal 13.4% and 9.6%, respectively. The average earnings per share is $1.94. The 

market performance of sample firms is mixed. Average gross and market-adjusted returns are 

positive (i.e., 16.2% and 6.6%), while the CAPM and Fama-French adjusted returns are negative 

(i.e., -3.4% and -2.6%). 

 The comparison of  firm performance by the political wedge dummy is contained in Panel 

B of Table 8. The results presented in the panel show that firms with a wedge experience superior  

accounting performance than other firms. The gross and market returns of these firms, however, 

are more negative than those of firms without a wedge. The differences in earnings per share, 

CAPM adjusted, and Fama-French adjusted returns for the two groups of firms are statistically 

insignificant. 

                                                           
9 We use earnings per share excluding extraordinary events as the main measure of earnings per share. We 

alternatively use earnings per share including extraordinary events and document similar results. 
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 According to Hypotheses 4a and 4b, we expect a relation between the political wedge and 

firm performance. The arguments presented in section 2.3 suggest that the difference in political 

orientation might affect corporate decisions which should be reflected in a firm’s performance. 

Therefore, we estimate the following regression: 

𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒 =∝ +𝛽1 ∗ 𝑊𝑒𝑑𝑔𝑒 𝐷𝑢𝑚𝑚𝑦 + 𝛽𝑖 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠 + 𝛽𝑗 ∗ 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠 + 𝜀        (3) 

 The regression results are contained in Panel C of Table 8. Columns 1 through 3 present 

the results of the return on assets, return on equity, and earnings per share regression models. The 

empirical evidence suggests an expected negative relation between the political wedge dummy and 

the return on equity. Thus, the return on equity of firms with a political wedge is 0.39% lower than 

that of firms without a wedge. We fail, however, to obtain a link between the wedge and other 

measures of accounting performance such as the return on assets or earnings per share. Columns 

4 through 7 present the results for market performance measures.  Consistent with Hypothesis 4, 

we find that the gross and market-adjusted stock returns of firms with a political wedge are 1.36% 

and 1.34% lower than those of firms without a wedge. Overall, we conclude that firms with a 

political wedge exhibit lower accounting performance as measured by the return on equity and 

lower market performance in the form of gross and market-adjusted stock returns. 

6.6 Political Wedge and Firm Value 

 Panel A of Table 9 presents the statistical summary of Tobin’s q and the market-to-book 

ratio. Both of these variables measure the firm’s value. The average q and market-to-book ratio in 

the sample equal 3.58 and 2.94, respectively. A  comparison of these measures between firms with 

and without a political wedge is presented in Panel B. Consistent with the argument in Hypothesis 

5, we discover that both Tobin’s q and the market-to-book ratio of firms with a political wedge are 

significantly lower than those of firms without a wedge. 
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 To examine the relation between a political wedge and firm value, we estimate the 

following regression: 

𝐹𝑖𝑟𝑚 𝑉𝑎𝑙𝑢𝑒 =∝ +𝛽1 ∗ 𝑊𝑒𝑑𝑔𝑒 𝐷𝑢𝑚𝑚𝑦 + 𝛽𝑖 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠 + 𝛽𝑗 ∗ 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠 + 𝜀 (4) 

 Hypothesis 5 argues that the effect of a political wedge on the quality of corporate decisions 

can be assessed by firm value. The empirical results for Tobin’s q and the market-to-book ratio 

regressions are presented in Panel C of Table 9. Consistent with the argument presented in section 

2.6, we observe a strong inverse relation between the political wedge dummy and measures of firm 

value. We discover that Tobin’s q and the market-to-book ratio of firms with a political wedge are 

lower by 0.84 and 0.25 than of firms without a wedge. Overall, we conclude that the suboptimal 

use of resources by firms with a political wedge is ultimately reflected in lower firm value. 

6.7 Political Wedge and Executive Compensation 

 In this section we examine whether a CEO’s political orientation influences the size and 

composition of executive compensation. More specifically, we test whether political affinity 

between the CEO and the board is reflected in executive compensation design. To investigate the 

relation between compensation-based incentives and the political wedge, we regress the lagged 

wedge indicator against various compensation dependent variables. We estimate the following 

regression: 

𝐶𝑜𝑚𝑝𝑒𝑛𝑠𝑎𝑡𝑖𝑜𝑛 =∝ +𝛽1 ∗ 𝑊𝑒𝑑𝑔𝑒 𝐷𝑢𝑚𝑚𝑦 + 𝛽𝑖 ∗ 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠 + 𝛽𝑗 ∗ 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠 + 𝜀        (6) 

 Our regression results are presented in Table 10. We use total compensation, cash 

compensation, percent of cash compensation, pay-performance sensitivity (delta), and sensitivity 

to stock price volatility (vega) as dependent variables10. We obtain a significantly positive relation 

                                                           
10 Core and Guay (2002) proposed the methodology to calculate managerial incentives. We use delta and vega 

dataset first presented in Coles, Daniels, and Naveen (2006) and maintained by Lalitha Naveen 

(https://sites.temple.edu/lnaveen/data/). 
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between the political wedge and the size of executive compensation. Total executive pay in firms 

with a political wedge is 34.7% higher than in firms with political unity.  Similarly, the presence 

of a political wedge is associated with a 14.1% increase in cash compensation. We observe, 

however, a positive relation between a  political wedge and the percent of cash compensation. 

Consistent with Hypothesis 6a, we report that a political wedge is associated with a 0.9% increase 

in the distribution of cash compensation. Further, we discover that the presence of a political wedge 

decreases the compensation delta by 51.4% and increases the vega by 1.2%. 

 These results are consistent with negative consequences resulting from a political wedge.   

The presence of a political wedge within a firm can lead to distrust and miscommunication between 

directors and a CEO. Consequently, in anticipation of poor work environment or short tenure a 

manager might require additional compensation. Further, such compensation policies are reflected 

in a higher percent of cash compensation and lower pay-performance sensitivity as indicated by 

our regression results. 

 

7. Robustness Examination  

7.1 Changes in the Regulation of Political Contributions 

 The Supreme Court’s decision in the Citizens United case has had a strong effect on 

corporate political activity. Since 2010, corporations and labor unions are allowed to incur 

unlimited independent expenses to support election campaigns. Additionally, the lift of the 

contribution limits was followed by a SpeechNOW court decision which contributes to the growing 

number of Super PACs.  

 We use these changes as an exogenous shock to the corporate political activity of our 

sample firms. A statistical comparison of the key political measures before and after 2011 is 
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presented in Panel A of Table 11. We observe a strong effect of the regulatory changes on the 

presence of a political wedge, the size of a wedge, and the propensity of CEOs and boards to make 

political contributions. The probability of a wedge within the firm after 2011 is lower by 7.2%, 

while the size of the wedge decreases from 0.53 to 0.45. Additionally, only 19.1% of firms choose 

not to make political contributions when their managers are politically active, compared to 33.4% 

prior to 2011. Similarly, we find that after 2011 managers of 5.5% of our sample firms choose not 

to contribute while their firms continue to make political donations. This compares to 9.8% of 

firms failing to make political contributions prior to the regulatory changes.  

As further robustness to our analysis, we use the difference-in-difference approach to 

capture the effect of regulatory changes on firms’ operations, performance, and value. We re-  

estimate the main regressions 2 through 5 using the following model: 

𝑅𝑎𝑡𝑖𝑜 =∝ +𝛽1 ∗ 𝑊𝑒𝑑𝑔𝑒 𝐷𝑢𝑚𝑚𝑦 + 𝛽2 ∗ 𝐴𝑓𝑡𝑒𝑟2011 + 𝛽3 ∗ 𝐼𝑛𝑡𝑒𝑟𝑎𝑐𝑡𝑖𝑜𝑛 + 𝜀                  (7) 

where the Interaction represents the interaction of the Wedge Dummy with the After2011 indicator 

variable. 

