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1. Introduction

The impact of politics on financial markets has been extensively discussed in public de-

bate and academic research. However, existing literature focuses mainly on the relationship

between the corporate sector and the government. Regrettably, the question of whether

institutional investors benefit from political connections has instead received little attention

in the literature, largely due to limited data availability. In this paper, I aim at filling this

gap by investigating how political connections shape mutual fund investment strategies. To

do so, I collect data on the personal fund holdings of the members of Congress to identify

connections between fund managers and politicians. I find that funds which have politicians

among investors exhibit a different investment behavior than their non-connected peers.

Specifically, they trade more in stocks whose industries are more sensitive to political deci-

sions, and in stocks of firms that operate in industries under the jurisdiction of connected

politicians’ congressional committees. In addition, a portfolio long in politically sensitive

stocks and short in all remaining stocks earns abnormal return of over 75 basis points per

quarter.

Why are connections with politicians determinants of mutual fund investment strategies?

Congress passes laws that affect, among others, firms’ competitive environment, product

market, labor force and physical capital investment. Thus, mutual fund holdings owned by

legislators may pose a conflict of interest. For example, Congress members may change their

policy views or share information with funds about the ongoing legislative process to increase

the returns on their personal investments.1 2

1One example is the case of the ex-U.S. Senator Mark Udall. In his disclosure to the Senate Ethics
Committee, he revealed that he had at least $31,000 invested in mutual funds and IRAs supported by clean
energy investments. In the House he was co-chair of the Renewable Energy and Energy Efficiency Caucus,
and in the Senate he served on the Energy Committee. After this disclosure, Senator Udall received public
pressure because the mutual funds he was connected to through his personal holdings might have benefited
from the energy policies Senator Udall supported on his campaign trail.

2When politicians switch committees, they adjust their mutual fund holdings in only 25 percent of the
cases.
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The main challenge of investigating whether mutual funds extract value from their polit-

ical connections is combining information from several data sources. To identify connected

funds, I collect individual mutual fund holdings of all members of Congress from the Center

for Responsive Politics for the period 2004-2013. With this information, I classify a mutual

fund as connected to Congress in a given year if at least one member of Congress invests in

this fund before year-end. In addition, if any member who holds shares of a fund connected

to Congress also serves on a committee, then the fund is also connected to the committee. To

construct the history of committee assignments, I use two sources, namely Charles Stewart’s

Congressional Data Page and the websites of congressional committees. Further, I classify

stock holdings of all connected funds. I refer to politically sensitive stocks of funds connected

to Congress as stocks connected to Congress. While I refer to stocks of funds connected to

committees as stocks connected to committees if issuing firms operate in industries under

the jurisdiction of politicians’ congressional committees. Figure 1 illustrates the proposed

classification of funds and stocks.

To document the role of political connections as determinants of mutual fund investment

strategies, I perform two main analyses.

First, I investigate whether fund managers overweight and trade more actively in con-

nected stocks. Second, I examine whether connected stocks outperform non-connected ones.

For the first analysis, I compare stock holdings of connected funds with those of their non-

connected peers. Specifically, I examine whether connected funds invest more heavily in

connected stocks than non-connected funds in the corresponding industries. On average, con-

nected funds hold 8.98 percent more stocks connected to Congress than their non-connected

peers. The difference is statistically significant at the 1% level. The difference remains

significant after controlling for stock characteristics. I observe the same pattern for funds

connected to committees, with the exception of the Transportation Committee. If funds
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Fund

Do Congress
members invest in it?

no

Fund non-connected
to Congress

yes

Fund connected
to Congress

Do committee
members invest in it?

no

Fund non-connected
to committees

yes

Fund connected
to committees

Stocks connected
to committees

Stocks non-connected
to committees

Stocks connected
to Congress

Stocks non-connected
to Congress

Figure 1. Fund and Stock Classification

generate value through their political connections, I expect connected funds to trade more

actively in connected stocks than their non-connected peers. The data support this pre-

diction. Specifically, the average fraction of trading volume by connected funds in stocks

connected to Congress is 7.21 percent higher than by non-connected funds in corresponding

industries. The difference is significant at the 1% level.

