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The Revolving Door and Regulatory
Enforcement!

— FIRM-LEVEL EVIDENCE ON TAX RATES AND TAX AUDITS

Benjamin C.K. EGEROD]

Abstract

Can firms extract policy concessions by hiring former Members of Congress (MCs)? 1
argue that firms use personnel with a background in politics to keep regulators away.
With an empirical focus on tax enforcement, I present comprehensive evidence that
firms can use MCs to avoid regulatory enforcement. Hiring MCs decreases firm-level
tax rates—highly connected MCs who served on committees responsible for tax policy
produce the largest decrease. Leveraging a novel hand-coded dataset of tax audits, I
show that hiring an MC is associated with a lower probability of being audited. The
change in enforcement has important consequences: Hiring an MC is associated with
smaller fines and with uncertain tax positions being automatically accepted due to
lapses in the statute of limitations. This indicates that rules are enforced differently
against politically connected firms, shedding new light on the role of connections in

the American political economy.

Keywords: Political connections; The Revolving Door; Regulatory enforcement; Lobbying

the Bureaucracy; Corporations in politics.
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1 Introduction

It routinely attracts great attention when public officials leave office for private sector
employment—the so-called revolving door phenomenon (e.g. Blanes i Vidal et al. [2012; Mec-
Crain 2018; Shepherd and You [2019). One reason for this is that former legislators stand
to reap significant financial rewards in their post-elective lives (Palmer and Schneer 2016).
The fact that firms are willing to pay extremely large salaries to hire former legislators raises
concerns that they can use the legislator’s connections for political gain. However, there is
limited evidence that the revolving door actually allows private interests to extract policy
concessions.

I argue that one important reason why former Members of Congress (MCs) are valuable
employees is that they can help their private sector employers navigate the bureaucracy.
Firms can leverage the MC’s skill set to increase the agency’s expected costs of examining the
firm. This forces the regulators to prioritize their limited resources on other investigations.
With an empirical focus on the enforcement of tax policy, I show that hiring a former
legislator decreases the company’s tax rate, and that the effect is likely to be driven by a
lower probability of the firm being audited by the IRS.

To test this argument, I undertake an extensive data collection effort, aimed at dealing
with three empirical obstacles. First, I construct a database of publicly traded companies
that have hired former MCs. Second, it is not random what type of firm chooses to hire
former legislators. To circumvent this problem, I leverage a difference-in-differences strategy,
where I compare firms that hire MCs in the current year to those that hire within a brief
time-frame. Third, data on the IRS’s enforcement activities are confidential, which makes
it difficult to observe enforcement activities. To build a database of tax enforcement at the
firm-level, I hand-code the sections of the 10-K reports, where the boards of directors inform
the shareholders about business with the IRS.

I show that it is less likely that the IRS will initiate an audit of a company that has re-

cently hired an MC. To delve deeper into the consequences of the more lenient enforcement,
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I leverage a wealth of accounting data. Importantly, when firms submit their tax returns,
they apply a range of assumptions. For some of those assumptions, it is uncertain whether
the tax authority will accept them (i.e. the firm’s tax position is uncertain). However, if
an audit is not conducted after three years, uncertain tax positions are accepted due to
expiration of statute of limitations. I show that when firms hire revolvers, more of their un-
certain tax positions are automatically recognized due to lapses in the statute of limitations.

Additionally, the firms are fined less by the IRS.

Overall, the results suggest that the IRS changes its enforcement activities, when firms
become politically connected. The same legislation applies, but is enforced more leniently
against connected firms.

The IRS estimates that aggressive corporate tax strategies (i.e. tax schemes that reduce
the effective tax rate below the level sought by the tax code) may cost the federal government
as much as $1 trillion a year in taxes that should have been paidE| These finances are in
large part lost, because the IRS cannot keep up with the intricate tax avoidance strategies
of large corporations—the agency simply does not have the necessary resources available
for enforcement. This paper sheds new light on how firms can use political means to aid
their tax strategy, which has been overlooked in the literature so far. The explicit focus on
tax enforcement is particularly important, since the existing literature has focused on how
lobbying shapes tax legislation (Richter et al. 2009).

Additionally, the paper adds to the literature on the revolving door. Existing research
has mostly focused on how a background in politics is valuable for contract lobbyists. This
line of research has documented that having a political background has large effects on the
revenue a lobbyist generates for the lobbying firm that employs her (Blanes i Vidal et al.

2012; LaPira and Thomas [2017; McCrain [2018), and that revolvers who were effective leg-

3This estimate of the so-called ‘tax gap’ as well as the problems with
resources for enforcement have been reported in multiple media outlets.

See for example https://bloom.bg/3aPalVg.
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islators also seem to be more effective as lobbyists (Makse [2017)). Similarly, research on
the impact of political connections among publicly listed corporations has documented large
effects on firm performance on the stock market (Luechinger and Moser 2014)). However,
both potential clients of lobbying firms and investors in publicly listed companies are likely
to be attracted to politically connected firms in the expectation that their connections will
attract economic rents, or that the new, politically connected employee is highly skilled. This
does not necessarily imply that connected firms who experience increased lobbying revenue
or abnormal stock market returns actually are successful in shaping political outcomes. I
complement the existing literature by documenting effects of hiring revolvers on the firm’s
political and regulatory environment. This suggests that the flow of legislators out of of-
fice may have real political effects beyond changing the expectations of lobby clients and

investors.

2 Using Revolvers to Lobby the Bureaucracy

The most seminal accounts of the political influence of special interests have considered how
lobbying activities may shape legislative outcomes (e.g. Baumgartner et al. 2009; Hall and
Deardorff2006). However, a very large part of the lobbying activities that are associated with
individual bills happen after bill passage (You 2017). This suggests that interactions with
the bureaucracy are extremely important for influence-seeking interest groups. The extant
literature on these interactions emphasizes how organized interests can shape bureaucratic
rule-making either by directly lobbying federal agencies, or by using their political connec-
tions to put pressure on them (Haeder and Yackee |2015; Hall and Miler 2008; Yackee and
Yackee 2006]).

However, even if a company manages to influence the implementation of a bill or the
formulation of a rule, it might have to share the spoils from new pro-business regulation with

other firms in its sector. If the company can circumvent the enforcement of rules altogether,
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it can gain a purely private good (Gordon and Hafer 2007)). Importantly, in directing their
enforcement activities, agencies respond to the expected costs and benefits associated with
examining a firm. In the words of Gordon and Hafer (2005, p. 246), if an examination is
too costly “the regulator [...] reacts to the realities of its limited abilities and pursues the
rewards of regulation in other places”. Building on this line of research, I argue that during
a legislator’s career in elective office, she becomes adept at navigating the bureaucracy. By
hiring former politicians, a firm can reduce an agency’s expected benefit of auditing it.

In what follows, I will outline the various assets that could make a revolving door MC
helpful for a firm in its interactions with the bureaucracy. I will pay special attention to how
the revolver may help the firm in its interactions with the IRS. In Appendix A, I provide

more detail on the process through which IRS selects firms for examination.

2.1 Political Connections and Regulatory Enforcement

Revolvers make valuable employees, because their background allows them to help their new
employer in their interactions with the political realm. This is spurred on by the revolver’s
background in public service, which endows her with a bundle of human capital that is
difficult to obtain through other career paths. Previous research has explored three aspects
of the revolver’s skillset: social connections to decision-makers, substantive expertise and
procedural expertise (Bertrand et al. [2014; Blanes i Vidal et al. [2012; LaPira and Thomas
2017; McCrain 2018)). While they are often conceptualized as distinct forms of human capital
(e.g. Bertrand et al. [2014]), they are perhaps better considered as mutually reinforcing. This
also implies that when a firm hires a revolver, it receives a bundle of strongly correlated
assets.

There is strong theory on the importance of a revolver’s social connections to politicians,
their staff, and bureaucrats. Simply put, decision-makers are more likely to grant access
to people they know (Hirsch et al. |2019). This is empirically supported by a range of

studies (Blanes i Vidal et al. 2012, McCrain 2018). Importantly, information extraction is
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an intrinsic part of the non-market strategy of many firms (Finer 2018)). Therefore, firms
use social connections to obtain access allowing them to extract information (LaPira and
Thomas [2017). Similarly, because of the revolver’s procedural knowledge of the political
game, and her experience overseeing the bureaucracy, she is likely to know who to target to
obtain information. It is easy to see how social connections and procedural expertise interact:
The latter helps the revolver know whom to target—the former allows her to target them
successfully.

A legislator might not have extensive knowledge about intricate details of the tax code.
Thus, if a firm is wants information on the tax code, it might be better off hiring a for-
mer staffer or bureaucrat. However, the legislator will be able to leverage her procedural
knowledge and social connections in Congress to identify the most important entry points,
and to gain access through them. As I discuss below, the revolver might use this to obtain
insider knowledge about the type of tax position that the IRS is unlikely to challenge. Addi-
tionally, it would allow her to extract information about upcoming changes to the tax code,
IRS interpretation thereof, and to enforcement strategy. Additionally, the revolver could
use her connections to discuss the firm’s tax position with bureaucrats before filing. Infor-
mally pre-clearing the firm’s tax position—or finding out which aspects the IRS is unlikely
to challenge—could be a particularly powerful way of avoiding tax enforcement. These types
of private knowledge would allow the firm to incorporate changes in policy and IRS strategy
in their tax planning before their competitors.

Additionally, the revolver could use her social connections to decision-makers to pressure
the IRS to act more leniently towards the firm. There exists a number of anecdotes indicating
that it has happened previously (Kiel [2020alb). I will return to them below. If this happens
more generally, it could be because revolvers can use their political knowledge to convince
the legislator in question. In this regard it should be noted that previous research at the
state and IRS district levels suggests that the IRS’s auditing decisions are susceptible to

political pressure (Hunter and Nelson [1995; Young et al. 2001]).
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Importantly, the revolver does not actually need to take any action for her appointment
to produce a change in IRS behavior—her arrival at the firm can be a signal in itself (Gordon
and Hafer |2005). If the legislator is able to help in refining the firm’s tax planning strategy,
it would make it more difficult for the IRS to challenge the firm’s tax position. This would
make a conflict between the IRS and her employer very costly. If tax enforcers anticipate
this increased enforcement cost, we could expect them to give the firm a wider berth—even
in the absence of an actual change in the firm’s behavior. A similar argument could be made
in situations where revolvers use political connections to put pressure on the IRS. Viewed in
this light, the effect on IRS leniency could come about, because hiring revolvers signals that
the firm is intent on making any conflict costly.

In sum, I argue that firms can use the array of assets a revolver brings with her to
shape the regulatory pressure facing them. Importantly, if the firm can predict that it will
not be investigated, it will be more likely to take an aggressive tax position; for example, by
aggressively taking uncertain tax positionsﬁ or pursuing loopholes in the tax code (Hoopes
et al. 2012). Overall, we can think of the adoption of an aggressive tax position as an
investment with varying levels of uncertainty: it yields a financial return here and now, but
this benefit might be reversed, depending on the underlying probability that the company is
selected for an IRS examination (Allingham and Sandmo |1972). However, if the firm is able
to avoid being audited by hiring a former legislator, it can take aggressive positions with
impunity.

One might object that the IRS should recognize the appointment of revolvers as a signal
of the firm intent to decrease its compliance with the tax code. This should increase the
agency’s scrutiny of the firm accordingly. However, this depends entirely on how much

hiring a revolver changes the regulator’s perception of the enforcement cost. If the revolver

4Tax benefits are tax laws that help taxpayers reduce their tax liabilities. They range
from deductions (that reduces the firm’s taxable income) to tax credits (which reduces the

amount of taxes the firm owes after all deductions are made.
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increases the expected cost of examining the firm by enough, the IRS will still avoid auditing
the firm despite knowing that the firm is likely not to be in compliance with the tax code.
Indeed, one of the main implications of the Gordon and Hafer (2005) model is that firms
with the largest political muscle should be less compliant, but also afforded more leniency by
bureaucrats. The agency’s decision regarding whether or not to examine a firm is not driven
solely by the regulator’s beliefs about the firm’s compliance—but by a joint assessment of

the costs and benefits of examining a firm.