These regression results are presented in Panel B of Table 11. We find that in most 

specifications the Interaction coefficients are statistically insignificant, except for the stock returns 

regression models. Comparing the effect of a political wedge on stock returns before and after 

2011, however, we obtain a stronger negative effect of a wedge on firm’s returns after the change 

in regulations. Overall, we conclude that the change in the regulation of political contributions 

increases the financial support of electoral campaigns. Coates (2012) documents that this increase 

happens within firms which have been politically active prior to the Citizens United decision. Thus, 

traditionally politically active firms are contributing larger amounts using different channels.  
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Prior to 2011 firms were selective with their corporate political spending and tending to 

invest only in a  small number of political projects. After 2011 corporations are able to invest in a 

variety of the political projects, leading to a  decrease in the probability and size of the political 

wedge. The effect of a political wedge on a firm’s operations, performance, and firm value, 

however, remains similar. Thus, we conclude that the change in regulations of corporate political 

contributions does not influence the effect of a political wedge on a firm’s investment efficiency 

and firm value. Its effect on stock performance, however, is more negative after 2011. 

7.2 Individual Political Contributions of Directors 

 Personal political preferences of its directors might affect firm’s corporate political 

contributions and the presence of a political wedge. We examine individual contributions of 

directors and test whether the relation between a political wedge and corporate outcomes is robust 

to the inclusion of their political orientation.  

 Panel A of Table 12 presents the statistical summary of political contributions of individual 

directors. We use ISS (formerly RiskMetrics) dataset to obtain personal information about 

directors and match them to the data on individual political contributions from the FEC11. We 

report that, on average, directors in our sample contribute around $2,500 a year. Additionally, we 

find that female directors make significantly smaller contributions of $1,626, while the average 

annual contribution of a board chairman is around $8,000. We also calculate the average board 

contribution, which is  $14,442 for our sample. 

 The analysis of directors’ political orientation is presented in Panel B of Table 12. We 

calculate the percent of contributions made to the Republican Party and candidates for individual 

directors and their boards. We find that, on average, half of directors demonstrate support for the 

                                                           
11 On average, firms in our sample have 11 directors. 
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Republican views. In comparison, the majority of female directors choose to financially support 

the Democratic Party and its candidates. 

 To exclude a possible explanation that directors’ political preferences affect firms’ 

corporate contributions and, consequently, the political wedge, we examine the correlation 

between the percent of donations made to the Republicans for firms, directors, and chief executive 

officers. The results of the correlation analysis are presented in Panel C of Table 12. We find the 

correlation between political orientation of firms and their directors to be positive, but quite small 

at 14.0%.  

 To examine whether the presence of a political wedge has explanatory power beyond 

directors’ political orientation, we add the percent of Republican contributions made by the board 

to regression analysis. We regress the measures of resource management, firm performance and 

value against the indicator of the political wedge and boards’ political orientation at the same time. 

In un-tabulated results we report the effect of political wedge to be similar to that reported in 

Tables 6, 7, and 8. We also discover that directors’ political orientation alone does not affect 

corporate decision-making, performance or value. 

 This evidence suggests that corporate political contributions and the presence of a political 

wedge are robust to directors’ individual views and preferences. We conclude that the directors of 

our sample firms keep shareholders’ interests in mind while deciding on corporate political 

contributions.  

7.3 Size of the Wedge and Firm Performance 

 In this analysis w use the political wedge dummy as the main measure of the difference in 

political views within the firm. In this section we examine whether the size of the wedge has an 

effect on corporate decisions, firm performance, and company value. It might be with a larger 
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wedge, the difference in views, values, and culture between the firm and the CEO is more 

pronounced. Therefore, the distorting effect of the difference in political views on corporate 

investment, performance, and value should increase with the size of the wedge. 

 Consequently, we re-estimate regressions 2 through 5 using the size rather than the simple 

presence of the wedge as a regressor. While we find that the size of the wedge is not associated 

with the return on the investment of capital expenditures and R&D, we observe a strong inverse 

relation between wedge size and firm performance. The regression results for different measures 

of firm performance are presented in Table 13. Our findings are similar to those for the Wedge 

Dummy presented in Table 8. The regression coefficient for the political wedge size variable is 

both statistically and economically significant in 6 out of 7 model specifications. With respect to 

accounting performance, a one standard deviation increase in the wedge size is associated with a 

1.6% decrease in the return on equity and a $0.45 decrease in earnings per share. A similar increase 

in the size of the wedge is associated with a 5.0% decrease in annual gross stock return and a 5.5% 

decrease in the market-adjusted equity return. 

7.3 Direction of the Wedge 

 To better understand the effect of the political wedge on the firm, we decompose the 

political wedge dummy into two variables. The CEO Dummy captures the effect of a more 

conservative manager, who contributes a larger percentage to the Republican Party and candidates 

than the firm. This indicator variable equals 1 when the political wedge presented in section 3.4 

has a positive sign. Similarly, the Firm Dummy captures the more conservative firm effect and 

equals 1 when the political wedge is negative. 

 We re-estimate our main regressions using the CEO and Firm indicator variables instead 

of the Wedge Dummy. Our un-tabulated regression results are similar to those  presented in Tables 
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6, 7, and 8. We find that either the wedge indicator is associated with an underinvestment in cash, 

overinvestment in capital expenditures, and a lower return of the R&D investment. Additionally, 

the presence of the CEO or Firm wedge is negatively related to corporate accounting and market 

performance as well as firm value. We conclude that the direction of the wedge does not provide 

additional insight beyond those from the main results.  

7.4 Contribution Amounts and Firm Performance 

 The political wedge introduced in Section 3.4 and discussed in Section 4.5 captures the 

difference in political contributions made by boards and CEOs managers, but ignores their 

amounts. The existing literature describes a strong positive relation between the size of 

contributions, the behavior of politicians, and the benefits received by these politically connected 

firms (Ovtchinnikov and Pantaleoni, 2012; Bradley, Pantzalis, and Yuan, 2016; Minnick and 

Noga, 2017; Gounopoulos et al., 2017). Thus, we introduce another measure of the political wedge, 

calculated as the ratio of net contributions to the Republicans: 

    𝑊𝑒𝑑𝑔𝑒 =
(𝑅𝑒𝑝𝑢𝑏𝑙𝑖𝑐𝑎𝑛𝐶𝐸𝑂−𝐷𝑒𝑚𝑜𝑐𝑟𝑎𝑡𝑖𝑐𝐶𝐸𝑂)

(𝑅𝑒𝑝𝑢𝑏𝑙𝑖𝑐𝑎𝑛𝐹𝑖𝑟𝑚−𝐷𝑒𝑚𝑜𝑐𝑟𝑎𝑡𝑖𝑐𝐹𝑖𝑟𝑚)
                        (8) 

The size of the ratio indicates the difference in the size of the contributions made by the 

boards and the CEOs. If the wedge is less (greater) than 1, it suggests that the net Republican 

contributions of managers are smaller (greater) than those made by the board on behalf of the firm.  

The sign of the wedge indicates the difference in political orientation between the firm and the 

CEOs.  

We re-estimate our main regressions 2 through 5 using this measure of the political wedge. 

In un-tabulated results we find that the relation between the size of contributions and firm’s 

corporate decision making, performance, and` value is statistically insignificant. These results 

suggest that the difference in political orientation does not necessary increase with the size of 
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political contributions. Once it is present within the firm, the political wedge has a stable effect on 

firm’s operations, performance, and value. 

 

8. Conclusion and Discussion  

 This study introduces the concept of a political wedge between a firm’s board of directors 

and its CEO based on political contributions. We contend that this wedge can proxy  for differences 

in vision, values, and the desired future for the firm. We discover in our empirical analysis that 

this wedge exerts a strong negative effect on various corporate decisions.  