For the second analysis, I find that funds earn higher returns on their connected stock

holdings than on their non-connected ones. A trading strategy long in a portfolio of stocks

connected to Congress and short in a portfolio of all remaining stocks delivers a significant
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abnormal return of 75 to 95 basis points per quarter at the 1% level. A second strategy long

in a portfolio of stocks connected to committees and short in a portfolio of all remaining

stocks earns an abnormal return of 32 to 40 basis points per quarter.3

Overall, the results suggest that political connections have an economically significant

effect on both mutual funds’ portfolio allocation and their market performance.

Related Literature. By providing evidence on how mutual funds benefit from access to

political information, the paper complements the literature on the political economy and

the literature on investment funds. First, the paper is related to the mutual fund literature

on outside information providers. Ritter and Zhang (2007) show that lead underwriters

allocate hot initial public offerings to affiliated funds. Massa and Rehman (2008) explore

stock trading by mutual funds that belong to bank families. They conclude that mutual funds

make profitable equity trades based on private information about borrowers received from

affiliated lead banks. Cohen et al. (2008) provide evidence that fund managers overweight

stocks in firms run by their former classmates and make excess returns on these holdings.

Duan et al. (2014) show that corporate pension plans transfer valuable information to

mutual fund managers who act as service providers for these plans. I add to this literature

by identifying information flows between fund managers and the members of Congress as

a new channel through which managers achieve excess returns. Moreover, this channel has

two distinct features. First, the political information is generated outside of a firm, that is,

it does not involve corporate insiders. Second, the provider of information is a retail client

of a fund.

The paper is also closely related to the recent literature that investigates the outcomes of

political connections through the equity holdings of legislators. To the best of my knowledge,

3Gao and Huang (2015) demonstrate that hedge funds outperform passive benchmarks by 56 to 93 basis
points per month on their political holdings when they are connected to lobbyists.

4



it is the first work which explores the fund holdings of politicians. Existing papers argue

that political connections can be important for firm value. Tahoun and van Lent (2013)

find that financial institutions in the portfolios of key committee members received higher

and quicker bailouts. Tahoun (2014) concludes that firms with strong politician ownership-

contribution links receive more government contracts. Ziobrowski et al. (2004) conclude that

House members beat the market by 6% per year. Eggers and Hainmeuller (2014) find that

the members of Congress overweight local firms and campaign contributors and that these

connected firms outperform. However, they conclude that politicians are, on average, poor

stock pickers. Carr (2017) concludes that members of Congress, on average, do not trade

stocks using private information during the period 2004-2012. However, House members

earn annual abnormal returns of 8.2% during their final term in office. She explains these

returns by the disinterest in reelection. The paper provides new insights to this literature

by offering evidence that being politically connected is beneficial for institutional investors.

Finally, I contribute to the literature on institutional investors and political engagement.

There are only few papers that explore the relationship between funds and politics. Hong and

Kostovetsky (2012) and DeVault and Sias (2014) analyze the behavioral aspect of mutual

and hedge fund holdings using political orientation of fund managers. My paper is most

closely related to Gao and Huang (2015). They explore lobbying activity of hedge funds. In

contrast, I investigate the benefits that accrue to mutual funds. Restricting the attention to

mutual funds allows to benefit from observing the entire equity portfolio as opposed to only

long holdings of hedge funds. Furthermore, my approach differs because I focus on personal

holdings of politicians. The focus on holdings allows to consider direct links between funds

and politicians as the opposite to indirect ones through lobbyists. A limitation of existing

lobbying disclosure rules is that they do not require disclosure at the politician level.
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The remainder of the paper is organized as follows. Section 2 describes the institutional

background. Section 3 presents the data and provides summary statistics. Section 4 presents

empirical tests and analyzes the results. Section 5 draws conclusions.

2. Institutional Background

The members of Congress may have asset holdings which can create possible conflicts of inter-

est. The Ethics in Government Act of 1978 requires them to file annual Financial Disclosure

Statements.4 Politicians need to disclose assets, liabilities and other details about their per-

sonal finances. The congressional ethics committees and the ethics offices of government

agencies supervise compliance and enforcement of this requirement. Personal financial dis-

closure statements should be filed by May 15 each year. The reports are publicly disclosed

30 days later. The Center for Responsive Politics (CRP)5 covers the reports of Congress

members from 2004 to 2013 and collects them from the Senate Office of Public Records and

the Office of the Clerk of the House.6 Further, the Center classifies politicians’ investments

into categories including stocks, bonds, mutual funds, and constructs a database. Politicians

may fill in the forms by hand and enclose account statements instead of filling in the standard

forms.

