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Abstract:

This paper examines the relationship between corporate lobbying and information
leakage. Our analysis indicates that firms engaged in corporate lobbying experience
substantially higher short sales prior to unfavorable unexpected earnings
announcements than non-lobbying firms. Information leakage is more prominentin firms
with weaker corporate governance and when firms employ low-reputation lobbyists.
Furthermore, short-sale interest in lobbying firms contains critical information in
predicting stock returns up to sixty trading days after an unfavorable earnings
announcement. However, we find no evidence of predictability in non-lobbying firms.
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