The empirical evidence presented in this study makes multiple contributions to various 

literatures. It expands the corporate finance literature through its development of  a new dimension 

of  board-CEO relations. Our measure of political differences between the board and CEO is novel 

and allows us to measure value alignment between the firm’s board of directors and its CEO. In 

this sense, it identifies a new source for agency conflict within the modern corporation.  

Further, the results have implications for corporate management practices and decisions. 

We find that political homophily affects executive personnel decisions. To avoid conflicts arising 

from core differences directors might prefer to work with executives holding similar political 

preferences and attitudes. The existence of a political wedge also effects the design of executive 

compensation, reducing the incentive component and replacing it with fixed salary.   
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Table 1: Descriptive Statistics of Firms and CEOs       
This table presents firms' and CEOs' characteristics. Panel A reports statistical summary of 

sample firms. Panel B presents summary statistics of sample firms' CEOs. Total Assets 

represents firms total assets in millions. Log Market Cap is the natural log of firms' market 

capitalization. Tobin's Q is calculated as a ratio of market value of equity and book value of 

debt to firms' total assets. Dividend Payout represents a percent of total firms which pay 

dividends. Book-to-market is calculated as a ratio of book equity to market equity. ROA is 

a ratio of net income to total assets. ROE is a ratio of net income to total equity. Debt-to-

assets is a ratio of total debt to total assets. Analysts represents a number of analysts 

following sample firms. Institutional Ownership is a percent of total shares owned by 

institutional investors. Directors equals a number of firms' directors. Board Independence is 

a percent of independent directors on a board. Board Assignments represents cumulative 

number of outside appointments held by directors. Board Tenure is a cumulative tenure of 

firms' directors. CEO Age defines age of CEOs. CEO Chairman represents a percent of 

CEOs who also serve as board chairman. Salary represents CEOs' salary in millions. Bonus 

equals CEOs' bonus in millions. Stock Awards represents a cumulative value of stocks 

vested to CEOs in millions. Option Awards represents a value of options vested to CEOs in 

millions. Total Compensation represents cumulative compensation of CEOs in millions. 

Pct Salary represents a ratio of CEOs' salary to total compensation. 

 

Panel A: Firms Summary              

  N 

25th 

Pctl Mean Median 75th Pctl StDev 
 

Total Assets (Mil.) 38,912 600 11,169 1,946 7,057 31,516 
 

Log Market Cap 38,316 6.67 7.91 7.95 9.24 1.90 
 

Tobin's Q 38,302 1.19 3.58 1.96 3.75 4.67 
 

Dividend Payout (%) 30,123 0.0% 29.8% 11.1% 37.6% 57.4% 
 

Book-to-market 33,665 0.30 0.61 0.50 0.78 0.44 
 

ROA (%) 34,156 7.2% 13.4% 12.8% 19.0% 10.9% 
 

ROE (%) 33,581 4.9% 9.6% 11.1% 18.2% 23.3% 
 

Debt-to-assets 34,182 0.40 0.56 0.57 0.72 0.23 
 

Analysts 38,967 4 10 8 14 8 
 

Institutional Ownership (%) 30,498 54.0% 68.2% 71.4% 85.1% 24.1% 
 

Directors 20,943 8 10 9 11 3 
 

Board Independence (%) 20,943 61.5% 71.0% 75.0% 84.6% 16.4% 
 

Board Assignments 18,809 3 8 7 12 7 
 

Board Tenure 18,805 6 9 8 11 4 
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Panel B: CEOs Summary 

  N 

25th 

Pctl Mean Median 75th Pctl StDev 
 

CEO Age 37,546 51 56 56 61 7 
 

CEO Chairman (%) 20,943 0.0% 69.3% 100.0% 100.0% 46.1% 
 

Salary (Mil.) 38,967 0.45 0.70 0.65 0.92 0.35 
 

Bonus (Mil.) 38,967 0.00 0.44 0.02 0.50 0.87 
 

Stock Awards (Mil.) 19,296 0.10 2.15 1.11 2.99 2.87 
 

Option Awards (Mil.) 19,296 0.00 1.00 0.19 1.25 1.79 
 

Total Compensation (Mil.) 38,732 1.29 4.83 2.83 6.06 5.65 
 

Pct Salary (%) 38,732 12.9% 29.6% 22.5% 39.8% 23.1% 
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Table 2: Statistical Summary of Political Variables             
This table presents a statistical summary of political variables. Panel A presents a summary of firms' political contributions. Panel B presents a summary 

of CEOs' political contributions. Panel C presents a summary of variables measuring difference in political orientation. Panel D presents correlations of 

variables measuring difference in political orientation. Wedge Dummy is an indicator variable which equals one when there is a political wedge within a 

firm. Wedge is calculated as an absolute value of a difference in ratios of net contributions to Republicans between a firm and a CEO. Firm/CEO (0,1) is 

an indicator variable which equals one when a firm does not make political contributions but its CEO does. Firm/CEO (1,0) is an indicator variable which 

equals one when a firm makes political contributions but its CEO does not. 

Panel A: Summary of Firms' Political Contributions             

  N Min 25th Pctl Mean Median 75th Pctl Max StDev 

Total Contributions 38,967 0 0 37,025 0 25 973,832 135,179 

Candidate Contributions 38,967 0 0 20,735 0 0 500,850 71,787 

Party Contributions 38,967 0 0 15,282 0 0 456,843 62,511 

Contributions to Republicans 38,967 0 0 20,422 0 0 526,878 74,226 

Contributions to Democrats 38,967 0 0 11,618 0 0 308,500 44,132 

Other Contributions 38,967 0 0 1,635 0 0 47,500 6,667 

                  

Panel B: Summary of CEO's Political Contributions             

  N Min 25th Pctl Mean Median 75th Pctl Max StDev 

Total Contributions 38,967 0 0 4,581 0 3,000 88,500 12,815 

Candidate Contributions 38,967 0 0 1,723 0 1,500 26,250 4,137 

Party Contributions 38,967 0 0 2,681 0 750 66,600 9,137 

Contributions to Republicans 38,967 0 0 2,357 0 1,000 59,800 8,174 

Contributions to Democrats 38,967 0 0 1,026 0 0 30,250 3,955 

Other Contributions 38,967 0 0 702 0 0 10,000 1,838 

                  

Panel C: Summary of Differences in Political Orientation             

  N Min 25th Pctl Mean Median 75th Pctl Max StDev 

Wedge Dummy 38,967 0.0% 0.0% 16.5% 0.0% 0.0% 100.0% 37.2% 

Wedge 6,444 0.00 0.18 0.52 0.41 0.76 2.00 0.44 

Firm/CEO (0,1) 38,967 0.0% 0.0% 29.5% 0.0% 100.0% 100.0% 45.6% 

Firm/CEO (1,0) 38,967 0.0% 0.0% 8.6% 0.0% 0.0% 100.0% 28.0% 
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Panel D: Correlations of Differences in Political Orientation     

  

Wedge 

Dummy 
Wedge Firm/CEO (0,1) 

Firm/CEO 

(1,0) 

Wedge Dummy         

Wedge         

Firm/CEO (0,1) -28.8%       

Firm/CEO (1,0) -13.7%   -19.8%   

Autocorrelation Coefficient 0.7060 0.2096 0.5821 0.6037 
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Table 3: Distributions of Political Variables             
This table presents distributions of variables measuring difference in political orientation. Panel A presents a distribution by industry 

measured by 2-digit SIC code. Panel B presents a distribution by corporate governance. Wedge Dummy is an indicator variable which equals 

one when there is a political wedge within a firm. Wedge is calculated as an absolute value of a difference in ratios of net contributions to 

Republicans between a firm and a CEO. Firm/CEO (0,1) is an indicator variable which equals one when a firm does not make political 

contributions but its CEO does. Firm/CEO (1,0) is an indicator variable which equals one when a firm makes political contributions but its 

CEO does not. 