Congress members need to report only assets worth more than $1,000 at the end of the

calendar year, or producing more than $200 of income. The reports do not require exact

values of assets. However, the members of Congress should report the range of value into

which an asset falls. Valuation of assets owned by an individual is limited by the top range

being over $50 million, and spouse’s or dependent child’s assets are limited by the top range

4https://www.congress.gov/bill/95th-congress/senate-bill/555
5https://www.opensecrets.org/pfds/
6CRP does not collect personal financial data for non-incumbent candidates for federal office who lost

election.
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being over $1 million.7 Politicians must disclose the full name of each mutual fund, that is

the name of the investment institution offering the mutual fund (e.g. Janus) and the specific

identification of the fund (e.g. Large-cap growth fund). However, the lawmakers are not

required to provide details on mutual funds’ individual holdings.8

I provide an example of a financial disclosure statement by Mark Udall (D-CO) for year

2007 in Appendix A. Page 1 of the disclosure form asks for identifying data of the filer,

preliminary questions that direct the filer to other schedules of the form, and declarations of

whether the filer has any blind trusts or other investment vehicles that are not disclosed in

the form. No individual or organization donated to a charity in lieu of paying for a speech,

appearance or article by Dem. Udall (Schedule II), liabilities of Dem. Udall during the

year did not exceed $10,000 (Schedule V), Dem. Udall did not receive any gift or travel

allowances exceeding $305 (Schedule VI and VII), Dem. Udall did not hold any reportable

position (Schedule Vlll), and Dem. Udall did not have any agreement or arrangement with

an outside entity (Schedule IX), these schedules are not filled in. In Schedule lll Dem. Udall

reports his assets with a value exceeding $1,000 or any asset that resulted in income in excess

of $200.

Both houses of Congress have ethics codes. In the rules, a legislator’s responsibility to vote

and represent constituents generally raises questions concerning financial conflicts. “Voting

on matters before the House is among the most fundamental of a Member’s representational

duties, and historical precedent has taken the position that there is no authority to deprive a

7http://www.ethics.senate.gov/downloads/pdffiles/fdinstruct11.pdf
http://ethics.house.gov/forms/information-and-forms

8 Members of Congress may transfer their assets to a blind trust and take advantage of the fact that
assets placed in blind trusts do not have to be reported. However, on average, only 1.06% of House members
and 12.15% of Senate members set up blind trusts. Many criteria should be satisfied to classify a trust
as a blind one. Also, there are regularly assessments whether criteria are still fulfilled. If there is any
violation by chance, beneficiaries could be investigated. Moreover, public opinion is not always in favor of
such trusts, because politicians know their initial investments in such trusts and additionally could observe
other strategies of the trustees. Thus, some voters consider these trusts as a cover and start to pay even more
attention to behavior of these politicians. Hence, having a blind trust could be controversial. Additionally,
it is expensive to arrange a blind trust. That is why the percent of such trusts is higher for Senate members.
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Member of the right to vote on the House floor,” the manual states.9 In the same paragraph,

however, the manual cites another principle: “Members may not use their congressional

position for personal financial benefit.” Hence, ethics rules leave it almost entirely to the

legislators themselves to decide whether investments pose a conflict of interest.

The members of Congress serving at committees with particular jurisdictions may take

advantage of non-public information or influence legislations. To address these concerns the

“Stop Trading on Congressional Knowledge Act of 2012,” or STOCK Act, was passed in

April, 2012. The STOCK Act is an Act of Congress designed to clarify ambiguous insider

trading regulations. The bill prohibits the use of non-public information for private profit, in-

cluding insider trading by members of Congress and other government employees.10 However,

there are several concerns in the law literature. For example, what qualifies as “non-public”

information under the STOCK Act. Legislative information differs from private industry

information, for example, congressional members are expected to make their positions clear

and to inform the public how they intend to vote or whether they oppose certain legislation.