3 Context: Costs and Benefits in IRS Enforcement

The argument presented here is that firms can use the revolver’s skillset to make enforcement
of rules against it more costly. In that regard, it is important that the IRS is highly litigation
averse (Winters 2011, Ch. 5). Therefore, if a firm can use revolvers to increase the cost of a
tax audit (and any subsequent litigation), the IRS should be highly responsive to this.

The tax code is highly complex, and legislative changes (Auerbach and Hines Jr [1988)
combined with a continuous stream of rulings (Hickman [2009) ensure that it remains complex
in ever-changing ways. This makes the enforcement of the tax code very costly, and since
the IRS is resource-constrained, it has to focus its activities on cases, where it expects the
largest returns to examination at a minimal cost. This is the starting point of the canonical
Allingham and Sandmo (1972)) theory of tax non-compliance.

This is mirrored in the guidelines for enforcers. They explicitly state that offers in
compromise and even doubt as to liability should be assessed against the potential costs of
litigating against a company (IRS[2016a,c). Winters (2011, p. 224) quotes an anonymous US
tax lawyer employed with a ‘magic circle’ firm for saying that “[i]f you've got the resources,
the IRS faces a big risk of litigation. That means you're going to be able to cut a better deal.”
The notion that the IRS is litigation averse, and shies away from conflict when it would be

costly seems to be widespread (Kiel (2020a)) cites another tax lawyer). Crucially, if a firm
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takes an aggressive tax position at the margin of legality, it is less likely to be challenged
if it is costly to lift the burden of proof against the position (Winters |2011]). Making use
of complex and arcane rules in a potentially legal way helps this endeavor. And insider
information can be immensely important for the firm in knowing which positions that are
unlikely to be challenged. Anecdotally, we know that tax consultants are very often used to
help firms figuring out which positions that are too costly for the IRS to challenge (Winters
2011, Ch. 5) — revolvers may simply be better at extracting up to date information about

this.

Because the initiation of an audit is the first step in a potentially conflictual process,
which may end in costly litigation, resource constraints are likely to play a large part in
determining which companies the IRS selects for examination. If an IRS auditor notices a
potentially problematic tax position, she is less likely to call for an audit, when it is more
costly to challenge the position effectively.

Additionally, a growing body of qualitative evidence shows how wealthy taxpayers pur-
sue strategies aimed specifically at making enforcement costly for the IRS (Winters 2011]).
In particular, recent journalistic accounts outline how firms through lobbying can convince

sympathetic legislators to put pressure on the IRS on their behalf (Kiel |2020a)).

4 Identification, Methods & Data

When investigating the proposition that firms can decrease their tax expenses by hiring
former legislators, I am faced with two major obstacles to inference. First, it is not random
which kind of firm it is that chooses to hire an MC. Second, data to test these propositions
are not easily obtained. The IRS guards their data on monitoring activities carefully and
only releases aggregate counts of audit conducted by broad categories of firms. Except for
those legislators who register as lobbyists, there is no publicly available database of post-

elective career trajectories. In this section, I describe my proposed solutions to problems
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concerning identification and measurement.

4.1 Identification and Sampling Strategy

Identifying the effect of hiring a former legislator on a firm’s tax rate entails the inherent
problem that it is not random what type of firm chooses to make such a hiring. There is a
wide range of unobservable selection effects, and it is highly unlikely that they can be dealt
with using methods of statistical control or matching. To obtain more plausibly identified
estimates, I employ a particular strategy for sampling firms. Specifically, I constrain atten-
tion to the companies that at some point hire former legislators. I then proceed to estimate
average treatment effects on the treated (ATTSs) using difference-in-differences models. A
standard difference-in-differences estimate would yield a weighted combination of the effect
of a) choosing to hire a legislator at all, and b) of doing so at a different point in time (Athey
and Imbens [2018)). Crucially, because of the sample selection, I only compare the trends
among firms that hire a legislator to the trends of firms that have recently hired one or will
do so soon. Thereby, I dispense with variation from (a). As a consequence, the identify-
ing assumption is that tax rates would have evolved similarly among treated and untreated
firms, had the treated firms chosen to hire an MC at a different point in time. I relax this
global parallel trends assumption further by estimating flexible models, assuming that the
parallel evolution only happens among firms in the same industries that hire the same type
of legislators.

This combination of sample selection and estimation technique deals with a variety of
selection effects by only comparing firms that choose to become connected, and identifying
the effect based on timing of employment alone. As I show in Appendix D1, the strategy
is effective, since the timing of hiring a former MC is uncorrelated with firm-level economic
characteristics. This is a powerful result: Among firms that all choose to hire a former MC,
the company’s underlying economic situation matters little for when they hire a legislator.

Overall, this makes the identifying parallel trend assumption plausible. The most important
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remaining threat to identification is the fact that firms may follow other non-market strategies
when they hire former legislators. In section 5.2.2, I present evidence from an extensive set
of alternative strategies, which suggests that this is not generally the case.

This sampling strategy also forms the basis of the main independent variable: A binary
indicator for the year a publicly listed company hires a former MC. To select firms and code
this timing variable, I started from a list of retiring MCs and relied on a variety of sources
to identify their post-elective career trajectories. First, Bloomberg CVs keeps track on the
careers of a number of influential businesspeople, including most MCs in the sample. This,
therefore, presented a very useful helicoptor view over most careers. However, the selection
of people Bloomberg reports on is obviously not random, and there might be omissions
in their records. To capture additional positions on Boards of Directors, I supplemented
this helicopter view with 10-K filings retrieved through the EDGAR database. To capture
positions that were omitted by Bloomberg or are not directorships, I conducted extensive
internet searches. Most firms send out press releases announcing when they establish, for
example, advisory boards with MCs on them. Additionally, because of the high-profile nature
of most revolving door employments, most cases where former MCs are employed in large,
publicly listed companies receive coverage. Finally, I use employment histories from The
Center for Responsive Politics (CRP). The latter source is useful for keeping tabs on former
MCs who register as lobbyists under the Lobbying Disclosure Act (LDA). I present single
estimates for all positions held by revolvers in the main analyzes. In Appendix I, I show
results separately for each position type. Besides the in-house positions I have described,
firms may hire revolvers as contract lobbyists. These are not included in the main results.
Recent work emphasizes the different role played by contract lobbyists relative to in-house
personnel (Ellis and Groll 2018; Groll and Ellis 2017)). Additionally, agency drift is more
likely among contract lobbyists (Holyoke 2021). Thus, if contracting with a lobbying firm
that employs former legislators also affects the firm’s tax bill, it is likely to be through

different mechanisms. However, I have also collected data on this type of connections, and
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investigate them in a set of auxiliary analyses. Since data on employment termination is
mostly missing, I only use the first year a former MC was employed in a company.

The sample covers publicly listed companies that hired a former MC in the period 2004-
2015. In total, I track 180 companies and 77 revolvers. This implies that the same people
get hired in multiple positions. This is most common among legislators who get positions
on boards of directors. There, the number of directorships ranges from one to six, and the
average politician-director has hold more than two directorships in her post-political career
(see appendix B for more descriptives). Some — mostly directors — also hold several different
types of positions. A good example of this is former senator and secretary of energy Spencer
Abraham, who, besides serving on multiple boards, was appointed to lead Uranium Energy
Corp’s Advisory Board.

The sample restriction described above has consequences for the estimand. Particularly,
it will only characterize the ATT among firms that actually hire former legislators. Arguably,
however, identifying an effect among firms that become connected (and not extrapolating to,
say, Fortune 500 firms) is the estimand of most interest. In Figure[I]I show the distribution

of hires across sectors and job types. In Appendix B, I present descriptive statistics.

4.2 Data on IRS Audits and Company Tax Rates
Tax Rates

To measure Effective Tax Rates, I follow Gupta and Newberry (1997)) and use the current
portion of total tax expense divided by total pre-tax book income (see also Richter et al.
2009). I put a one-year lead on the dependent variable for two reasons. First, most revolving
door MCs are hired sometime during the year, and I have no data on when. Second, firms
have different tax years, and have to file their return at different points in time during the
year. To ensure that the revolver actually arrives before the firm decides its tax position, the
lead is necessary. There are a number of extreme observations on the tax rate variable. These

are given less weight because I use the natural logarithm, but, to make sure the estimates

11
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Other services

Machinery, equipment, furniture, recycling 4 Board of Directors -
Chemicals, rubber, plastics, non-metallic products
Banks |

Political Advisor -
Gas, Water, Electricity A
Education, Health
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Wholesale & retail trade - Management 1
Publishing, printing
Insurance companies
Lobbyist -
Hotels & restaurants
Food, beverages, tobacco -

Transport Supervisory Board -

Construction

0 51015202530 0 10 20 30 40 50
# of MCs Hired # of Former MCs

Figure 1: Characterizing Firms and Jobs in the Sample

Left panel shows the distribution of firms across sectors. ‘Other Services’ is a standard sector
category in the NAICS 2-digit. In this sample it includes, for example, firms within private equity,
real estate, asset management, acquisitions, and certain technology firms (e.g. Alphabet, Inc.).
Right panel shows the distribution of legislators across job types.

are not artificially inflated, I discard the top and bottom 2.5 percent in the distribution.
In Appendix E2, T document that excluding these observations yields conservative results,
as the baseline estimates I present in the main text are approximately 40 percent smaller
than the ones relying on the full sample. Using the natural log of a variable that can take
on non-positive values poses some challenges. In the main results, I simply add a constant,
but in Appendix E3, I test the robustness by applying two alternative transformations (the

inverse hyperbolic sine and the bi-symmetrical log transformation), both of which behave

like the log-transform, but allow for non-positive values. I also show models using the level

12
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of tax rate. These robustness checks indicate that the baseline approach yields conservative

estimates.

IRS Auditing Activities

To measure IRS enforcement activities, I hand-code a binary indicator capturing whether an
audit of the company’s accounts was initiated during any given calendar year. Because the
IRS’s data on this are confidential, I have coded the sections of all 10-K reports that explain
tax matters and interactions with the IRS to the shareholders of the companies. If the IRS
disagrees in significant portions of a company’s tax position, this could lead to very large
additional tax expenses. Because of this, IRS audits entail potentially large liabilities for a
company. Therefore, publicly listed corporations often inform their shareholders when the
IRS plans to initiate an examination. These accounts are normally given in 10-K reports,
which is why they provide an enormous amount of unstructured data on the interactions
between the company and the taxing authorities. Because 10-K reports can be several
hundred pages long, and every company organizes its reports differently (a structure which
even changes from year to year) extracting these data is extremely cumbersome. To structure
this extensive data-gathering process, I devised a two-step manual coding scheme, where I
first located the sections dealing with the relevant tax matters, and then ascertain whether
an audit was initiated in the given year. The coding scheme is presented in Appendix C.
To provide more detail to the picture of IRS enforcement, I also collect accounting
data on the financial consequences of the firm’s interactions with the IRS from Compustat.
Specifically, I use measures of the size of fines imposed by the IRS on the firm, and the
dollar-amount of previously unrecognized tax positions the firm can recognize, because the
IRS failed to examine it within the statute of limitations. I also collect data on the value of

the firm’s total unrecognized tax positions.
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4.3 Data on Additional Implications

As I have argued previously, it is not meaningful to distinguish between different types
of assets the revolver controls. However, it is very helpful to devise tests of whether the
effects are driven by the revolver’s characteristics or something else about the firm’s non-
market strategy. To do so, I conduct a number of auxiliary analyses aimed at capturing
additional implications of the theory. To do this, I collect data from a variety of sources.
First, I construct a measure of the former legislator’s degree of connectedness. I follow
Fowler (2006) and use the legislator’s centrality in the cosponsorship network of Congress. I
construct a directed network of cosponsorship for each Congress in both the Senate and the
House for the period 1992-2015, where the directed connection between each pair of MCs
increases in strength every time one cosponsors a bill proposed by the other. Cosponsoring
a bill can be seen as a social act of support for the original sponsor, a tie which grows
in strength for each act of cosponsorship. Since an MC does not actually have to meet
or have lasting relationships with their cosponsors, however, these ties send a noisy signal
of their connectedness. In an attempt to make the measure less noisy, I weight each act
of cosponsorship by the total number of cosponsors on that bill. Combining these two
sources of information should provide a reasonable measure of the strength of the connection
between each pair of MCs (Fowler 2006)). After the networks are constructed, I compute
each MCs Congress-specific betweenness score, which measures the extent to which an MC
has been able to garner support from cosponsors from different blocs in the network. To ease
interpretation, I center each betweenness score by its Congressional mean and normalize it
by its standard deviation. I then average each MCs standardized betweennes score over her
tenure. This gives the score an easy interpretation: A positive score of one, for example,
indicates that the revolving door MC on average scored 1 standard deviation above the
Congress-specific mean throughout her tenure.