Panel A: Distribution of Political Differences by Industry             

  
Mining Construction Manufacturing Transportation Wholesale Retail Finance Services 

Public 

Administration 

Wedge Dummy 15.5% 16.2% 15.7% 26.4% 8.1% 14.6% 17.1% 12.4% 17.6% 

Wedge 0.47 0.62 0.50 0.48 0.65 0.54 0.52 0.61 0.35 

Firm/CEO (0,1) 24.6% 39.2% 26.7% 33.2% 34.8% 31.3% 33.4% 28.6% 27.7% 

Firm/CEO (1,0) 13.1% 8.5% 7.9% 11.4% 6.6% 7.6% 8.4% 6.9% 17.0% 

 

Panel B: Distribution of Political Differences by Corporate Governance             

  CEO/Chairman   Board Size   Board Appointments 

  Yes No t-test   Above Median Below Median t-test   Above Median 

Below 

Median t-test 

Wedge Dummy 25.1% 15.6% 16.38***   31.4% 11.4% 40.19***   32.0% 12.0% 37.60*** 

Wedge 0.51 0.50 0.74   0.49 0.54 -5.04***   0.49 0.54 -3.94*** 

Firm/CEO (0,1) 31.9% 29.8% 3.16***   29.0% 29.6% -1.21   26.6% 30.3% -6.91*** 

Firm/CEO (1,0) 12.1% 8.8% 7.31***   15.2% 6.3% 23.05***   15.5% 6.6% 21.68*** 
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Table 4: Time Series Analysis of Political Wedge 
This table presents the results of time-series analysis. Panel A presents the 

distribution of Wedge Dummy from year t to year t+1. Panel B presents 

the results of regressing lagged Wedge Dummy on itself in year t. Wedge 

Dummy is an indicator variable which equals one when there is a political 

wedge within a firm. Definitions of control variables are presented in 

Table 1. Control variables are winsorized at 1%. ***, **, and * indicate 

statistical significance at the 1%, 5%, and 10% levels, respectively. T-

statistics are reported in parentheses. 

Panel A: Summary of Time-Series Variation   

t=0 

t+1 

% 

Wedge Dummy=1 

% 

Wedge Dummy=0 

Wedge Dummy=1 74.2% 25.8% 

Wedge Dummy=0 5.2% 94.8% 
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Panel B: Time-Series Estimation of Political Wedge 

  (1) (2) 

  Wedge Dummy Wedge 

Intercept -6.7433*** 

(-16.64) 

0.1568** 

(2.39) 

Wedge Dummy (t-1) 3.8172*** 

(66.20)   

Wedge (t-1) 
  

0.0701*** 

(5.76) 

Log Market Cap 0.1872*** 

(6.07) 

0.0123*** 

(2.19) 

Payout Ratio 0.0048 

(0.09) 

-0.0066 

(-0.89) 

Book-to-market 0.2709*** 

(3.22) 

0.0013 

(0.09) 

ROA 0.4579 

(1.13) 

-0.0802 

(-0.91) 

Debt-to-assets 0.6302*** 

(3.44) 

-0.0159 

(-0.47) 

Analysts 0.0071 

(1.21) 

0.0087 

(0.09) 

Directors 0.0269** 

(2.41) 

-0.0068*** 

(-3.78) 

Board Independence 0.1036 

(0.52) 

0.0522 

(1.39) 

CEO Age 0.0075* 

(1.75) 

0.0001 

(0.16) 

CEO Chairman 0.1880*** 

(2.74) 

-0.0036 

(-0.31) 

Pct_Salary -0.0580 

(-0.35) 

0.0075 

(0.23) 

Year FE Yes Yes 

Industry FE Yes Yes 

Cluster Firm Firm 

N 18,036 3,338 

Adj R-sq 36.3% 3.9% 
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Table 5: Political Wedge and Managerial Hiring   
This table presents the analysis of managerial hiring. Panel A presents the 

comparison of managerial hiring variables by Wedge Dummy variable. Panel B 

presents the results of regressing managerial hiring variables on Wedge Dummy. 

Hiring is an indicator variable which equals 1 when a new CEO is hired. Hiring 

Current Wedge is an indicator variable which equals 1 when a new CEO is hired 

and a hiring firm currently has a political wedge. Turnover is an indicator 

variable which equals 1 when a CEO is leaving a firm. Forced Turnover is an 

indicator variable which equals 1 when a CEO is forced to leave a firm. Wedge 

Dummy is an indicator variable which equals one when there is a political wedge 

within a firm. Definitions of control variables are presented in Table 1. Control 

variables are winsorized at 1%. ***, **, and * indicate statistical significance at 

the 1%, 5%, and 10% levels, respectively. Chi-square statistics are reported in 

parentheses. 

Panel A: Comparison of Managerial Hiring by Political Wedge 

  
CEO with 

Wedge 
  

CEO w/o 

Wedge 
  

 

Hiring 0.20%   12.13%    

Hiring Current Wedge 0.15%   100.00%    

Turnover 12.19%   10.77%    

Forced Turnover 1.35%   2.10%    



41 
 

Panel B: Wedge Dummy and Managerial Hiring Decisions   

  (1) (2) (3) (4) 

  

Hiring 

Hiring 

Current 

Wedge 

Turnover 
Forced 

Turnover 

Intercept -8.1555*** 

(-20.67) 

-5.5632 

(-0.92) 

-7.9487 

(-20.15) 

0.9764 

(1.31) 

Wedge Dummy -4.2800*** 

(-11.28) 

-39.9723*** 

(-16.56) 

0.0450 

(0.66) 

0.0459 

(0.23) 

Log Market Cap 0.0728*** 

(2.63) 

1.3802*** 

(3.32) 

0.0115 

(0.42) 

-0.0509 

(-0.67) 

Payout Ratio 0.1645*** 

(3.93) 

0.5729 

(0.92) 

0.1248*** 

(2.81) 

0.1688 

(1.44) 

Book-to-market 0.0239 

(0.26) 

2.2545*** 

(2.82) 

0.0595 

(0.70) 

0.0739 

(0.31) 

ROA -0.5850 

(-1.39) 

10.9983 

(1.27) 

-0.3145 

(-0.75) 

1.7765* 

(1.88) 

Debt-to-assets -0.0342 

(-0.20) 

8.2202** 

(2.06) 

0.0216 

(0.13) 

-0.0702 

(-0.16) 

Analysts 0.0109* 

(1.92) 

-0.0604 

(-0.58) 

0.0065 

(1.13) 

0.0145 

(1.03) 

Directors 0.0248** 

(2.41) 

0.0049 

(0.02) 

0.0185* 

(1.72) 

-0.1005** 

(-2.51) 

Board Independence 0.5442*** 

(2.88) 

-2.1617 

(-0.92) 

0.1487 

(0.78) 

-0.2860 

(-0.51) 

CEO Age 0.0832*** 

(20.58) 

0.2099*** 

(3.49) 

0.0956*** 

(22.50) 

-0.0579*** 

(-7.60) 

CEO Chairman -0.2902*** 

(-4.62) 

-0.1867 

(-0.14) 

-0.3382*** 

(-5.42) 

-0.1058 

(-0.73) 

Year FE Yes Yes Yes Yes 

Industry FE Yes Yes Yes Yes 

Cluster Firm Firm Firm Firm 

N 18,289 4,202 18,289 18,289 

Adj R-sq 6.6% 44.3% 3.8% 1.4% 
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Table 6: Political Wedge and Allocation of Resources         
This table presents the analysis of resource allocation. Panel A presents the statistical summary of variables measuring 

resource management of sample firms. Panel B presents their comparison by Wedge Dummy variable. Panel C presents the 

results of regressing resource management variables on Wedge Dummy. Cash Ratio represents an industry adjusted ratio of 

cash and equivalent market securities to total assets. Capx Ratio represents an industry adjusted ratio of capital expenditures to 

total assets. R&D Ratio represents an industry adjusted ratio of R&D expenditures to total assets. Capx Intensity is calculated 

as a ratio of capital expenditures to total sales. R&D Intensity is calculated as a ratio of R&D expenditures to total sales. 