Boland et al. (2015) provide as an example of the minor difference between duty-based,

genuine predictions “I think this law will pass” and actionable non-public information “I

know this law will pass”. There are also potential overlaps between the STOCK Act and

Freedom of Information Act (FOIA) requests or open meeting laws. While FOIA and the

open meeting laws do not apply to the legislative or judicial branches, Congress regularly

receives and exchanges information with the executive branch and numerous federal agencies

that are subject to FOIA. Then, information could be “non-public” in Congress but subject

to FOIA public disclosure. Insider trading laws are not easily suited to address such scenar-

ios, where real-time, instantaneous trades could be based on information that will eventually

9http://ethics.house.gov/outside-employment-income/member-voting-and-other-official-activities
10https://www.congress.gov/112/plaws/publ105/PLAW-112publ105.pdf
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be public but is either not public yet or is technically “public” but in practice not accessible

to the public on a real-time basis.11

3. Data

The Center for Responsive Politics provides data on congressional holdings, including mutual

funds, between January 2004 and December 2013. I use mutual fund holdings of the members

of Congress to identify the connection between fund managers and politicians. I focus on

actively managed U.S. equity funds. I eliminate balanced, bond, international, money market

and sector funds. I also exclude index funds, since their behavior is mechanically determined

and cannot be influenced by political connections.12 Finally, I obtain data on the mutual

fund holdings of 569 politicians. The sample includes 636 unique funds owned by politicians

between 2004 and 2013.

I classify a mutual fund as connected to Congress in a given year if at least one member of

Congress invests in this fund in the current year. If any member holding shares of this fund

also serves on a committee, then this fund is also connected to that particular committee.

For all elected politicians, I obtain data on their committee assignments from Charles Stew-

art’s Congressional Data Page and websites of committees.13 To identify House committees

with clear industry jurisdictions, I follow the classification by Ovtchinnikov and Pantale-

oni (2012). These committees are Agriculture, Armed Services/National Security, Financial

Services, Energy and Commerce, Resources/Natural Resources, and Transportation and In-

11https://www.foley.com/the-stock-act-in-the-post-newman-era-04-07-2015/
12To identify index funds I use such strings: Index, Idx, Indx, Ind (where indicates a space), Russell,

S & P, S and P, S&P, SandP, SP, DOW, Dow, DJ, MSCI, Bloomberg, KBW, NASDAQ, NYSE, STOXX,
FTSE, Wilshire, Morningstar, 100, 400, 500, 600, 900, 1000, 1500, 2000, and 5000. Funds with keywords
such “emerging,” “options,” “international,” “derivative,” “convertible,” “global,” and “private equity” are
also excluded.

13I thank Charles Stewart for providing the data on his personal website
http://web.mit.edu/17.251/www/data page.html.
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frastructure. Ovtchinnikov and Pantaleoni (2012) match the jurisdictions of committees

with the Fama-French 48-industry definitions. Industry jurisdictions are from committee

websites and from the Center for Responsive Politics. Table in Appendix B summarizes

the industry jurisdictions of these six committees. Table 1 provides summary statistics of

the number of the unique connections. The number of politicians investing in mutual funds

averages 108 per year. The average number of funds connected to Congress is 259 per year,

which is approximately 20% of the U.S. actively managed equity funds. On average, a fund

is connected to House 18 out of 40 quarters. Conditional on a House member investing into

a fund, an average fund would be connected to an individual politician 26 out of 40 quarters.

The average invested amount is $100 thousand or 2.74% of total wealth.

I use two datasets for mutual funds: the Thomson Reuters Mutual Fund ownership

database (s12), for the data on fund holdings; the Center For Research in Security Prices

(CRSP) Mutual Funds Database, for the data on mutual fund characteristics. I only consider

U.S. actively managed equity funds. I use the investment objective code (IOC) field from the

s12 database and focus on the five active equity styles: aggressive growth, growth, growth &

income, metals, and unclassified. Following Kacperczyk et al. (2005), Pastor et al. (2015)

and Agarwal et al. (2016), I exclude funds which have less than 50% of their assets invested

in common stocks, which hold fewer than 10 stocks and whose size in the previous quarter

is less than $15 million.

I merge the fund holdings data with the CRSP mutual fund data using the Wharton

Research Data Services’ MFLINKS tables to obtain fund returns and characteristics such as

total assets under management, date of first offer, expense ratio, turnover and fund returns.

Funds in both databases are linked to a Wharton Financial Institution Center Number

(WFICN), which serves as a common identifying variable.

10



The CRSP database provides information at the share class level. I include funds with

multiple share classes only once. To aggregate multiple share classes, I sum the total net

assets (TNA) of each share class to obtain the TNA for the fund. I use the inception date of

the initial fund class to calculate fund age. For other fund characteristics, such as expense

ratio, turnover and fund returns I use the TNA-weighted average across all share classes.