I also investigate an extensive set of alternative non-market strategies that could drive

my main result. First, I collect data on lobbying activities filed under the Lobbying Disclosure
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Act (LDA) and made available by the Center for Responsive Politics. I manually identify
whether firms in my dataset file lobbying reports, and create two binary variables for a)
whether they file a lobbying report mentioning the IRS as a target of their lobbying effort,
and b) whether they file any lobbying report at all. Second, I use the BoardEx database to
identify which of the firms appoint former IRS bureaucrats, Congressional staffers, or people
with a background in the Council of Economic Advisors (as members or staff) to their boards
of directors. BoardEx contains the employment history of all directors of publicly held firms.
This unique data allows me to identify which firms that hire people with a background at
the IRS. This would otherwise be impossible, since the names of IRS” employees are FOIA
exempt, and other sources therefore will not allow me to capture the career moves of the
Services’s bureaucrats. Finally, I use data from Stuckatz (2020) on campaign donations by
publicly held firms. As with the lobbying variables, I create a binary indicator of whether
the firm donated at all. However, the results from models with total expenditure are similar.

Finally, I construct a binary indicator of whether the former MC served in a commit-
tee responsible for IRS oversight (the Senate Finance Committee or the Ways and Means

Committee in the House). I acquired data for this through Stewart III and Woon (2017)).

4.4 Additional Firm-level Covariates

To adjust for a company’s size and assets, I include the natural log of the total dollar value of
its total assets, capital, enterprise value, and number of employees. To capture the company’s
operating performance, I include logged revenue and gross income, both measured in US
dollars. Finally, I include the turnover of the company’s stock and its share price. This is to
capture potential effects of increased stock market attention. Because the financial variables

can be negative, they are rescaled to have a minimum of 0.5, before being log transformed.

4.5 Model Specification and Identification
I consider variations of the following two-way fixed effects model:
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INETRcy41 =01 Ret + B1 - Xego1 + Ve + ¢ + €cpys

where ETR is the effective tax rate paid by firm ¢ in year ¢t + 1. R is the variable of interest,
capturing the year during which a former MC is hired by the firm. The two dimensions of
fixed effects are denoted by ~, company fixed effects, and ¢, a set of year effects. € is the
idiosyncratic error term, and X is a vector of firm-level controls.

The inclusion of twoway fixed effects makes this a difference-in-differences model (Goodman-
Bacon 2018). As described previously, the combination of the sampling strategy and esti-
mation technique deals with a range of threats to identification. However, two salient ones
remain. First, the models are vulnerable to heterogeneous shocks. Therefore, I adopt a
series of highly flexible models, relaxing the parallel trends assumption significantly by im-
posing it only locally, among highly similar firms and MCs. This also allows shocks to
have heterogeneous effects across firms. Second, hiring revolvers might be related to other
influence-seeking strategies. I investigate and find limited evidence that the effect of gaining
a connection is driven by these other strategies.

Recent methodological advances show that two-way fixed effects can be a biased estima-
tor of the ATT if already-treated firms enter the control group, and if the ATT varies over
time (Goodman-Bacon 2018)). In Appendix H, I use the techniques proposed by Callaway
and Sant’Anna (2021)) and Imai et al. (2019a.b)) to estimate the difference-in-differences that
are not subject to this bias. The results suggest that the two-way fixed effects estimates are
not biased in this situation. I also collect data on when politicians-turning-directors leave
firms using BoardEx. In combination with the Imai et al. (2019a) estimator, I use these
estimators to examine the longevity of the results. These results can be found in Appendix
H2.

Clustered standard errors are biased when a significant part of the population is ob-
served, there is treatment effect heterogeneity, and there is a finite set of treatment events

(Abadie et al. 2017). Therefore, I obtain uncertainty estimates by simulating 3,000 firm-
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blocked random placebo treatment events of firms hiring former legislators. This is similar
to the procedure proposed in Abadie et al. (2010). These placebo simulations allow me to

simulate the two-sided effect distribution under the sharp null. In Appendix E5, I show

results from design-based firm-clustered standard errors Abadie et al. (2017).

5 Baseline Results

Figure |2 plots pooled corporate tax rates at ¢ + 1 in the five years leading up to the hiring
of a former MC. The fitted line is estimated using a lowess smoother indicating the expected

tax rate across companies within each time period.

40% .
| i '
§ l
30% '
2
© L]
r- H * .
x s
@ + 0
SESR i | i 3
22 . . *
ge ‘ ° [}
= . [} °
L o ° [
10%1 8 . . o [} 3
s g
l ° i ] . =
L] (]
0 i g e
0% ! i ! . ]
5 Years 4 3 2 1 Legislator
Remaining Hired

Years Remaining to Legislator is Hired
Figure 2: Corporate Tax Rate and Time Until Revolving Door Hire.

Note: Y axis is censored for presentational purposes.

As we can see, the tax rate across companies is relatively stable throughout time. Impor-
tantly, this stability suggests that pre-treatment trends among connected and unconnected
firms are approximately parallel. Additionally, we observe a sudden and sharp decrease in
tax rates the year after a former MC is hired.

In Table [I, T present a range of difference-in-differences specifications each adjusting
for different potential violations of the parallel trends assumption. The first specification is

the simple association between the hiring of a former MC and corporate tax rate the year
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after, adjusted only for firm and year fixed effects, thus imposing a global parallel trend.
The coefficient suggests that for a firm with an average ETR, hiring a former legislator
would lead to decrease in ETR of approximately 1.3 percentage pointsﬁ For a firm with the
median pre-tax income, the tax saving approximately $2.4 million. The upper limit of the
95% Abadie et al. (2017)) confidence interval suggests that the decrease could be as small as
0.23 percentage points. This would correspond to approximately $400,000 for the median
firm. While the savings suggested by the estimates are large, they are not out of the ordinary
for very large firms. For example, Magellan Health Services reported obtaining tax savings
amounting to $35.7 million in 2012 by applying unrecognized tax positions.ﬁ Additionally,
large firms like Microsoft, Google and Pfizer save billions of dollars yearly through transfer

pricing (Kiel 2020b).

One could imagine that when faced with certain types of challenges, firms hire legislators
who followed political career trajectories that makes them particularly suited to help manage
those challenges. This would cause a selection bias, where unobserved shocks move firms to
hire certain legislators and also affect their tax rates. In column two, I include interactions
between the year fixed effects and dummies for whether the legislator served in the Senate
or the House. Additionally, several of the people included in the sample have served as
secretaries in the administration or state governors. I interact indicators of these types of
political careers as well as dummies for the number of previous political positions the revolver
has had with the time fixed effects. Thereby, I apply a less restrictive identifying assumption,
where the tax rates of firms that hire revolvers with the same political career trajectories are
assumed to evolve in parallel. Trends among firms that hire legislators with different sets of
political experiences, however, are allowed to evolve in an unconstrained fashion.

In column three, I adjust for a number of time-varying firm-level characteristics, in-

cluding measures of firm size (the number of employees, enterprise value total assets, market

*Recall that the dependent variable is log transformed in the main results
6See the Magellan 10K https://bit.ly/2FYwbtR
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Table 1: The Revolving Door and Corporate Tax Rates

Dependent variable:

In Tax Rate
Diff-in-Diff ~ MC History = Firm Covariates  Firm Sector  All Adjustments
(1) 2) 3) (4) (5)
Revolving Door —0.062 —0.068 —0.132 —0.110 —0.132
(0.029) (0.030) (0.041) (0.047) (0.051)
Exact RI P-value 0.031 0.022 0.006 0.033 0.024
Pre-trend 0.016 0.017 0.018 0.038 0.044
(0.035) (0.036) (0.051) (0.061) (0.07)
Firm-level Covariates? No No Yes Yes Yes
Firm FE? Yes Yes Yes Yes Yes
Year FE? Yes Yes Yes Yes Yes
Year FE X MC History No Yes No No Yes
Year FE X NAICS 2-Digit? No No No Yes Yes
Observations 1,282 1,282 727 727 727
Residual Std. Error 0.274 0.277 0.279 0.293 0.305

Note: The dependent variable in the primary models is the natural log of the firm’s tax rate with a one year lead.
Standard deviations of firm-clustered permutations in parentheses. The exact P-value shows the proportion of
permuted estimates more extreme, in absolute values, than the observed estimate. 3,000 permutations used.

value, and capital), operating performance (net revenue and gross income), and stock market
attention (traded volume an share price). The results maintain. Coefficients on the controls
are shown in Appendix E1.

In column four, I interact the year fixed effects with a set of dummies capturing the
firm’s sector of operation (NAICS two-digit classification). Thereby, I only assume that firms
in the same sector follow parallel trends. Finally, column five includes all these adjustments,
imposing the parallel trends assumption only among firms that hire revolvers with the same
political careers and that operate in the same sectors.

The results maintain across these different specifications.

Two Placebo Tests

Additionally, I use two placebos. As the first placebo strategy (in the second panel of Table
, I test whether the decision to hire revolving door personnel is correlated with the prior
trend in Tax Rate. I do so by applying a two-year lead to the Revolving Door indicator. If it

is correlated with the one-year lead of tax rates, it would suggest differential pre-trends, as
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the tax rate in previous years would predict future hires. In all specifications, the coefficient

on hiring a former legislator is diminutive and statistically insignificant.

Becoming politically connected is a specific type of corporate political strategy that
the firm chooses. If firms choose this in response to particular circumstances, during which
they also see reduced tax rates, this could bias the results. E.g., some managers might
have a preference for aggressive tax-planning and for hiring former legislators. Hence, the
managerial decision would drive both the hiring of the revolver and the reduced tax rate.
In Appendix D2, I leverage that a small group of foreign firms have hired American MCs in
their non-US headquarters. Therefore, those firms do not pay taxes in the US, but can be
included in the dataset, because they are traded on US exchanges. If managerial decisions
were behind the results, using this sample of non-American firms should yield estimates
similar to the ones reported in Table As I show in Appendix D2, among foreign firms,
hiring an MC is associated with an increase in tax rates. It is important to note that the

model only relies on 112 firm-year observations, and should be interpreted with caution.

Robustness Checks

In Appendix E, I conduct a number of robustness checks. I present results using the Abadie
et al. (2017) clustered standard errors (E5). I show that adjusting for pre-treatment tax
rates yields the same results (E1). In E2, I show that the baseline choice of excluding the
top and bottom 2.5 percent in the distribution of tax rates yields an estimate 40 percent
lower than if I had included all observations. I also show that the results in the baseline,
trimmed sample are highly robust to excluding influential observations. Finally, in E3, I
show that using the natural log provides conservative estimates compared to using the level

of tax rate and two alternative transformations.
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6 The Mechanism: Political Connections and Regula-
tory Enforcement

There are two turning points in the argument. First, the decrease in corporate tax rates
should come about, because of a firm-level changes in the IRS’s discretionary enforcement
activities, not because of rule-changes. Second, the decrease in corporate tax rates should be
driven by characteristics of the former legislator, not by other changes in corporate political

strategy that accompany the hiring of a revolver.