Wedge Dummy is an indicator variable which equals one when there is a political wedge within a firm. Definitions of control 

variables are presented in Table 1. Control variables are winsorized at 1%. ***, **, and * indicate statistical significance at the 

1%, 5%, and 10% levels, respectively. T-statistics are reported in parentheses. 

Panel A: Summary of Resource Management Variables           

  N Min 25th Pctl Mean Median 75th Pctl Max StDev 

Cash Ratio 38,900 -38.4% -2.6% 9.3% 0.0% 6.1% 262.3% 39.8% 

Capx Ratio 37,620 -9.6% -0.9% 0.8% 0.0% 1.3% 24.3% 4.4% 

R&D Ratio 20,423 -9.7% -0.7% 1.3% 0.0% 1.0% 46.2% 7.3% 

Capx Intensity 37,620 0.0% 1.5% 5.0% 3.6% 6.7% 28.2% 5.2% 

R&D Intensity 20,423 0.0% 0.2% 5.0% 2.3% 7.2% 37.6% 6.9% 

 

Panel B: Comparison of Resource Management Variables by Political Wedge 

  Wedge Dummy    

  

Above 

Median 

Below 

Median 

t-stat 

(Above-Below)   
 

Cash Ratio 2.2% 10.7% -22.71***    

Capx Ratio 0.7% 0.8% -1.55    

R&D Ratio 0.1% 1.6% -14.70***    

Capx Intensity 5.4% 5.0% 5.82***    

R&D Intensity 3.5% 5.3% -17.67***    
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Panel C: Wedge Dummy and Resource Management 

  (1) (3) (4) (5) (6) (7) (8) 

  
Cash Ratio Capx Ratio Capx Over R&D Ratio R&D Over 

Capx 

Intensity 

R&D 

Intensity 

Intercept 0.5014*** 

(16.47) 

0.0324*** 

(7.51) 

-0.1325 

(0.38) 

0.0510*** 

(7.70) 

0.7599** 

(5.36) 

0.0459*** 

(11.36) 

0.1196*** 

(19.28) 

Wedge Dummy -0.0271*** 

(-4.84) 

0.0037*** 

(4.61) 

0.1645*** 

(17.17) 

-0.0005 

(-0.42) 

0.0675 

(1.19) 

0.0056*** 

(7.50) 

-0.0046*** 

(-3.87) 

Log Market Cap 0.0097*** 

(4.06) 

-0.0019*** 

(-5.58) 

-0.0542*** 

(10.26) 

-0.0003 

(-0.66) 

-0.0815*** 

(10.05) 

-0.0018*** 

(-5.54) 

0.0034*** 

(6.91) 

Payout Ratio 0.0033 

(0.78) 

-0.0021*** 

(-3.46) 

-0.0418 

(2.06) 

0.0001 

(0.05) 

-0.0257 

(0.29) 

-0.0008 

(-1.44) 

-0.0035*** 

(-3.80) 

Book-to-market -0.0990*** 

(-13.74) 

-0.0006 

(-0.58) 

-0.1100** 

(4.75) 

-0.0109*** 

(-5.90) 

-0.0515 

(0.30) 

0.0045*** 

(4.69) 

-0.0244*** 

(-14.05) 

ROA -0.2730*** 

(-8.53) 

0.0994*** 

(22.00) 

4.7230*** 

(367.84) 

-0.0178*** 

(-2.64) 

1.3481*** 

(16.20) 

0.1543*** 

(36.47) 

-0.0558*** 

(-8.81) 

Debt-to-assets -0.4778*** 

(-35.23) 

-0.0113*** 

(-5.90) 

-0.4191*** 

(19.09) 

-0.0263*** 

(-9.58) 

-0.0458 

(0.12) 

-0.0035** 

(-1.98) 

-0.0746*** 

(-29.05) 

Analysts -0.0007 

(-1.56) 

0.0004*** 

(6.32) 

0.0060* 

(3.24) 

0.0003*** 

(2.66) 

0.0174*** 

(11.81) 

0.0004*** 

(5.89) 

0.0004*** 

(4.27) 

Directors -0.0107*** 

(-11.85) 

-0.0005*** 

(-3.92) 

0.0248*** 

(13.78) 

-0.0011*** 

(-5.18) 

0.0085 

(0.63) 

-0.0005*** 

(-3.85) 

-0.0027*** 

(-13.17) 

Board 

Independence 
0.0224 

(1.39) 

-0.0085*** 

(-3.70) 

0.0716 

(0.39) 

0.0075** 

(2.09) 

0.0530 

(0.09) 

-0.0104*** 

(-4.84) 

0.0165*** 

(4.93) 

CEO Age -0.0013*** 

(-4.03) 

-0.0002*** 

(-5.35) 

-0.0025 

(1.18) 

-0.0002*** 

(-3.49) 

0.0018 

(0.27) 

-0.0002*** 

(-5.09) 

-0.0005*** 

(-7.82) 

CEO Chairman 0.0034 

(0.65) 

0.0007 

(1.00) 

0.0414 

(1.26) 

-0.0047*** 

(-4.21) 

0.0018 

(0.00) 

0.0014** 

(2.00) 

-0.0061*** 

(-5.85) 

Pct_Salary -0.0330*** 

(-2.61) 

0.0050*** 

(2.81) 

0.0130 

(0.02) 

-0.0075*** 

(-2.66) 

-0.3189** 

(4.99) 

0.0065*** 

(3.87) 

0.0004 

(0.14) 

Year FE Yes Yes Yes Yes Yes Yes Yes 

Industry FE Yes Yes Yes Yes Yes Yes Yes 

N 18,285 17,613 17,613 9,071 9,071 17,613 9,071 

Adj R-sq 11.0% 6.3% 4.1% 3.2% 14.8% 42.2% 31.5% 
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Table 7: Political Wedge and Quality of Acquisitions           
This table presents the analysis of acquisition returns. Panel A presents the statistical summary of acquisition returns. Panel B presents 

their comparison by Wedge Dummy variable. Panel C presents the results of regressing resource acquisition returns on Wedge Dummy. 

CAR (-2,2) represents acquirers' cumulative abnormal returns calculated over 5 days around the acquisition announcement. CAR (-1,1) 

represents acquirers' cumulative abnormal returns calculated over 3 days around the acquisition announcement. CAR (0) represents 

acquirers' cumulative abnormal returns on the day of the acquisition announcement. BHAR 2Yr represents buy-and-hold returns calculated 

over 2 years after the acquisition announcement. BHAR 3Yr represents buy-and-hold returns calculated over 3 years after the acquisition 

announcement. Wedge Dummy is an indicator variable which equals one when there is a political wedge within a firm. Definitions of 

control variables are presented in Table 1. Control variables are winsorized at 1%. ***, **, and * indicate statistical significance at the 1%, 

5%, and 10% levels, respectively. T-statistics are reported in parentheses. 

