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Who Is the Real Driver? Congress, President, Supreme Court or Political Parties?

❑ Santa-Clara and Valkanov (JF 2003), Snowberg et al (QJE 2007)

• Higher stock returns under Democrat (Republican) presidents 

❑ Bhagat, et al (JFE 1994), Colonnello and Herper (JLE 2020)

• Effect of courts rulings on firm value

❑ Goldman, et al (RFS 2009), Tahoun (JFE 2014), Cohen et al (JFE 2013)

• Firms and Congress connections

❑ “Environment-buster Reagan” (New York Times, 1982)

❑ “Clinton Announces Executive Order Challenging Curbs on EPA” (Washington Post, 1995)

❑ “2011 budget deal would slash EPA budget 16 percent” (Reuters, 2011)

❑ “Angry GOP Senate freezes out Obama nominees” (Politico 2015)

❑ “Congress Rejects Trump Proposals to Cut Health Research Funds” (New York times 2017)

❑ “Supreme Court curbs EPA's ability to fight climate change” (CNN 2022)
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How are all of these translated for firms? 

Agencies!



Is the Government (Agencies) Effective?

❑ Kalmenovitz et al (WP 2023), Correia (JAE 2014)

• Revolving door in agencies

❑ Borisov et al (RFS 2015)

• Evidence on lobbying and its value for firms

❑ Federal Officials Trade Stock in Companies Their Agencies Oversee” (WSJ 2022)

❑ The average number of lobbyists targeting the EPA, FDA, OSHA, and SEC since 2011 

are 1,071, 1,842, 170, and 615, respectively (OpenSecrets)
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Are government agencies effectively enforcing laws?

Research Question

▪ How do we measure the influence of the agencies (EPA, FDA, OSHA, and SEC) on firms?

▪ How do changes in policy enforcement intensity in different agencies affects corporate

performance of firms regulated under these agency?



Regulation/Enforcement Literature

❑ Stigler (RJE 1971)

• Regulatory Capture

❑ Kalmenovitz (RFS 2023)

• Paperwork regulation increase firm’s cost and decrease investment

❑ Trebbi and Zhang (WP 2023)

• Increased regulation intensity is associated with higher labor cost

❑ Calomiris, Charles, Harry, and Yang (WP 2023)

• Higher (firm) regulatory exposure results in slower sales and asset growth public
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Our Contribution

❑ Methodology

▪ Explanatory Factor Analysis

▪ Building an agency-level time varying Enforcement Index (Agency EI)

▪ Extending the Agency EI to an exposure-weighted index that encompass industry

exposure

❑ Perspective

▪ Top-down (Supply-side) approach

▪ Looking at agency outputs
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Agency-level Enforcement Variables

▪ Enforcement happens in different forms and through different channels

Agency 
Enforcement

Action1

Budget

FTE

CFR (Volume)
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Action2

CFR (Strictness)



Agency-level Data (EPA, FDA, OSHA, and SEC) (1980-2019)

▪ Annual budget spending (constant 2012 dollar) and full-time equivalent (FTE) employees

• Weidenbaum Center on the Economy, Government, and Public Policy (Washington 

University in S.t Louise)

▪ Volume and Strictness of CFR Verbiage

• RegData

▪ Agency Actions

• Annual enforcement reports from each of the agencies
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Explanatory Factor Analysis Principal Component Analysis

Y1 = b1*F + u1

Y2 = b2*F + u2

Y3 = b3*F + u3

Y4 = b4*F + u4

C = w1(Y1) + w2(Y2) + w3(Y3) + w4(Y4)
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Explanatory Factor Analysis for Each Agency
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Exposure-weighted Agency EI

▪ RegData (quantgov.org) provides a probability (Using textual analysis) of an industry being 

related to each CFR part each year. (CFR titles 40, 21, 29, and 17 belong to EPA, FDA, 

OSHA, and SEC respectively)

▪ Industry relatedness to each agency is computed as:

• 𝑅𝑆𝑖 =
σ𝑡 σ𝑝 𝑃𝑟𝑖,𝑡,𝑝

𝑁×𝑀

▪ Agency enforcement intensity for each specific (6-digit NAICS) industry is computed as:

• 𝐸𝑥𝑝𝑜𝑠𝑢𝑟𝑒 − 𝑤𝑒𝑖𝑔ℎ𝑡𝑒𝑑 𝐴𝑔𝑒𝑛𝑐𝑦 𝐸𝐼𝑖,𝑡 = 𝐴𝑔𝑒𝑛𝑐𝑦 𝐸𝐼𝑡 × 𝑅𝑆𝑖
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Agency-level Policy Enforcement and Operating Performance of Highly Exposed Firms

Results
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Exposure-weighted Agency-level Policy Enforcement and Corporate Performance

Results
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Violator-firm Enforcement by Agencies and Corporate Performance

Results
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Mechanism (Asset Turnover Vs Profit Margin)
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To Conclude
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▪ Supply-side measure of agency regulatory enforcement created using EFA encompassing 

different agency-level variables

▪ Firms’ (that are regulated by EPA, FDA, OSHA, and SEC) performances are adversely 

affected by higher enforcement intensity by each of the agencies. This presents in the sub-

sample of highly exposed firms and in the more general sample with an exposure weight.