6.1 Political Connections and IRS Enforcement

[ investigate the effect of hiring a former legislator on the IRS’s enforcement activities. Table
shows the association between hiring former MCs and the probability of being audited by

the IRS. It also includes a test for differential pre-trends.
Table 2: The Revolving Door and the Probability of Audit Initiation

Dependent variable:

Audit Initiation
Diff-in-Diff ~ MC History  Firm Covariates  Firm Sector  All Adjustments

(1) (2) (3) (4) (5)
Revolving Door —0.156 —0.154 —0.150 —-0.171 —0.196
(0.061) (0.065) (0.080) (0.094) (0.104)
Exact P-value 0.014 0.016 0.063 0.066 0.057
Pre-trend -0.01 0.043 -0.016 -0.106 -0.066
(0.075) (0.081) (0.094) (0.118) (0.136)
Firm-level Covariates? No No Yes Yes Yes
Firm FE? Yes Yes Yes Yes Yes
Year FE? Yes Yes Yes Yes Yes
Year FE X MC History No Yes No No Yes
Year FE X NAICS 2-Digit? No No No Yes Yes
Observations 746 746 502 502 502
Residual Std. Error 0.412 0.424 0.422 0.444 0.472

Note: The dependent variable in the primary models is an indicator for tax audit initiation with a one year lead.
Standard deviations from firm-clustered permutations in parentheses. The exact P-value shows the proportion
of permuted estimates more extreme, in absolute values, than the observed estimate. 3,000 permutations used.

When firms become politically connected, they also become less likely to be audited.
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The year after a company hires a former MC, the IRS becomes approximately 15 percentage
points less likely to initiate an audit of their tax returns. However, there is considerable
uncertainty associated with this estimate, and the upper limit of the 95% Abadie et al.
(2017) confidence interval suggests an 8 percentage points drop. Allowing for flexible trends
through various adjustments in columns two through five leads to diminutive changes to the
estimated coefficients. This strongly suggests that the results are not driven by these other
factors. Estimating more complex models on fewer observations, however, predictably makes

the estimates more noisy.

Because I do not have data on when the MC leaves the firm again, investigating temporal
dynamics in the effects is difficult and requires strong assumptions. However, in Appendix
H, T present some tentative evidence that the effects are durable. It should be noted that
the results in the appendix are noisy and future research should delve further into how long

effects last.

6.2 How Savings Are Obtained

It is important to note that taking an aggressive position is not tantamount to tax fraud.
Instead, the complexity of the tax code helps companies decrease the taxable part of their
income by allowing them to apply arcane rules and precedents in new and creative ways
that can be extremely difficult and costly for the authorities to challenge (Winters 2011]).
Oftentimes, such aggressive tax positions will take the form of claiming unrecognized tax
benefits, which is a tax position that is likely to be challenged by the taxing authority. Sav-
ings obtained in this way can, of course, be overruled in the event of an audit. Importantly,
however, if a company’s tax return is not audited within the statute of limitations, which is
three years for business returns, even unrecognized tax positions are automatically accepted.
This implies that if an IRS examination could be avoided for a limited number of years,
taking an aggressive tax position can yield a permanent tax saving. Anecdotal evidence sug-

gests that avoiding examination until the expiration of the statute of limitations can yield
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large savings. For example, Magellan Health Services was—because of lapses in the statute
of limitations—able to obtain previously unrecognized income tax reductions amounting to
$23.2 million in 2013, $35.7 million in 2012, and $10.4 million in 2011[] While it obviously
is uncertain whether the IRS would challenge the merits of these unrecognized tax benefits,
the expiration of the statute of limitations made it very hard for the agency to do so.

In Table 3| T delve further into this quantitatively by looking at the financial conse-
quences of IRS interactionsﬁ First, in column 1, I investigate whether firms apply more
unrecognized benefits in their tax returns. While I estimate a large increase of approxi-
mately 18%, this is associated with too much uncertainty to make any firm conclusions. The
lower number of observations, and the fact that there are many ways of reducing the tax
rate besides unrecognized benefits, are likely explanations for the unclear results.

When a firm is not audited, it becomes impossible for the IRS to fine it. This is another
mechanism that makes avoiding audits beneficial for the firm. In column 2, I use the amount
a firm is fined by the IRS as the dependent variable, and estimate a drop of almost 30% in
penalties the year after a legislator is hired. For the average firm, this amounts to a saving
of $1.6 million in fines.

The statute of limitations on examining a tax return is an important reason why avoiding
an audit can be lucrative. If a firm is successful in postponing an audit until the statute of
limitations on a tax filing has expired, it can automatically recognize previously uncertain
tax positions. In column 3, I look at the amount of dollars in unrecognized tax benefits a
firm can recognize due to lapses in the statute of limitations two years after it hires a former
legislator—this corresponds to the first year after the drop in audit probability. I estimate

that the year after the average firm is less likely to be audited, the statute of limitations

"See the Magellan 10K https://bit.ly/2FYwbtR
8Because of limited data availability, the following results rely on fewer observations.

While they should be given less weight in the overall conclusions, however, they still provide

valuable insights into the interactions between firms and the IRS.
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allow it to recognize 34% more of its previously uncertain tax positions. For the average

firm, this amounts to $2.2 million.

Table 3: Consequences of Enforcement Changes

Dependent variable:

In Unrecognized Benefifts In Penalties In Statue of Limits.
(1) (2) (3)
Revolving Door 0.186 —0.294 0.338
(0.089) (0.174) (0.115)
Exact RI P-value 0.1 0.02 0.06
Firm FE? Yes Yes Yes
Year FE? Yes Yes Yes
Observations 506 330 481
Residual Std. Error 0.609 0.359 0.928

Note: Dependent variables: 1) unrecognized benefits, 2) penalties imposed by the IRS, 8) un-
recognized benefits that are recognized due to statute of limitations (all in US$ and logged).
Standard deviations of the distributions of firm-clustered permutations in parentheses. The ex-
act P-value shows the proportion of permuted estimates more extreme, in absolute values, than
the observed estimate. 3,000 permutations used.

Political Connections and Rule Changes

Previous research shows that companies can bring down their tax rates by lobbying for
changes in the tax code, which grants them lucrative depreciation schedules that are tailored
specifically to their asset portfolios (Richter et al. 2009)). I propose, however, that political
connections work differently than lobbying: the effect of the revolving door on tax rates runs
through changes in enforcement activities.

To interrogate whether my results are driven by rule-changes, in Appendix G, I follow
the strategy proposed by Richter et al. (2009)): If firms are successful in changing the tax code,
they would do so by tailoring the legislation to benefit firms with their specific asset portfolio.
If so, the effect of political connections should be moderated by the firm’s composition of

assets. Estimating interactions with the variables previously used in the literature, I find no
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strong evidence that this is the case. Additionally, if the drop in tax rates were driven by

rule changes, we would expect other firms in the same sector to be affected as well. T find

no evidence of any diffusion.

6.3 Is Connectedness Just One of Many Non-Market Strategies?

Hiring a former MC may be one of many non-market strategies. Importantly, if these
alternative strategies are used at the same time as firms hire former legislators, it becomes
difficult to assess which strategy drives the effect. On the other hand, if the effect is driven
by legislator characteristics, and hiring a revolver is not associated with other non-market

strategies, this would suggest that the effect is driven by the former MC.

The Legislator’s ‘Connectedness’ Drives the Association

I have previously argued that former legislators are valuable in interactions with enforcers
in the bureaucracy. This is because they know whom to target through their procedural
knowledge and can target them effectively through their social connections. Importantly,
revolvers differ in how much of these assets they control. Here, I investigate whether the
decrease in corporate tax rates is driven by legislators who either served in committees with
oversight over IRS or who have extensive political connections more generally. The results
are presented in Figure 3, where Panels A and B show the results from two sets of twoway
interactions, while Panels C and D show a threeway interaction. Interaction coefficients and
standard errors from randomization inference are printed in the top right corner of each plot.

In Panel A, I interact the dummy for the year in which a revolving door MC was hired
with an indicator for whether or not she served on committees responsible for oversight with
the TRS. I estimate that the decrease in tax rate is 9% larger, when firms hire a former
member of these committees. The marginal effect is only statistically significant for this
group of former oversight committee members. The difference between groups, however, is

not statistically significant at conventional levels.
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A and B: Twoway interactions
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Figure 3: Heterogeneous Effects for Well-Connected Legislators.

Note: Dependent variable is Tax Raterr1. Panels A and B show the marginal effect for MCs that
did or did not serve on a committee with oversight of the IRS (Panel A), and across different levels
of average betweenness centrality of the MC (Panel B). Panels C and D show marginal effects across
different levels of betweenness centrality for MCs that did not serve on a committee with oversight
(Panel C) and those who did (Panel D). All constitutive terms included in the threeway interaction.
Fized effects for firm and year included. Printed estimates are linear interaction estimates, standard
errors are the variances from distributions of 3,000 random cluster-permutations. Shaded areas are
panel-corrected confidence intervals, dark shaded are 90 percent, light are 95 percent.

Second, I use the MC’s average betweenness score in the cosponsorship network in
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Congress. Central legislators tend to be broadly involved in their party’s legislative strategy.
This will endow them with broadly applicable procedural knowledge and social connections.
In Panel B, I show the results from an interaction between this measure and the revolving
door indicator. This shows that connectedness strongly moderates the revolver’s effect on
the corporate tax rate. Looking at the marginal effect for MCs with average betweenness
scores (i.e. zero in the plot), the impact is very small and statistically insignificant. However,
it increases markedly and becomes significant in statistical terms at the five percent level as
betweenness increases.

Finally, the MCs, who are both central in the cosponsorship network, and were members
of the IRS oversight committees will control both broad and narrowly relevant procedural
knowledge and connections. In Panels C and D, I present the results from a threeway
interaction between hiring a revolving door MC, her betweenness score, and whether she
served on a committee with oversight of the IRS. The interaction is highly statistically
significant and shows that the moderating effect of hiring a well-connected MC increases
if that MC also served on a committee with oversight. Looking at the marginal effects,
increasing betweenness adds close to no additional effect when the MC did not also serve in
an oversight committee but adds very substantially when she did.

Having been consistently central in the cosponsorship network, or having served on the
powerful Ways and Means or Finance committees will obviously be correlated with other
characteristics of the former legislator. This type of legislator is likely to be ‘high quality’
more generally. Therefore, while these results are strong, the interactions are not necessarily
causal. Still, these results are important: At the very least, they suggest that the effect of
hiring a legislator is moderated by her individual characteristics. If the results were driven
by firms pursuing other non-market strategies, we would not expect this to be the case.
Interestingly, in Appendix F, I estimate an interaction between hiring a legislator and her
legislative effectiveness scores—an important measure of a different dimension of legislator

quality—and find that it does not moderate the effect of hiring a MC.
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Other Non-Market Strategies

Firms may pursue numerous non-market strategies simultaneously. For instance, they may
lobby for tax relief (Richter et al.|[2009)), donate as a signal of political muscle (Gordon and
Hafer 2005)), or gain other forms of connections by hiring bureaucrats or congressional staff
(Palmer and Schneer [2019)). If firms systematically pursue these other strategies at the same
time as hiring former legislators, and those alternative strategies also decrease tax rates,
they can act as confounders.

In Appendix L, I show that hiring a former MC is not significantly associated with 1)
having a revolver as a contract lobbyist, 2) lobbying generally or lobbying the IRS directly,
3) appointing other types of revolvers or 4) donating to political campaigns. This suggests
that my findings are driven by the appointment of former MCs. In Appendix K, I show
the results of a sensitivity analysis. They suggest that it is unlikely that there exists an

unobserved non-market strategy that can explain the results presented here.