Panel A: Summary of Acquisition Returns             

  N Min 25th Pctl Mean Median 75th Pctl StDev t-stat 

CAR (-2,2) 10,684 -18.1% -2.3% 0.5% 0.3% 3.3% 5.9% 9.43 

CAR (-1,1) 10,688 -16.5% -1.9% 0.4% 0.2% 2.7% 5.1% 8.51 

CAR (0) 10,691 -10.4% -1.1% 0.2% 0.0% 1.4% 3.1% 5.97 

BHAR 2Yr 3,238 -146.6% -36.9% 5.6% -1.1% 37.5% 70.9% 4.51*** 

BHAR 3Yr 2,378 -190.3% -47.8% 8.5% -2.2% 47.7% 96.3% 4.32*** 

 

Panel B: Comparison of Acquisition Returns by Political Wedge 

  Wedge Dummy    

  

Above 

Median 

Below 

Median 

t-stat 

(Above-Below)   
 

CAR (-2,2) 0.4% 0.6% -0.94    

CAR (-1,1) 0.4% 0.4% -0.38    

CAR (0) 0.2% 0.2% -0.11    

BHAR 2Yr 5.6% 5.6% 0.00    

BHAR 3Yr 11.6% 7.7% 0.83    
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Panel C: Wedge Dummy and Acquisition Returns 

  (1) (2) 

  
CAR (-2,2) 

BHAR 

3Yr 

Intercept 0.0077 

(0.61) 

-0.0697 

(-0.20) 

Wedge Dummy 0.0009 

(0.48) 

0.1309** 

(2.36) 

Log Market Cap 0.0007 

(0.84) 

-0.0278 

(-1.18) 

Payout Ratio -0.0027** 

(-2.00) 

0.0019 

(0.04) 

Book-to-market -0.0064** 

(-2.21) 

0.0153 

(0.19) 

ROA 0.0196* 

(1.74) 

0.3577 

(1.07) 

Debt-to-assets 0.0072 

(1.42) 

-0.1315 

(-0.88) 

Analysts -0.0005*** 

(-3.07) 

0.0006 

(0.13) 

Directors -0.0002 

(-1.07) 

-0.0125 

(-1.49) 

Board Independence -0.0032 

(-0.57) 

0.3881** 

(2.33) 

CEO Age 0.0001 

(0.61) 

0.0026 

(0.76) 

CEO Chairman -0.0018 

(-0.91) 

-0.0719 

(-1.33) 

Pct_Salary 0.0002 

(0.03) 

0.0017 

(0.01) 

Friendly 0.0037 

(0.65) 

0.0220 

(0.21) 

Same Industry -0.0010 

(-0.60) 

0.0527 

(1.11) 

Year FE Yes Yes 

Industry FE Yes Yes 

N 5,341 1,397 

Adj R-sq 0.6% 8.8% 
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Table 8: Political Wedge and Firm Performance       
This table presents the analysis of firm performance. Panel A presents the statistical summary of performance 

measures. Panel B presents their comparison by Wedge Dummy variable. Panel C presents the results of regressing 

firm performance on Wedge Dummy. ROA is calculated as a ratio of net income to total assets. ROE is calculated as a 

ratio of net income to total equity. EPS represents basic earnings per share excluding extraordinary events. Return 

represents annual gross stock return. Return Market represents annual stock return adjusted for market performance. 

Return CAPM represents CAPM adjusted annual return. Return FF3 represents three factors adjusted annual return. 

Wedge Dummy is an indicator variable which equals one when there is a political wedge within a firm. Definitions of 

control variables are presented in Table 1. Control variables are winsorized at 1%. ***, **, and * indicate statistical 

significance at the 1%, 5%, and 10% levels, respectively. T-statistics are reported in parentheses. 

Panel A: Summary of Firm Performance           

  N Min 25th Pctl Mean Median 75th Pctl StDev 

ROA 34,156 -23.7% 7.2% 13.4% 12.8% 19.0% 10.9% 

ROE 33,581 -111.1% 4.9% 9.6% 11.1% 18.2% 23.3% 

EPS1 38,628 -34375.00 0.41 1.94 1.34 2.43 194.83 

Return 36,993 -106.2% -4.7% 16.2% 16.1% 36.9% 40.3% 

Return Market 36,993 -102.6% -13.7% 6.6% 5.2% 25.5% 38.0% 

Return CAPM 36,987 -104.4% -22.5% -3.4% -3.6% 14.7% 35.6% 

Return FF3 36,987 -92.4% -20.2% -2.6% -2.6% 13.9% 32.3% 

Panel B: Comparison of Firm Performance by Political Wedge 

  Wedge Dummy    

  Above 

Median 

Below 

Median 

t-stat 

(Above-Below) 

  
 

ROA 13.6% 13.4% 1.80*    

ROE 12.5% 8.9% 12.16***    

EPS1 2.22 1.89 0.26    

Return 14.9% 16.4% -2.98***    

Return Market 5.8% 6.7% -2.01**    

Return CAPM -3.0% -3.4% 0.96    

Return FF3 -2.3% -2.7% 0.88    
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Panel C: Wedge Dummy and Firm Performance       

  (1) (3) (4) (5) (6) 
 

  
ROA EPS Return 

Market 

Return 

CAPM 

Return 
 

Intercept 0.2353*** 

(31.26) 

-3.9949*** 

(-12.76) 

0.0719** 

(2.10) 

-0.0330 

(-0.97) 

-0.2354*** 

(-7.06) 
 

Wedge Dummy -0.0016 

(-1.24) 

-0.0605 

(-1.15) 

-0.0136** 

(-2.37) 

-0.0134** 

(-2.33) 

-0.0072 

(-1.28) 
 

Log Market Cap 0.0073*** 

(13.31) 

0.3934*** 

(17.53) 

0.0372*** 

(15.16) 

0.0376*** 

(15.33) 

0.0306*** 

(12.79) 
 

Payout Ratio -0.0072*** 

(-7.40) 

-0.5851*** 

(-14.85) 

-0.0253*** 

(-5.85) 

-0.0252*** 

(-5.85) 

-0.0160*** 

(-3.82) 
 

Book-to-market -0.0938*** 

(-61.91) 

-0.1896*** 

(-2.81) 

-0.2302*** 

(-31.18) 

-0.2299*** 

(-31.17) 

-0.1796*** 

(-24.96) 
 

ROA 
  

6.5005*** 

(21.67) 

-0.0894*** 

(-2.74) 

-0.0900*** 

(-2.75) 

-0.0682** 

(-2.14) 
 

Debt-to-assets -0.1059*** 

(-34.93) 

1.2071*** 

(9.51) 

-0.0249* 

(-1.80) 

-0.0251* 

(-1.81) 

0.0539*** 

(3.99) 
 

Analysts -0.0004*** 

(-3.78) 

-0.0442*** 

(-9.99) 

-0.0093*** 

(-19.16) 

-0.0093*** 

(-19.31) 

-0.0088*** 

(-18.67) 
 

Directors -0.0018*** 

(-8.56) 

0.0811*** 

(9.56) 

-0.0042*** 

(-4.59) 

-0.0043*** 

(-4.59) 

-0.0008 

(-0.85) 
 

Board Independence -0.0159*** 

(-4.29) 

0.8385*** 

(5.57) 

-0.0195 

(-1.18) 

-0.0202 

(-1.23) 

0.0106 

(0.66) 
 

CEO Age 0.0001 

(1.17) 

0.0099*** 

(3.21) 

0.0001 

(0.27) 

0.0001 

(0.22) 

0.0003 

(1.05) 
 

CEO Chairman -0.0025** 

(-2.02) 

0.1737*** 

(3.54) 

-0.0124** 

(-2.31) 

-0.0121** 

(-2.26) 

-0.0096* 

(-1.85) 
 

Pct_Salary 0.0035 

(1.20) 

0.0190 

(0.16) 

-0.0443*** 

(-3.44) 

-0.0434*** 

(-3.37) 

-0.0366*** 

(-2.92) 
 

Year FE Yes Yes Yes Yes Yes  

Industry FE Yes Yes Yes Yes Yes 
 

N 18,289 18,288 18,126 18,126 18,126 
 

Adj R-sq 43.7% 13.9% 24.9% 20.0% 15.8% 
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Table 9: Political Wedge and Firm Value         
This table presents the analysis of firm value. Panel A presents the statistical summary of firm value measures. Panel B presents their 

comparison by Wedge Dummy variable. Panel C presents the results of regressing firm value on Wedge Dummy. Tobin's Q is 

calculated as a ratio of market value of equity and book value of debt to total assets. Market-to-book is calculated as a ratio of market 

equity to book equity. Wedge Dummy is an indicator variable which equals one when there is a political wedge within a firm. 