▪ The negative effect of agency enforcement on firms recognizes that the agencies are doing 

their job, and the government is effective

▪ The channel of effect appears to be through the profit margin



The Dodd-Frank Act of 2010
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Firm-exposure-weighted Agency-level Policy Enforcement and Corporate Performance
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Alternative Explanations (Paperwork Regulation Burden) and Robustness Tests

Appendix C (Robustness) 
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Alternative Explanations (Paperwork Regulation Burden) and Robustness Tests
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Identification

▪ Agency EI is Measured at the source

• Mitigate concerns of endogeneity due to lobbying and reverse causality

Empirical Setting

❑ Agency-Specific Samples (1980-2019)

Industries (6-digit NAICS) with a relevance score of more than 95th percentile relevance 

score (of all firms with an RS>0) for each agency

Agency_EI Regression

𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒𝑖,𝑗,𝑡= 𝛼 + 𝛽. 𝐴𝑔𝑒𝑛𝑐𝑦 𝐸𝐼𝑡 + 𝜸𝟏.𝑿𝒊𝒕 + 𝜸𝟐.𝒁𝒕 + 𝛾3.𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦 𝑝𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒 𝑗,𝑡 + 𝜇𝑖 + 𝜖𝑖𝑡

Appendix D (Identification and Empirical Model)
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Empirical Setting

❑ Full-Sample (1980-2019)

Compustat firms with at least 5 firms in each 6-digit NAICS industry-year and RS>0

Exposure-weighted Agency_EI Regression

𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒𝑖,𝑗,𝑡= 𝛼 + 𝛽. 𝐸𝑥𝑝𝑜𝑠𝑢𝑟𝑒 − 𝑤𝑒𝑖𝑔ℎ𝑡𝑒𝑑 𝐴𝑔𝑒𝑛𝑐𝑦 𝐸𝐼𝑗,𝑡 + 𝜸.𝑿𝒊𝒕 + 𝜇𝑘,𝑡 + 𝜖𝑖𝑡

❑ ViolationTracker Sample (2000-2019)

Population of Compustat firms

ViolationTracker Regression

𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒𝑖,𝑡= 𝛼 + 𝛽. 𝐸𝑛𝑓𝑜𝑟𝑐𝑒𝑚𝑒𝑛𝑡𝑖,𝑡 + 𝜸.𝑿𝒊𝒕 + 𝜇𝑖 + 𝜇𝑡 + 𝜖𝑖𝑡
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Appendix E (Data Description)

Regulatory Policy Enforcement and Corporate Performance

Agency-level Data Sample



Appendix E (Data Description) 
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Agency-level data Summary Statistics



Summary Statistics (Agency-Specific and Full Samples)

Appendix E (Data Description) 
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Summary Statistics (ViolationTracker Sample and Macro Variables)

Appendix E (Data Description) 
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EPA’s Action Data

Appendix E (Data Description) 
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EPA’s Action Data
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FDA’s Action Data



OSHA’s Action Data

Appendix E (Data Description) 
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SEC’s Action Data

Appendix E (Data Description) 
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Appendix E (Data Description) 
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15 Industries with Highest and Lowest Relevance Scores to EPA

Panel A. EPA

Top 15 Bottom 15

NAICS Title RS NAICS Title RS

562219 Other Nonhazardous Waste Treatment and Disposal 0.1785288 812930 Parking Lots and Garages 0.0002583

562211 Hazardous Waste Treatment and Disposal 0.1743958 812990 All Other Personal Services 0.0002561

324110 Petroleum Refineries 0.0888571 713940 Fitness and Recreational Sports Centers 0.0002477

325612 Polish and Other Sanitation Good Manufacturing 0.0837735 511191 Greeting Card Publishers 0.0002475

325320 Pesticide and Other Agricultural Chemical 

Manufacturing

0.0833795 525990 Other Financial Vehicles 0.0002457

325411 Medicinal and Botanical Manufacturing 0.0796734 512110 Motion Picture and Video Production 0.0002393

325193 Ethyl Alcohol Manufacturing 0.0767241 531190 Lessors of Other Real Estate Property 0.0002365

325510 Paint and Coating Manufacturing 0.0728942 531390 Other Activities Related to Real Estate 0.0002332

325199 All Other Basic Organic Chemical Manufacturing 0.0710925 323111 Commercial Printing (except Screen and Books) 0.0002328

325611 Soap and Other Detergent Manufacturing 0.0682874 512199 Other Motion Picture and Video Industries 0.0002306

325613 Surface Active Agent Manufacturing 0.0666926 523930 Investment Advice 0.0002305

325120 Industrial Gas Manufacturing 0.0664096 713290 Other Gambling Industries 0.0002262

325992 Photographic Film, Paper, Plate, and Chemical 

Manufacturing

0.0661813 523910 Miscellaneous Intermediation 0.0002179

325413 In-Vitro Diagnostic Substance Manufacturing 0.0649013 531210 Offices of Real Estate Agents and Brokers 0.0002153

325998 All Other Miscellaneous Chemical Product and 

Preparation Manufacturing

0.0647502 515210 Cable and Other Subscription Programming 0.0002133



Channels (EPA)
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Channels (FDA)
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Channels (OSHA)

Appendix F (Channels) 
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Channels (SEC)

Appendix F (Channels) 
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