7 Discussion and Conclusion

The movement of public officials into the private sector is the object of intense research
interest (McCrain 2018; Shepherd and You 2019). However, estimating the returns to firms
that hire so-called revolvers has proven elusive (Hadani and Schuler 2013). The weight of
the evidence presented in this article indicates that firms can gain leniency from regulators
by hiring revolvers. To substantiate this, my inquiry followed two tracks. First, I uncovered
evidence that hiring a former MC decreases the probability of being audited. I also found
that the connected firms were fined less by the IRS, and saw more uncertain tax positions
accepted because of lapses in the statute of limitations.

Second, I investigated whether the effect could be attributed to gaining a politically
connected employee, or to other non-market strategies that might be pursued simultaneously.

I found that the association was driven by the most highly connected former legislators,
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especially if they also served on a committee with oversight of the IRS. I did not find strong
evidence that firms pursue direct lobbying and political connections simultaneously. In
combination, this suggests that it was hiring a revolver in itself, which impacted tax rates.

There remains some lingering questions regarding 1) mechanisms, 2) why—given the
effect sizes—all firms do not hire revolvers, and 3) applicability to other contexts. I will end
with a discussion of these points.

On mechanisms, I have argued that it is not necessarily meaningful to distinguish empir-
ically between different dimensions of the human capital controlled by a revolver. It is most
likely the combination of social connections and procedural expertise that make revolvers
effective information extractors. Empirically, it is difficult to imagine hiring a counterfactual
revolver who has one but not the other. However, an important question for future research
to answer is whether the revolver takes an active role, directly extracting information about
IRS enforcement, or, alternatively, whether her employment acts as a signal to enforcers (see
Gordon and Hafer [2005)). While both mechanisms are consistent with the evidence presented
here, at least two questions remain which future research should probe. First, if hiring a
former legislator is a signal to the bureaucracy, it is assumed that IRS bureaucrats know
about the legislator’s employment with the company. Given the effort involved in assem-
bling the data for this article, it is not clear that IRS enforcers would have this knowledge.
Alternatively, it is certainly possible that the revolver actively contacts the IRS, or that her
former colleagues in Congress do so on her behalf. In this case, we need further theory and
evidence on why a legislator would want to stick their neck out for the revolver. These two
questions do not refute neither the active contact nor the signaling mechanism, but future
research should probe them further.

One might raise the possibility of two alternative mechanisms relying on different assets
controlled by revolvers: their own substantive expertise and the trust enforcers might have
in them, because of their previous career in public service. I do not believe either to be likely

mechanisms. First, on the expertise mechanism, previous research suggests that legislators
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have less substantive knowledge than bureaucrats and legislative staffers (LaPira and Thomas
2017). Thus, if it were the revolver’s own substantive expertise that drove the effects, it would
raise the question of why the firms did not just hire these other—likely cheaper—types of
revolvers. Additionally, the sample for this study includes mostly large companies that are
likely to have a lot of in-house tax expertise already—quite often they even employ former
IRS personnel. Furthermore, most of the companies are audited under the Large Business
and International program, which requires the firm to work actively with IRS auditors during
the examination of the tax returns (IRS 2016b). This makes it necessary for the companies
to have large in-house tax expertise. Second, on the ‘trust’ mechanism, previous research
suggests that agencies often base their enforcement decisions on whether they trust the firms
in question (Reed 2009). From this perspective, a legislator, who used to interact with the
IRS, is likely to be viewed as trustworthy by enforcers at the agency. By hiring her, the firm
buys into her trustworthiness, and makes the IRS update its expectations about the firm’s
status as a (non-)complier. However, as I discuss previously, through backward induction
IRS enforcers should realize that firms are more likely to be non-compliers when they hire a
revolver. The trust based mechanism cannot account for this.

Given the strength of the results, it is reasonable to ask why more firms do not hire
revolvers. Importantly, the results show that effects are driven by the legislators, who were
most central in the cosponsorship network, and who served on committees responsible for
IRS oversight. Among former legislators, it is a select subset who are able to produce the
effects—hiring any revolver will not do the trick.

A final question concerns whether the results are likely to travel outside of the US
context. Importantly, tax enforcement is inherently complex, and requires a high degree of
autonomy. This implies that bureaucrats in most contexts are afforded a lot of discretion in
the enforcement of tax rules. However, other aspects of the proposed mechanisms may be
more applicable in the US than others. Importantly, the legislature is far less involved in

conducting bureaucratic oversight in, e.g., European countries. On one hand, this decreases
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the potential for pressuring bureaucrats through political connections. On the other hand,
revolving door legislators may still extract information. Thus, the applicability of the results
outside the US are likely to depend on the mechanisms producing the increased enforcement

costs.
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A Discretion in Choosing Firms to Examine

Corporate taxes are determined based on a tax return, which is a self-determination of tax-
able income that is filed yearly. The IRS is responsible for auditing federal tax returns. This
is done by periodically choosing companies for examination, and evaluating their tax posi-
tions. While the specific criteria for selecting returns for audit are kept secret, the Internal
Revenue Manual (IRM) provides a broad outline. At the core of the process is the Dis-
criminant Index Function (DIF), which provides a prediction of whether examining a return
would yield a significant tax change (IRS 2016|). The prediction is based on a comparison
of the current tax return to the firm’s previous returns as well as observable characteris-
tics of historical (non-)compliers. The IRS also relies on a number of non-DIF criteria for
more subjectively estimating the likelihood of non-compliance, including suspicions reported
by other agencies, suspicion for illegal activities, bankruptcies, and specific issues that are
current focal points of IRS enforcement (e.g., the periodic extra scrutiny of tax exempt orga-
nizations) (General Accounting Office |1999). IRS personnel manually examine the returns
with a high predicted probability of being erroneous, and estimate the amount of work that
would be involved if an audit of them were to be conducted, before they decide whether or

not to initiate an in depth examination (General Accounting Office 1999).
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B Firms and Job Types in the Sample

B.1 Firms

Below, I describe the sample of firms and job types that are included in my sample. Because
the base sample restricts attention to firms with non-extreme values on the tax rate variable,
we do so in the following description as well.

Table shows descriptive statistics of the finances of the firms in the sample.

Table B.1: Firm Descriptive Statistics

Statistic N Median St. Dev. Pctl(25) Pctl(75)
Years w/ Revolver (Proportion) 1,484 0 0.271 0 0
Effective Tax Rate (%) 1,514 27.997 19.913 0.559 35.703

$ Total Capital (Thousands) 1,498  3,068,292.0  1,685,117,586.000  312,419.8 21,289,447.(
$ Total Assets (Thousands) 1,500 5,107,600 2,922,098,878.000  564,919.2 40,752,925
$ Enterprise Value (Thousands) 1,395 6,481,507 120,626,404.000 622,858.5 32,887,339
# Employees (Thousands) 1,379 7,900 203,253.800 1,374.5 48,900

$ Net Sales (Thousands) 1,502 2,672,378 47,894,617.000 278,599 18,462,500
$ Gross Income (Thousands) 1,200 613,800 377,941,802.000 64,000.2 5,646,565.0
Turnover Volume (# Shares) 1,400  291,657.000 4,913,223.000 38,763.820  1,221,941.00
$ Market Value (Millions) 1,405 3,564.610 1,776,994.000 420.660 26,260.490
$ Stock Price 1,405 25.690 755.254 10.520 47.640

Note: ‘Years w/ Revolver’ is a proportion. ‘Effective Tax Rate’ is in percent. ‘Turnover Volume’
1s the number of stocks traded in a year. ‘# Employees’ is the number of employees. ‘Market
Value’ is in millions. ‘Stock Price’ is in dollars. The rest of the financial variables are measured
in thousands. For the proportion of years with a revolver hired, the mean is shown. The median
18 shown for the rest of the variables.

B.2 Legislators

In the main text, we show the distribution of job types held by former legislators. Only five
job types are represented, and corporate directorships are very overrepresented. The number
of legislators-turned-directors, however, corresponds well with the estimates by Palmer and

A-2
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Schneer (2016)). Note also that each type of position is counted once for each MC, but
that each can hold several positions. For instance, if the average MC holds upwards of two
directorships, she is only counted once in the ‘Board of Directors’ category, but likely also
holds at least one other position (e.g as a political advisor).

It is also of note that positions as in-house lobbyists includes the lowest number of former
MCs. However, this is in part because of the way we define the job types, as positions in
the category ‘Political Advisor’ are the second most numerous. The latter position includes,
for instance, advising management on political affairs and directing the company’s lobbying
endeavors, neither of which necessarily requires directly lobbying. This contrasts with former
MCs, who are now members of advisory boards, which do not need to be political in nature.

Figure shows the distribution of directorships among former legislators in the period
we study. It is evident that most only hold one position on a Board of Directors. Some hold
multiple, and a few hold as many as six positions. On average, former MCs hold more than
two board positions, which is a bit less than what Palmer and Schneer (2016) estimate, and
reflects the fact that members of the House of Representatives are included here. Table

shows descriptive statistics on three political variables of the firm.

Table B.2: Legislator Characteristics and Firm Political Behavior

Statistic N Mean St. Dev. Pctl(25) Petl(75)
Average Betweenness 1,381 0.039 0.791 —0.498 0.517
Membership of Tax Committee 1,514 0.293 0.455 0 1
Lobbying the IRS 1,514  76,436.590  900,923.800 0 0

Note: Table shows firm-level aggregates. I.e. ‘Average Betweenness’ shows the firm’s average
betweenness of the revolvers it has hired. ‘Membership of Taxr Committee’ shows the proportion of
years the average firm has a member of the Senate Finance Committee or the House Ways and
Means Committee. ‘Lobbying the IRS’ is the dollar spending with the IRS as a lobbying target.
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Figure B.1: How Many Directorships Do former Legislators Hold?

C Extracting Information on IRS Audits from 10-Ks

The coding process contains two discrete phases. First, the section(s) regarding ongoing
matters with tax authorities are located. Second, the information in those sections is coded

with the purpose of classifying the years during which IRS audits are initiated.

Locating section(s) with information on audits:

Audit information is mostly scattered over many different sections, each detailing bits and

pieces of information about tax matters. To systematically locate sections with informa-
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tion on audits without having to read the entire report, each 10-K is searched to locate
the section(s) informing shareholders about ongoing matters with tax authorities using the

15 2

following keywords: “tax au”; “tax re”; “tax po”; “tax ju”; “taxing”; “internal rev”; “irs ”;
“irs)”; “i.r.”; “examin”; “investig”; “review.” The keywords are in many cases reduced to
their stem to get general results. Often they include more than one word (e.g. in the case
of taxes), to avoid too many results. If none of the keywords yield any results, the following
broader search terms are used: “tax”; “audit.” The organization of 10-K are highly variable
between firms, but relatively stable within firms. This means that, while the individual firm

does change its standards from time to time, when a relevant section is located, it is highly

likely to be there the following year as well.

Classifying information on IRS audits within these sections:

When the sections on tax matters are located, the following coding rules are used to classify

whether or not an audit was initiated during any given year:

Audit Initiated:
When a relevant section is located, it is normally relatively straightforward to determine

whether an audit was initiated or not. We use the following rules to classify the initiation

of an IRS audit:

1. Directly states that an audit was initiated (sometimes stated in another year).

2. States that the company is under audit by the IRS, and this has not been stated before,
even though audits have been mentioned (e.g., by listing the years where statute of

limitations have not expired).
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3. If a company has been contacted by the IRS regarding an audit initiation, and it is
expected to begin the following year, the following year is coded as the year of initiation

if no information to the contrary arises in next year’s 10-K.

4. If a company has been contacted by the IRS regarding an audit initiation, and no

further information is included, the current year is coded as the year of initiation.