Definitions of control variables are presented in Table 1. Control variables are winsorized at 1%. ***, **, and * indicate statistical 

significance at the 1%, 5%, and 10% levels, respectively. T-statistics are reported in parentheses. 

Panel A: Summary of Firm Value Measures           

  N Min 25th Pctl Mean Median 75th Pctl StDev 

Tobin's Q 38,302 0.62 1.19 3.58 1.96 3.75 4.67 

Market-to-book 33,665 0.38 1.27 2.94 1.99 3.30 3.15 
 

Panel B: Comparison by Difference in Political Orientation 

  Wedge Dummy 
 

  Above 

Median 

Below 

Median 

t-stat 

(Above-Below) 
 

Tobin's Q 2.92 3.71 -14.77*** 
 

Market-to-book 2.80 2.97 -4.18*** 
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Panel C: Wedge Dummy and Firm Value 

  (1) (2) 

  
Tobin's Q 

Market-to-

book 

Intercept 2.0703*** 

(5.33) 

1.2020*** 

(5.11) 

Wedge Dummy -0.8354*** 

(-12.84) 

-0.2534*** 

(-6.43) 

Log Market Cap 1.1093*** 

(39.83) 

0.2263*** 

(13.41) 

Payout Ratio -0.1126** 

(-2.30) 

0.1996*** 

(6.74) 

Book-to-market -1.4206*** 

(-16.94) 

-2.8657*** 

(-56.45) 

ROA 11.4714*** 

(30.81) 

11.7618*** 

(52.16) 

Debt-to-assets -5.7439*** 

(-36.45) 

3.5756*** 

(37.47) 

Analysts -0.0113** 

(-2.05) 

0.0095*** 

(2.86) 

Directors -0.2705*** 

(-25.70) 

-0.0722*** 

(-11.33) 

Board Independence 0.3567* 

(1.91) 

-0.2070* 

(-1.83) 

CEO Age -0.0610*** 

(-15.97) 

-0.0172*** 

(-7.42) 

CEO Chairman -0.2149*** 

(-3.53) 

-0.0968*** 

(-2.62) 

Pct_Salary 1.1057*** 

(7.53) 

0.3859*** 

(4.34) 

Year FE Yes Yes 

Industry FE Yes Yes 

N 18,289 18,289 

Adj R-sq 44.3% 48.7% 
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Table 10: Political Wedge and Executive Compensation   
This table presents the results of regressing executive compensation variables on Wedge Dummy. Total 

Compensation represents total CEO compensation. Cash Compensation represents the sum of cash and 

bonus compensation. Percent of Cash Compensation is calculated as a ratio of Cash Compensation to 

Total Compensation. Delta represents the pay-performance sensitivity. Vega represents the sensitivity of 

executive wealth to stock price volatility. Wedge Dummy is an indicator variable which equals one when 

there is a political wedge within a firm. Definitions of control variables are presented in Table 1. Control 

variables are winsorized at 1%. ***, **, and * indicate statistical significance at the 1%, 5%, and 10% 

levels, respectively. T-statistics are reported in parentheses. 

 

  (1) (2) (3) (4) (5)  

  

Total 

Compensation 

Cash 

Compensation 

% Cash 

Compensation 
Delta Vega  

Intercept -15.2650*** 

(-30.25) 

-3.1185*** 

(-32.58) 

0.7201*** 

(31.95) 

-3.3994*** 

(-3.80) 

-0.6179*** 

(-22.64) 
 

Wedge Dummy 
0.3473*** 

(3.27) 

0.1412*** 

(6.45) 

0.0090** 

(2.25) 

-0.5137** 

(-2.24) 

0.0116* 

(1.70) 
 

Log Market Cap 
2.1537*** 

(48.84) 

0.2998*** 

(35.32) 

-0.0620*** 

(-36.15) 

0.6826*** 

(7.94) 

0.0655*** 

(29.34) 
 

Payout Ratio 
-0.0783 

(-1.28) 

0.0036 

(0.29) 

0.0217*** 

(6.75) 

0.1391 

(1.52) 

0.0069** 

(2.10) 
 

Book-to-market 
0.5245*** 

(5.11) 

0.1388*** 

(6.33) 

0.0173*** 

(3.17) 

0.3461 

(1.32) 

0.0010 

(0.19) 
 

ROA 
-1.3156** 

(-2.30) 

0.3368*** 

(3.29) 

0.2107*** 

(7.77) 

7.4163*** 

(3.35) 

-0.0370 

(-1.25) 
 

Debt-to-assets 
1.8588*** 

(8.50) 

0.7619*** 

(19.20) 

-0.0380*** 

(-3.63) 

-0.8192** 

(-2.15) 

0.0437*** 

(3.56) 
 

Analysts 
0.0117 

(1.28) 

-0.0055*** 

(-3.33) 

-0.0005 

(-1.31) 

0.1479*** 

(4.56) 

0.0060*** 

(8.82) 
 

Directors 
0.0574*** 

(3.68) 

0.0302*** 

(8.90) 

-0.0003 

(-0.37) 

-0.0957*** 

(-2.67) 

0.0049*** 

(4.91) 
 

Board 

Independence 
0.1191 

(0.43) 

-0.1772*** 

(-3.27) 

-0.2085*** 

(-15.44) 

-4.2567*** 

(-8.63) 

-0.0024 

(-0.17) 
 

CEO Age 
0.0151*** 

(2.79) 

0.0141*** 

(13.59) 

0.0035*** 

(13.18) 

0.0422* 

(1.82) 

0.0014*** 

(3.37) 
 

CEO Chairman 
0.5594*** 

(7.40) 

0.1100*** 

(7.88) 

-0.0051 

(-1.29) 

0.0224 

(0.09) 

0.0358*** 

(7.35) 
 

Year FE Yes Yes Yes Yes Yes  

Industry FE Yes Yes Yes Yes Yes  

Cluster Firm Firm Firm Firm Firm  

N 18,289 18,289 18,289 18,289 18,289  

Adj R-sq 39.9% 33.2% 35.9% 3.7% 24.3%  
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Table 11: Effect of Regulatory Changes on Political Wedge 
This table presents the analysis of regulatory changes on political 

wedge. Panel A presents the comparison of measures of difference in 

political orientation before and after 2011. Panel B presents the 

results of regressing resource management variables, acquisition 

returns, firm performance and value measures on Wedge Dummy, 

After2011 indicator, and their interaction. Capx Intensity is 

calculated as a ratio of capital expenditures to total sales. R&D 

Intensity is calculated as a ratio of R&D expenditures to total sales. 

CAR (-2,2) represents acquirers' cumulative abnormal returns 

calculated over 5 days around the acquisition announcement. BHAR 

3Yr represents buy-and-hold returns calculated over 3 years after the 

acquisition announcement. ROA is calculated as a ratio of net 

income to total assets. Return represents annual gross stock return. 

Tobin's Q is calculated as a ratio of market value of equity and book 

value of debt to total assets. Wedge Dummy is an indicator variable 

which equals one when there is a political wedge within a firm. ***, 

**, and * indicate statistical significance at the 1%, 5%, and 10% 

levels, respectively. T-statistics are reported in parentheses. 