5. Lists the years currently being audited, and this list includes new years compared to

the previous year.

6. If the report states than an audit is closed two years after the reporting year, the
middle year is coded as the year of initiation. For example, if the 10-K for 2008 states
that the audit of the 2006 returns has been settled, it can only have been initiated

during 2007.

No Audit Initiated:
Many companies state when there are no ongoing audits. When they do not, however,
proving the absence of an audit initiation is somewhat more error prone. To minimize

errors, we use the following rules:

1. States that there are no ongoing audits.

2. When only old audit initiations, which were recorded in previous years, are mentioned

3. In other years it was mentioned in a specific section when an audit commenced, and that

section remains unchanged with the exception that no audit initiation is mentioned.
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4. When statute of limitations for federal audit (which is three years) expires three years
in a row, no audit can have been initiated in the earliest year with an expiration.
This is because only the three years that expired were open to examination in the
first year with an expiration. Since all those years expired without being audited, no
investigation could have commenced in the first year. Consequently, the first year with
an expiration is classified as “no audit initiated.”. When this happens consecutively
(i.e., expirations occur > 3 years in a row), the “no audit” classification is extended

one year for every consecutive year with an additional statute of limitations expiration.

End of audit:
Information on endings of audits is more sparse than initiations. When there is information,

however, it is typically quite clear:

1. It is stated that an audit is finalized.

2. A list of years currently under audit is presented, and one or more years are no longer

present on the list compared to the previous year’s 10-K.

Missing Data on Audits:
There is generally a lot of missing information before 2007, which coincides with a change

in tax accounting standards.

1. No 10-K in EDGAR.

2. None of the abovementioned information (but see above on coding “No audits” for a

qualification of this rule).
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3. When the company is a part of the Compliance Assurance Program (CAP), where tax

returns are audited automatically, in real-time.

4. If it is mentioned that the tax return for a given year no longer is under audit, but

there is no way to discern when the audit was initiated, the date of initiation is coded

as missing.

Figure shows the distribution of times that firms had been audited by the IRS. It shows
that while most firms are not audited at all during this period, some firms are examined

almost every year. On average, there is an unconditional probability of around 30% of being

audited throughout the period.

0.31

0.2

Density

0.1+

0.0

0 2 4 6 8
# of Audits Throughout Period

Figure C.1: How Often are Firms Audited by the IRS?
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D Additional Analyses

D.1 Correlation with Firm Economic Characteristics

In Table we investigate whether the timing of hiring a former MC is related to the firm’s
prior economic situation. Across the board, the coefficients are relatively small and insignif-
icant, statistically speaking. The largest estimate is for Enterprise Value, which suggests
that—under a causal interpretation—a one percent change would increase the probability
of hiring a former MCs by 0.17 percentage points. A small effect, indeed. The very low R?
values also indicate this. A Wald test for collective significance yields a P-value of approxi-
mately .8, and we cannot reject the null at any reasonable level of confidence.

This indicates that in this sample, companies do not generally choose to hire former

legislators in specific economic situations.
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Table D.1: No Correlation Between Hiring and Changes in Firm Characteristics

Dependent variable:

Revolving Door

Tax Rate;_1 0.004
(0.037)
In Total Capital;_1 0.003
(0.062)
In Total Assets;_1 0.010
(0.039)
In Enterprise Value;_; —0.003
(0.015)
In Employees;_1 0.006
(0.032)
In Net Revenue;_4 —0.025
(0.057)
In Gross Income;_1 0.008
(0.014)
In Turnover Volume;_1 0.0001
(0.015)
In Market Value;_ 0.009
(0.022)
Share Price;_1 0.0003
(0.0005)
Wald Stat 6.597
Wald P value 0.763
Firm FEs? Yes
Time FEs? Yes
Observations 868
R? 0.002
Adjusted R? —0.198

Note: The dependent variable is the natural log
of the revolving door indicator. Robust standard
errors with firm-level clustering in parentheses.
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D.2 Placebo Sample of Foreign Firms

Table shows the estimated impact of hiring American legislators among foreign firms.

We estimate an increased tax rate, which is imprecisely estimated due to the small sample.

Table D.2: Results for Sample of Foreign Firms

Dependent variable:

Tax Rate

Revolving Door 0.080

(0.151)
Exact P-Value 0.607
Firm FE? Yes
Year FE? Yes
Observations 112
Residual Std. Error 0.356

Note: The dependent variable in the pri-
mary models is the natural log of the firm’s
tax rate with a one year lead. Standard
errors from firm-clustered permutations in
parentheses. The exact P-value shows the
proportion of permuted estimates more ex-
treme than the observed estimate. 3,000
permutations used.
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E Robustness Checks

E.1 Controlling for Pre-Hiring Tax Rates

If firms choose to hire a former legislator, when they pay high tax rates, we could expect
a selection effect based on the dependent variable. While the results in Table suggests
that this is not the case, we still test the robustness of the main results by running a set of
models, where we control for the lagged (pre-treatment value) of the tax rate. The results
are shown in Table [E.I] They also allow for closer inspection of the other covariates in the
models, which we add incrementally in columns one through four. It is clear that the main
results are not driven by pre-treatment tax rates. While randomization inference is certainly
a better way of estimating uncertainty, the table also shows the robustness of the findings

to the use of another type of standard error.
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Table E.1: Controling for Pre-Hiring Tax Rates

Dependent variable:

In Effective Tax Rates 1

Bivariate Assets Performance Attention
(1) (2) (3) (4)
Revolving Door; —0.070** —0.089** —0.143*** —0.132%**

(0.032) (0.035) (0.040) (0.040)
Tax Rate;_q —0.094*** —0.087*** —0.053* —0.059*
(0.025) (0.028) (0.031) (0.032)

In Total Capital;_1 —0.038 0.118 0.086
(0.051) (0.082) (0.084)
In Total Assets;_1 —0.019 —0.056 —0.060
(0.015) (0.045) (0.050)
In Enterprise Value;_4 —0.063 —0.043 —0.052
(0.112) (0.161) (0.184)

In Employees;_1 0.003 0.057* 0.054
(0.029) (0.033) (0.033)
In Net Revenue;_; —0.200** —0.168*
(0.092) (0.092)
In Gross Income;_ —0.044 —0.043
(0.094) (0.095)

In Turnover Volume;_1 0.016
(0.015)

In Market Value;_4 0.010
(0.023)

Share Price;_1 0.0001
(0.001)

Pre-Trend 0.016 0.02 0.021 0.015
(0.021) (0.025) (0.036) (0.034)

Company FEs? Yes Yes Yes Yes

Year FEs? Yes Yes Yes Yes

Observations 1,094 948 730 727

Note: The dependent variable is the natural log of the firm’s tax rate with a one year

lead. Beck-Katz panel corrected standard errors in parentheses. *; ** and *** indicate
statistical significance at the 10%, 5% and 1% levels, respectively
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E.2 Robustness to Outlying Observations

In the results presented in the main text, we exclude the top and bottom 2.5% in the
distribution of tax rates. This is because there are a number of very extreme observations,
paying (sometimes negative) tax rates of several hundred percent. These observations are
likely to represent either measurement errors on the part of Datastream or simply highly
unrepresentative observations, and will carry weight in estimating average effects which can
destabilize the estimates.

The first row of Figure [E.1] presents the most simple difference-in-difference specifica-
tion. In the second row, we estite the same model, but include the entire dataset. Including
extreme observations inflates the estimate by approximately 40% and the confidence inter-
vals by almost the same factor. This shows that while we would obtain the same substantive
conclusions using the full sample, using it would provide larger, probably more wrong, and
certainly more unstable estimates.

To make sure that the results in the trimmed baseline sample are not driven by poten-
tially remaining extreme observations, Figure shows the distribution of estimates, where
each observation is left out in turn, and the baseline specification is reestimated. This yields
an average estimate that is very close to the baseline, and a very concentrated distribution of
estimates. This suggests that the experiences of individual firms that are not representative

of the wider sample do not skew the effects.
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Figure E.1: Robustness of the Results to Including Extreme Observations

Note: Confidence intervals are +/- 1.96 firm-clustered permuted standard deviations. 3,000 per-
mutations used. Firm and year fized effects included.

E.3 Robustness to Choice of Transformation

Table shows the estimated coefficient on a revolving door hire for three different choices
of transformations of tax rate. In columns one and two, we use an untransformed version
with and without controls, respectively. As we can see, even in this mean-trimmed sample,
the estimates using tax rate in levels are very large, amounting to approximately three and
seven percentage points, respectively. Recall that the baseline results, using the natural log,

indicated a decrease for the average firm amounting to 1.5 percentage points. Thus, the
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Figure E.2: Distribution of Leave-One-Out Estimates
Note: Histogram of jackknifed distribution of estimates. 100 bins used.
results when using the level of tax rates is double the size of the estimate using the natural
log. This indicates that some form of transform is warranted to minimize the influence of
extreme observations.

The models in columns three through six have as the dependent variables different
transformations that behave like the logarithm but allow for negative values. In colum
three and four, we use the bi-symmetrical logarithm (Webber , and in columns five
and six, we transform tax rates using the inverse hyperbolic sine (IHS) (Bellemare and
Wichman . There is more uncertainty around these estimates, but the results maintain

thoughout all these stress tests. This indicates that our main findings are not driven by
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the choice of transformation. Additionally, the alternative transformations all yield very
substantially larger estimates—double and four times the size, respectively, for the IHS and
bi-symmetrical transformations. This indicates that the baseline of adding a constant and

log-transforming provides conservative estimates.

Table E.2: Robustness to Choice of Transformation

Dependent variable:

Tax Rate
Levels Levels Bi-Sym  Bi-Sym [HS [HS
(1) (2) (3) (4) (5) (6)
Revolving Door -3.210%  —=7.108"**  —0.276 —0.632"* —0.116* —0.257***

(1L571)  (2.213)  (0.196)  (0.262)  (0.063)  (0.086)

Exact P-value 0.041 0.002 0.155 0.019 0.069 0.005
Covariates? No Yes No Yes No Yes
Firm FE? Yes Yes Yes Yes Yes Yes
Year FE? Yes Yes Yes Yes Yes Yes
Year X Chamber FE? Yes Yes Yes Yes Yes

Observations 1,170 682 1,170 682 1,170 682
Residual Std. Error 13.519 13.115 1.661 1.598 0.550 0.526

Note: The dependent variable in the primary models is different transformations of the
firm’s tax rates with a one year lead. Standard errors from firm-clustered permutations in
parentheses. The exact P-value shows the proportion of permuted estimates more extreme
than the observed estimate. 3,000 permutations used.

In Table [E.3] we reproduce results in the interactions between hiring a former legislator
and the person’s connectedness using the three alternative transformations of the dependent
variable. The results on the interaction between Revolving Door and Betweenness as well as
the three-way interaction, which additionally includes an indicator of whether the revolver
served on an oversight committee, are all highly robust across the different specifications.
When it comes to the two-way interaction between Revolving Door and Oversight, the coef-
ficients are generally of a similar (or larger) size compared to the baseline results. They are
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all estimated with significantly less noise and are all statistically significant at conventional

levels.
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Dependent variable:

Audit Initiation

Levels Levels Levels Bi-Sym Bi-Sym Bi-Sym THS THS IHS
(1) (2) (3) (4) (5) (6) (7) (8) (9)
Revolving Door —2.081 —2.480 —2.003 —0.160 —0.150 —0.147 —0.074 —0.080 —0.070
(1.733) (1.625) (1.798) (0.239) (0.197) (0.241) (0.076) (0.066) (0.078)
Revolving Door X Oversight —3.166** —2.272 —0.255* —0.122 —0.108** —0.068
(1.395) (3.884) (0.150) (0.396) (0.052) (0.143)
Revolving Door X Betweenness —4.942%* 0.534 —0.610*** —0.037 —0.205%** —0.002
(0.730) (1.313) (0.080) (0.139) (0.028) (0.050)
Revolving Door X Oversight X Betweenness —14.200*** —1.497%** —0.531**
(3.653) (0.416) (0.141)
Firm FE? Yes Yes Yes Yes Yes Yes Yes Yes Yes
Year FE? Yes Yes Yes Yes Yes Yes Yes Yes Yes
Year X Chamber FE? Yes Yes Yes Yes Yes Yes Yes Yes Yes
Observations 1,170 1,068 1,068 1,170 1,068 1,068 1,170 1,068 1,068
Residual Std. Error 13.527 13.506 13.410 1.660 1.627 1.618 0.550 0.545 0.541

Note: The dependent variable in the primary models is the one-year lead of tax rate in levels and with with different transformations. Standard
errors from firm-clustered permutations in parentheses. *; ** and *** indicate statistical significance at the 10%, 5% and 1% levels, respectively.

3,000 permutations used.
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E.4 Intensive Margin of Lobbying and Donations as Alternative
Strategy

To simplify the presentation, I only examine the extensive margin of lobbying and donation
activity in the main paper. In this appendix, I show the association between hiring revolvers
and the intensive margin of lobbying and donations. That is, in Table the dependent
variables are the log of the donated amount and the amount spent on lobbying, respectively.

The results are similar to the ones presented in the main paper.
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Table E.4: Limited Evidence of Relationship between Hiring Revolvers and Intensive Mar-
gin of Political Presence

Dependent variable:

In Donated Amount In Lobbied Amount

(1) (2)

Hire Revolver —0.070 0.021

(0.193) (0.184)
Observations 1,484 1,484
Residual Std. Error 1.704 1.860

Note: Robust standard errors with firm-level clustering
i parentheses. A constant of 1 is added to both depen-
dent variables.
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E.5 Alternative Standard Errors

The table below presents the results with alternative design-based standard errors. In par-
ticular, I use the recently developed Abadie et al. (2017)) clustered standard errors. The
authors of the paper find that sampling-based clustered standard errors are conservative
when applying a design-based approach to uncertainty. The bias increases with the observed
proportion of the population of treated units, and the within-unit treatment effect hetero-
geneity. Abadie et al. (2017)) show how to correct the bias in the ordinary clustered standard
errors. Below, these standard errors are implemented. In the model with ETR as the depen-
dent variable, the permuted estimates in the main paper are approximately the same. With

audit initiation as the dependent variable, the permutation test is conservative.

Table E.5: Results with Abadie et al Clustered Standard Errors

Dependent variable:

In ETR Audit
(1) (2)
Revolving Door  —0.062** —0.156***
(0.026) (0.031)
Firm FE? Yes Yes
Year FE? Yes Yes
Observations 1,282 746

Note: The dependent variables in the primary models
are measured with a one-year lead. Abadie et al. (2017)
Standard errors with firm-clustering in parentheses. *;
** and *** indicate statistical significance at the 10%, 5%

and 1% levels, respectively.
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E.6 Missing Data on Covariates

There are quite a few missing observations on the covariates included in the regression in
the main paper. While part of the missingness arises, because the covariates are lagged to
avoid post-treatment bias, some of it is due to missing data in Datastream.

I believe that we should place most confidence in the simplest estimates without con-
trols, missing data on the covariates could still bias the estimates when including controls.
While those estimates mainly serve to show the robustness of the main finding, severe bias
would still be a concern. To gauge the extent of bias induced by non-random missingness, I
investigate how strongly the arrival of a revolver correlated with non-available data on the
covariates.

Table shows the results from a regression of the arrival of a revolver on a set of
dummies for each of the covariates capturing whether the firm has a missing value on the
covariatell| Positive (negative) coefficients indicate that missingness is higher (lower) in the
year where the revolver arrives.

While there are some sizable coefficients (namely on missingess of capital, total assets,
turnover and market value) none reach standard thresholds for statistical significance. This
suggests that while we cannot dismiss concerns about missing data entirely, it is unlikely
that it will severely bias the results.

Because the arrival of a revolver quite rarely coincides with missing data, I cannot
estimate robust standard errors on the OLS regression. To ensure that the null result is not

driven by this, column two shows the results from a logistic regression.

'Note that the coefficient on the missingness of stock prices could not be estimated, because the variable
has no missing data in the years where revolvers arrive
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Table E.6: Does Missingness Correlate with Revolver Arrival?

Dependent variable:

Revolver
OLS logistic
(1) (2)
Missing Capital —0.088 —14.213
(0.273) (2,399.545)
Missing Assets 0.074 14.030
(0.281) (2,399.545)
Missing Enterprise Value = —0.035 —0.458
(0.050) (0.675)
Missing Employees 0.011 0.139
(0.030) (0.392)
Missing Sales —0.043 —13.637
(0.093) (692.689)
Missing Income 0.009 0.114
(0.018) (0.233)
Missing Turnover —0.082 —14.142
(0.157) (1,384.875)
Missing Market Value 0.116 14.580
(0.164) (1,384.876)
Constant 0.078** —2.472%
(0.008) (0.114)
Observations 1,484 1,484
R? 0.002
F' Statistic 0.291
Note: *p<0.1; *p<0.05; **p<0.01
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F Interaction with Legislative Effectiveness Scores

In the main text, we interact the revolving door indicator with measures of cosponsor cen-
trality and service on committees with oversight of the IRS. While these are good measures
of the legislator’s connectedness, they almost certainly map onto a broader notion of the
MC’s ‘quality’, and thus do not capture connectedness alone.

To probe this further, we estimate an interaction between the revolving door indicator
and the Volden and Wiseman (2014} 2018)) legislative effectiveness scores. This is interesting,
because it captures a different dimension of legislator quality; specifically the MC’s ability
to not only introduce a large number of bills but also make sure they progress through the
legislative system. As in the main results, we average the effectiveness scores over the tenure
of the MC.

Interestingly, there is very little evidence of an interaction with becoming politically
connected. If anything, we observe the reverse pattern, where highly effective legislators are

less adept at decreasing tax rates of their new employers.

G Political Connections and Rule Changes

Previous research by Richter et al. (2009) shows that companies can bring down their tax
rates by lobbying for changes in the tax code, which grants them lucrative depreciation
schedules that are tailored specifically to their asset portfolios. Our claim, however, is
that hiring revolvers represents a form of political activity very different from lobbying.
Specifically, we propose that the effect of the revolving door on tax rates runs through changes

in enforcement activities. Consequently, if hiring revolvers decreases tax rates, because they

A-25



This is the authot's accepted manuscript without copyediting, formatting, or final corrections. It will be published in its final form in an upcoming issue of
The Journal of Politics, published by The University of Chicago Press on behalf of Southern Political Science Association. Include the DOL
when citing or quoting: https://doi.org/10.1086/726957. Copyright 2023 Southern Political Science Association.

0.50 1

0.254

Estimate = 0.04
SE =0.04

Marginal effect
of Hiring MC
o
8
|

-0.251

-0.50 1
0 Legislative 1 25 Legislative
Effectiveness Effectiveness

Legislative Effectiveness
(Averaged Over Tenure)

Figure F.1: Interaction with Legislative Effectiveness Scores. Note: Confidence
intervals are from panel-corrected standard errors.

are able to bring about changes in the tax code, it would contradict our proposition.

The analysis in the preceeding section provided one indication that the results presented
here were not driven by changes to the tax code. In this section, we investigate the possibility
in two additional ways. First, if the drop in tax rates is driven by general rule changes, we
would expect similar firms to experience it as well; it should not be concentrated with the
company that gains the connection alone. We examine this by constructing a spatial weights
matrix, where firms within the same sector are defined as neighbors. We use this weights

matrix to spatially lag the independent variable. If the coefficient on this spatial lag of
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the Revolving Door variable is negative as well, it would indicate that gaining a connection
decreases not only the firm’s own tax rate but also that of other companies in the sector. The
coefficient is positive (but statistically insignificant), indicating that, if anything, gaining a
connection increases the tax rates of other firms in the same sector. The estimate is small,
however, only amounting to less than half the absolute size of the baseline estimate.
Second, we follow Richter et al. (2009) and interact the indicator for hiring a revolving
door MC with a number of firm-level characteristics capturing an array of common asset
types that depreciation schedules could be aimed at. We use capital intensity (the ratio of
fixed to total assets), size (total and fixed assets), and returns on assets (the ratio of pre-tax
income to total assets). The only statistically significant moderator used by Richter et al.
(2009) that we do not investigate is R&D intensity, since we could not acquire data on it. We
also add the number of employees as a moderator. If politically connected firms are able to
get decision makers to implement changes to the tax code that would benefit firms with their
portfolio of assets, we would expect negative and statistically significant interaction terms
(this is the line of argument in Richter et al. 2009). Figure shows the coefficients on the
interaction terms. As we can see, none of the interaction terms are statistically significant.
In addition, they are very small compared to the baseline effect presented in the main paper.
Changes in the tax code are extremely difficult to observe, and even harder to attribute
to a company’s political activities. The strength of these two approaches is that they allow
us to assess, whether the patterns in tax rates differ in a manner consistent with broad rule
changes without actually having to observe such changes. The analysis provides limited

evidence of the effect of hiring a legislator working through rule changes.
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Figure G.1: Limited Evidence of Rule Changes Driving the Effect.

Note: The dependent variable is In Tax Rate,1. Coefficients show 1) the effect of hiring an MC on
the tax rates of other firms in the same sector. 2) The estimated interactions between an array of
firm characteristics and the revolving door dummy. All moderating firm characteristics are logged.
Each interaction is estimated in a separate model. Lines are +/- 1.96 (thin) and 1.65 (thick)
standard deviations of permuted distributions. 3,000 firm-clustered permutations are estimated.

H Robustness to Staggered Treatment and Temporal

Dynamics

Two important questions remain. First, as shown by Goodman-Bacon (2018) the two-way
fixed effects estimator yields a biased estimate of the ATT if already-treated groups enter
the control group and effects vary over time. Second, we would like to know how durable

the effects are. While recent techniques deal with both the Goodman-Bacon bias and allows
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estimation of the dynamic effects (Callaway and Sant’Anna [2021; Imai et al. 2019alb), due
to data quality we need to apply additional assumptions to identify the latter. In particular,
I was not able to collect data on the timing of the revolver’s departure from her position
in the firm. Therefore, if we are to estimate how the effect varies over time, we have to
make an assumption about how long the revolver remains in the firm. If certain types of
revolvers systematically leave before others, this will bias the estimates. In particular, we
could imagine that revolvers that do not manage to produce a tax decrease leave sooner.
This would introduce a downward bias. In this appendix I first estimate dynamic treatment
effects with that bias present using techniques proposed by Callaway and Sant’Anna (2021]).
I then use BoardEx to collect additional data on board of directors specifically, where it
is know when the revolver leaves the firm, allowing me to present better estimates of the

longevity of the results.

H.1 Event Study Assuming Permanent Treatment

H.2| presents results from the Callaway and Sant’Anna (2021)) estimator of the event study
difference-in-differences design assuming that firms are permanently treated once the revolver
arrives. It allows me to gauge pre-treatment differential trend for a longer period, and to
examine how treatment effects differ over time. It is important to note that the latter is
likely to be biased.

Looking first at the estimated effects on tax rates (Panel A), there is no discernable
pre-trend. The drop in ETR sets in with a one-year lead, and it is slightly larger in size

compared to the estimate presented in the main paper. This is to be expected, as Goodman-
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Bacon (2018)) bias is downward, and barring sign change will be towards zero. The estimate
is larger than any other change observed during the period. It is statistically insignificant,
which is not surprising, because the technique used here will be much more demanding than
using fixed effects regression. The take-away, therefore, is that the estimate presented in the
main paper is robust to issues with staggering.