Panel A: Comparison of Political Wedge Before and After 2011 

  2011 

  
Before After 

t-stat 

(After-Before) 

Wedge Dummy 18.5% 11.3% -18.68*** 

Wedge 0.53 0.45 -6.28*** 
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Panel B: Effect of Political Wedge After 2011                 

  (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 
 

  
Cash Ratio 

Capx 

Ratio 

R&D 

Ratio 

Capx 

Intensity 

R&D 

Intensity 

CAR 

(-2,2) 

BHAR 

3Yr 
ROA Return Tobin's Q  

Intercept 0.5103*** 

(15.44) 

0.0571*** 

(8.51) 

0.0687** 

(2.52) 

0.0399*** 

(9.13) 

0.0774*** 

(11.68) 

0.0061 

(0.46) 

0.1550 

(0.41) 

0.2527*** 

(34.14) 

0.2619*** 

(7.75) 

2.6260*** 

(6.84) 
 

Wedge 

Dummy 
-0.0300*** 

(-4.81) 

0.0067*** 

(5.22) 

-0.0067 

(-1.25) 

0.0054*** 

(6.41) 

-0.0037*** 

(-2.88) 

0.0003 

(0.16) 

0.1070* 

(1.77) 

-0.0019 

(-1.33) 

-0.0203*** 

(-3.18) 

-0.8444*** 

(-11.65) 
 

After 2011 -0.0190 

(-1.39) 

0.0148*** 

(5.38) 

-0.0009 

(-0.08) 

0.0110*** 

(6.10) 

-0.0032 

(-1.17) 

0.0068 

(1.35) 

-0.0645 

(-0.51) 

-0.0175*** 

(-5.54) 

-0.1924*** 

(-13.74) 

-0.5589*** 

(-3.51) 
 

Interaction 0.0111 

(0.87) 

0.0001 

(0.04) 

-0.0001 

(-0.01) 

0.0010 

(0.60) 

-0.0005 

(-0.19) 

0.0054 

(0.95) 

0.1658 

(1.18) 

0.0015 

(0.49) 

0.0310** 

(2.38) 

0.0418 

(0.28) 
 

Controls Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes  

Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 
 

Industry FE Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 
 

N 18,285 17,613 9,071 17,613 9,071 5,341 1,397 18,289 18,126 18,289 
 

Adj R-sq 11.0% 36.2% 4.5% 42.3% 34.1% 0.6% 8.9% 43.7% 24.9% 44.3% 
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Table 12: Political Contributions of Directors         
This table presents the analysis of directors' political contributions. Panel A presents the statistical 

summary of political contributions calculated for individual directors, female directors, board chairmen, 

and boards of directors. Panel B presents the statistical summary of the percent of total contributions 

donated to republican candidates and parties.   

 

Panel A: Summary of Directors Contributions            

  N 25th Pctl Mean Median 75th Pctl StDev  

Individual Contributions 217,755 0 2,584 0 500 26,898  

Female Directors Contributions 23,854 0 1,626 0 250 16,752  

Board Chairman Contributions 7,199 0 8,002 0 4,064 44,025  

Board Contributions 18,289 0 14,442 0 9,200 69,520  

 

Panel B: Summary of Directors Political Orientation         

  N 25th Pctl Mean Median 75th Pctl StDev  

Individual Republican Pct 217,755 0.0% 49.0% 48.7% 100.0% 59.7%  

Female Directors Republican Pct 23,854 0.0% 36.4% 0.0% 100.0% 45.2%  

Board Chairman Republican Pct 7,199 0.0% 48.1% 42.9% 100.0% 49.2%  

Board Republican Pct 18,289 14.6% 50.4% 50.8% 85.9% 42.2%  

 

Panel C: Correlation of Directors, Firm and CEO Political Orientation 

  Board Republican Pct Firm Republican Pct   

Firm Republican Pct 14.0%     

CEO Republican Pct 37.3% 31.4%   
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Table 13: Size of Political Wedge and Firm Performance     
This table presents the results of regressing firm performance on Wedge.  ROA is calculated as a ratio of net 

income to total assets. ROE is calculated as a ratio of net income to total equity. EPS represents basic earnings per 

share excluding extraordinary events. Return represents annual gross stock return. Return Market represents annual 

stock return adjusted for market performance. Return CAPM represents CAPM adjusted annual return. Wedge is 

calculated as an absolute value of a difference in ratios of net contributions to Republicans between a firm and a 

CEO. Definitions of control variables are presented in Table 1. Control variables are winsorized at 1%. ***, **, 

and * indicate statistical significance at the 1%, 5%, and 10% levels, respectively. T-statistics are reported in 

parentheses. 

  (1) (2) (3) (4) (5) (6) 

  
ROA ROE EPS Return 

Market 

Return 

CAPM 

Return 

Intercept 
0.2393*** 

(15.83) 

-0.2199*** 

(-8.16) 

-5.8898*** 

(-8.91) 

0.1154 

(1.58) 

0.0099 

(0.14) 

-0.1886*** 

(-2.66) 

Wedge 
-0.0011 

(-0.51) 

-0.0070* 

(-1.83) 

-0.2000** 

(-2.15) 

-0.0222** 

(-2.18) 

-0.0240** 

(-2.35) 

-0.0225** 

(-2.26) 

Log Market Cap 
0.0035*** 

(3.28) 

0.0028 

(1.55) 

0.4203*** 

(9.40) 

0.0335*** 

(6.79) 

0.0342*** 

(6.92) 

0.0284*** 

(5.91) 

Payout Ratio 
-0.0096*** 

(-5.13) 

-0.0270*** 

(-8.33) 

-0.6614*** 

(-8.33) 

-0.0292*** 

(-3.36) 

-0.0299*** 

(-3.44) 

-0.0218*** 

(-2.58) 

Book-to-market 
-0.0746*** 

(-27.25) 

-0.0776*** 

(-15.06) 

-0.3677*** 

(-2.91) 

-0.1857*** 

(-13.37) 

-0.1877*** 

(-13.48) 

-0.1387*** 

(-10.26) 

ROA 
  

1.0619*** 

(39.32) 

6.2230*** 

(9.39) 

-0.0157 

(-0.22) 

-0.0176 

(-0.24) 

-0.0814 

(-1.15) 

Debt-to-assets 
-0.1222*** 

(-19.77) 

0.3188*** 

(28.37) 

1.2739*** 

(4.64) 

0.0023 

(0.08) 

0.0033 

(0.11) 

0.0683** 

(2.33) 

Analysts 
0.0004** 

(2.07) 

-0.0005 

(-1.43) 

-0.0519*** 

(-6.34) 

-0.0067*** 

(-7.44) 

-0.0068*** 

(-7.52) 

-0.0071*** 

(-8.11) 

Directors 
-0.0027*** 

(-7.23) 

0.0004 

(0.60) 

0.0614*** 

(3.81) 

-0.0084*** 

(-4.75) 

-0.0087*** 

(-4.88) 

-0.0029* 

(-1.68) 

Board 

Independence 
-0.0141* 

(-1.95) 

0.0203 

(1.62) 

1.9825*** 

(6.44) 

0.0168 

(0.49) 

0.0165 

(0.48) 

0.0326 

(0.98) 

CEO Age 
0.0007*** 

(4.23) 

0.0005* 

(1.76) 

0.0272*** 

(4.08) 

-0.0003 

(-0.46) 

-0.0003 

(-0.45) 

0.0003 

(0.43) 

CEO Chairman 
-0.0055** 

(-2.24) 

-0.0009 

(-0.21) 

0.2389** 

(2.28) 

-0.0037 

(-0.32) 

-0.0025 

(-0.21) 

-0.0042 

(-0.37) 

Pct_Salary 
-0.0078 

(-1.16) 

-0.0111 

(-0.95) 

-0.3495 

(-1.23) 

-0.0531* 

(-1.69) 

-0.0509 

(-1.62) 

-0.0421 

(-1.38) 

Year FE Yes Yes Yes Yes Yes Yes 

Industry FE Yes Yes Yes Yes Yes Yes 

N 4,150 4,144 4,150 4,094 4,094 4,094 

Adj R-sq 46.4% 48.4% 16.3% 26.2% 19.4% 14.5% 

 