Looking at the estimates on audit probability in Panel B, there seems to be an increase
at time 0. It is difficult what to make of this, as that result does not appear with when
using Imai et al. (2019a) nor fixed effects regression. Thus, it may be a peculiarity with
the particular technique. However, it could also indicate a pre-trend. To ensure that my
results are not driven by a potential pre-trend, in Panel C, I match on pre-treatment audit
probability, using inverse probability weighting. This removes the contemporaneous increase,
while the drop at time ¢+ remains. The fact that the drop remains — and still sets in with

a one-year lag — reassures me that the findings are not driven by a differential trend.

H.1.1 Robustness to Goodman-Bacon (2018) Bias

To further probe the robustness of the difference-in-differences estimate, Figure presents
an estimate that is more directly analogous to the ones presented in the paper, which only
look at the effect immediately after hiring. As we can see, the estimated effect of connections
on audit probability remains large and statistically significant. The impact on tax rates is
very close to the estimate in the main text — 0.069 in this table versus 0.066 using two-
way fixed effects. This is strong evidence that the baseline estimate is not severely biased.
However, as discussed above, the Imai et al. (2019a,b)) technique is less statistically efficient,

and the estimate, thus, is less precise. Overall, however, this suggests that the results are
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Figure H.2: Event Study Difference-in-Differences. Notes: Estimates of dynamic
treatment effects from the Callaway and Sant’Anna technique. Firm-clustered 90
% confidence intervals are bootstrapped with 1,000 trials. Panel C matches firms on pre-
treatment audit probability.
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Figure H.3: Robustness of Two-Way Fixed Effects.

Note: The dependent variables are, respectively, IRS audits and the firm’s tax rate. Estimates are
obtained through the Imai et al. (2019a,b) difference-in-differences estimator. Firms are matched
on pre-treatment values of their dependent variables and on the electoral cycle. Estimates without
adjusting for covariates are similar in terms of statistical significance but smaller in size.

H.2 Event Study on Connected Boards

The estimates of the dynamic treatment effects presented in the previous section are likely
to be biased. To better gauge the longevity of the results, I use BoardEx to collect data on
legislators that take positions on corporate boards of directors. This is only a subset of the
positions that are analyzed in the main results, but the data will allow me to examine how
long effects last for an important type of position. I collect data on effective tax rates (ETR)
from Compustat and match this with the BoardEx data. I then estimate the difference-
in-differences at varying time-horizons after a former legislator becomes a board member

at the firm. To estimate this, I use the Imai et al. (2019alb) technique which handles the
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Goodman-Bacon bias while also allowing firms to move out of the treatment group.
I exclude firms that never appoint a revolver to their boards.

The results are presented in Figure [H.4, where firms are matched on pre-treatment
dependent variables and income. The results are similar but more noisy without matching.
As remarked upon, the new difference-in-differences estimators (e.g. Callaway and Sant’Anna
2021}, Imai et al. are extremely greedy in terms of power. The matching helps with
this.

Panel A shows the evolution of the difference-in-differences estimates after the legislator
arrives at the board. We can see that the estimates are consistently negative. Averaging the
estimated ATTs for the whole period shows that same picture.

Since the estimates are somewhat noisy, Panel B provides an additional test, where I
examine the effect of a legislator leaving the board. As we can see, this increases the firm’s
ETR during the first year after the revolver leaves.

In Panel C, I examine effects on audit probability. Since the audit data was hand-
collected for a different group of firms, it is quite incomplete. Therefore, the result should
be interpreted with caution. However, it also suggests durable decreases in audit probability

after the former legislator arrives in the firm.

A-33



This is the authot's accepted manuscript without copyediting, formatting, or final corrections. It will be published in its final form in an upcoming issue of
The Journal of Politics, published by The University of Chicago Press on behalf of Southern Political Science Association. Include the DOI
when citing or quoting: https://doi.org/10.1086/726957. Copyright 2023 Southern Political Science Association.

A: MC Arriving and Tax Rate B: MC Leaving and Tax Rate

1 -0.47
[ [-1.107; -0.014] ‘ ]

o

:
-
—

|
N

0
Change in Effective Tax Rate

(Difference-in-Differences Estimate)

Change in Effective Tax Rate
(Difference—-in-Differences Estimate)

|
w
|
@

-4

t++0 t+1 t+2 t+3 t+4 t+5 t+6 t+0 t+1 t+2
Time Since MC Hired Time Since MC Leaves Firm

C: Audit Probability

0.50

o
N
a

g
o
S

Change in Audit Probability
Difference—-in-Differences Estimate)
S
&

~ 050

-0.75

t+0 t+1 t+2 t+3
Time Since MC Hired

Figure H.4: Event Study on Politically Connected Boards of Directors. Note:
Estimated dynamic treatment effects using the Imai et al. (2019d)) technique. Firm-clustered
confidence intervals are 90% bootstrapped with 1,000 trials. Firms are matched exactly on
treatment history to ensure that no treated firms enter the control group. They are also
matched on pre-treatment levels of the dependent variable and income using Mahalanobis
distance.
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I Heterogeneity by Position in Firm

Effects may differ depending on the revolver’s role in the firm. As such, it is reasonable to
expect that revolvers who are more closely attached to the firm, and who work directly with
non-market strategy would be associated with the largest effects.

In Figure [[.5]T explore this, by allowing for different effects depending on the revolver’s
position. The general pattern is the same for both ETR and audits, although the estimates
for the former are more noisy. Lobbyists are associated with the largest effects, followed by
directors and revolvers in c-suite positions. Interestingly, revolvers on more loosely associated

boards (e.g. advisory boards) are associated with more audits and higher ETR.

A: Tax Rate [ B: Audit
Other Boards + °
Gov't Affairs 1 . —0—-—
Director A - ——
C-Suite —— —_—
1.0 05 0.0 1.0 05 0.0
Estimate

Figure 1.5: Heterogeneity by the Revolver’s Position in the Firm. Note: The figure
presents separate estimates for each different type of position observed in the dataset. Logged
tax rates and audit initiation are the outcome variables in Panels A and B, respectively.
Lines are 90% confidence intervals computed using firm-clustered robust standard errors.
Firm and year fized effects included in both models.
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J Revolving Door Contract Lobbyists

In this appendix, I examine the effect of hiring revolvers as contract lobbyists instead of in in-
house capacities. Table presents the results. In column 1, we can see that hiring revolvers
as contractors decreases the firm’s tax rate. However, from column 2, we can see that it does
not affect the firm’s audit probability. These results are interesting, as they suggest that
firms can use revolvers as contract lobbyists to bring down their tax bill. However, this does
not seem to be associated with less regulatory interaction. This resembles previous research
on the topic, suggesting that lobby efforts may shape the tax code (Richter et al. . This
result could suggest that revolver contract lobbyists play an important role in those lobby

efforts.
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Table J.1: Contracting with Revolver Lobbyists and Corporate Tax Rates

Dependent variable:
In Tax Rate IRS Audit

(1) (2)

Contract w. Revolver —0.120*** 0.013
(0.038) (0.049)
Firm FE? Yes Yes
Year FE? Yes Yes
Observations 1,306 753
Residual Std. Error 0.273 0.412

Note: The dependent variables are included with a one
year lead. Robust standard errors with firm-level clus-
tering in parentheses.
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K Sensitivity Analysis

In this appendix, I examine how sensitive the findings are to unobserved confounding. To
do so, I conduct a sensitivity analysis, using the tipr package for R (McGowan 2021). In
this approach, I investigate how large a confounder would have to be to render the estimate
statistically insignificant.

Figure shows the results with ETR as the dependent variable. In Panel A, I in-
vestigate how strongly associated the confounder would have to be with ETR and hiring
revolvers for the estimate to become insignificant at the 10% level. For reference, I plot
three associations. First, since lobbying is shown, because it is the strategy most strongly
associated with hiring. Second, I show total assets, since it is most strongly associated with
hiring. Finally gross income is also shown, as it resembles most other associations.

I find these results reassuring for two reasons. 1) The results are robust to confound-
ing in the sense that of all the things we observe, nothing is close to removing statistical
significance. Even though it seems like total assets is close to being able to remove the
statistical significance of the results, we would need 16 variables with the same associations
for this to happen. This does not show that the results cannot be driven by confounding —
they simply show that the estimates are not very sensitive to it. Importantly, the fact that
nothing observable comes close makes it less likely that such a confounder exists. 2) While
it is unlikely that the unobserved confounders would completely explain the results, they
might still imply that the true effects may be smaller than the ones presented in the article.
But even in the presence of quite strong confounding, the effects would still be meaningful.

In Panel B, I show the number of confounders that would be necessary to render result
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Figure K.6: Tipping Point Analysis of Effective Tax Rate. Notes: The figure shows
the results of a set of tipping point analyses using the tipr package (McGowan . Panel
A: The line shows the combination of a) association with ETR and b) association with
hiring revolvers that is necessary to render estimates statistically insignificant at the 10%
level. Panel B: The line shows the number of similarly sized confounders necessary to render
estimates statistically insignificant at the 10% level. Here, the confounder’s association with
the dependent and independent variables are held at the same level.

statistically insignificant. For reference, I show how many non-market strategies of similar
strength as lobbying to remove effect. As we can see, we would need slightly more than three
alternative strategies with similar effects as lobbying to kill off the effect. Such strategies are
unlikely to exists: Firms are generally not politically active. To the extent that some firms
do engage in political activities, they tend only to follow one strategy, and that is normally
lobbying. Importantly, if we benchmark against campaign donations — probably the second
most prominent strategy — we would need 347 strategies with similar characteristics.

Next, I turn to the sensitivity of the results on audit initiation. Figure [K.7] shows the
results of a similar tipping point analysis as the one that was conducted above. The results
are generally less sensitive than the estimated effect on ETR. However, as in all observational

analyzes, there could exist confounders that would remove statistical significance if included.
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Figure K.7: Tipping Point Analysis of Audit Initiation. Notes: The figure shows the
results of a set of tipping point analyses using the tipr package (McGowan . Panel
A: The line shows the combination of a) association with ETR and b) association with hir-
ing revolvers that is necessary to render estimates statistically insignificant at the 10% level.
Panel B: The line shows the number of similarly sized confounders necessary to render esti-
mates statistically insignificant at the 10% level. Here, the confounder’s association with the
dependent variable is held at the same level of enterprise value (-0.1), while the association
with the independent variable is changed.

Importantly, the enterprise value of the firm is strongly associated with audit probability.
A similar confounder that was more strongly associated with hiring legislators would be a
threat. However, the association with hiring would have to be larger than anything I observe
in this sample. In Panel B, I show how many variables that exhibits the same association
with audits as enterprise value we would need to render the results insignificant. I show how
this number changes, as the correlation with the independent variable changes. When the
correlation with hiring legislators is as low (like we observe with enterprise value), we would
need approximately 100 similar confounders. However, if the association with hiring had
been as high as the one exhibited by total assets, we would between four and five similarly

sized confounders.
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L. Other Non-Market Strategies

In this appendix, I examine whether the effect of hiring a legislator could be driven by other
non-market strategies that may be pursued simultaneously. In Figure [L.8 I present the
results from six regression models, each with a different measure of alternative strategies
as the dependent variables and hiring a former legislator as the independent variable. The
models include firm and year fixed effects. The first two models investigate different forms
of lobbying, the next thred? look into different forms of political connections, while the final
one uses campaign donations as the dependent variable. The null cannot be rejected in
any model. This suggests that the association between hiring former legislators and tax

enforcement cannot be explained by these alternative strategies.

2Since there only are three firm-years where a former CEA member is a director in my dataset, I only
look into congressional staff and IRS bureaucrats separately.
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Figure L.8: Hiring a former MC and Other Influence-Seeking Strategies.

Note: The figure shows contemporaneous (null) correlations between other non-market strategies
and hiring former legislators. Confidence intervals are 90 percent (black) and 95 percent (gray)
lines based on bootstrapped standard errors from 500 non-parametric resamples at the firm level.
Firm and time fized effects are included.
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