Quarterly fund flows are computed using the following equation:

flowsi,t =
TNAi,t − TNAi,t−1(1 +Ri,t)

TNAi,t−1

, (1)

where TNAi,t and TNAi,t−1 are the total net assets for fund i in quarters t and t − 1,

respectively, and Ri,t is the cumulative return of the ith fund in quarter t.

I merge the mutual fund holdings database with the mutual funds at the reports of

politicians by name. I focus on the subsample of mutual funds that have connections in any

of the years during the sample period. Panel A of Table 2 provides the summary statistics

for the matched sample of funds from January 2004 to December 2013. Panel B of Table 2

reports summary statistics for all funds.

I merge the holdings data with the committee assignments by matching the holding

dates and the period of committee membership. For example, politician C served on the

Agriculture Committee in 2011 and 2012, but she had mutual fund holdings before and after

her service period on this committee. I ensure that only the funds whose shares were held by

politician C in 2012 and 2013 and their equity holdings are associated with the Agriculture

Committee.

I also consider firms operating in politically sensitive industries, because these firms are

more likely to face regulatory changes that affect their business operations and corporate

decisions. Following Hong and Kostovetsky (2012), Atanassov et al. (2015) and Aiken et al.
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(2016), I classify firms operating in tobacco products, pharmaceuticals, health care services,

defense, petroleum and natural gas, telecommunications, and transportation industries as

politically sensitive, where Fama-French 48 industries are used as the industry classification.14

I link each reported stock holding to the CRSP stock database to find its price and industry

classification code. To investigate investment performance of mutual funds controlling for

characteristics of holdings, I collect stock-specific variables from Compustat.

4. Empirical Tests and Results

4.1. Connection Measures

To investigate mutual fund portfolio holdings, I need to define connected funds and connected

holdings. Direct, personal financial interest could affect behavior of politicians, apart from

any political interest, if they own significant personal mutual fund holdings. As investors in

funds, politicians tie their own interests to those of the funds.15 In contrast, other possible

measures based on campaign contributions, lobbying activity, or employment, capture deci-

sions by the fund to become politically connected, whereas the holding measure captures a

decision by the politician.

I define two types of connections between a fund and Congress. A measure of being

connected to Congress (CONNECTED1) is defined as an indicator variable equal to 1 if

fund i’s shares are owned by at least one member of the U.S. House or Senate at the end of

year t, and 0 otherwise.

14The Fama-French definitions of industries are publicly available online from:
http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data library.html.

15Peterson and Grose (2015), and Tahoun and Vasvari (2016) show that the members of Congress make
decisions based on their own personal wealth interests.
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Committees hold a substantial degree of the power in the legislative process in Congress.

Legislation must be generally approved by committees before the full Senate or House can

consider it. I classify a mutual fund as connected to a committee (CONNECTED2) in a

given year if at least one member of this committee invests in this fund in the current year t.

Further, I classify stock holdings of all connected funds. I refer to politically sensitive stocks

of funds connected to Congress as stocks connected to Congress. Moreover, I refer to stocks

of funds connected to committees as stocks connected to committees if issuing firms operate

in industries under the jurisdiction of politicians’ congressional committees.

4.2. Holdings of Connected Securities

I assume that connected fund managers may place larger bets in politically sensitive and con-

nected stocks in their portfolios due to their informational advantages. Coval and Moskowitz

(1999; 2001) show that mutual funds overweight local investments. Cohen et al. (2008) pro-

vide evidence that mutual fund managers overweight holdings of firms in which they have

board connections through prior educational ties.

Hypothesis 1a. Mutual funds connected to politicians at the committees overweight stocks

from industries under jurisdiction of these committees.

Hypothesis 1b. Mutual funds connected to the members of Congress overweight stocks

from politically sensitive industries.

For each fund-quarter, I compute the portfolio weights in politically connected stocks as

the dollar holdings of these stocks divided by the total dollar holdings of the fund at the end

of the quarter.

However, if a mutual fund follows a size or value related investment style and these style

characteristics are systematically related to politically sensitive performance then it might
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happen that style preferences are measured insted of politically sensitive ones. To control for

the style effects of fund holdings and the time-series variation in the holdings of connected

and politically sensitive stocks, I follow Hong and Kostovetsky (2012) to adjust the portfolio

weights by running cross-sectional regressions of the raw measures on mean component log

ME and mean component log BM and assigning each observation the residual from these

regressions. Mean component log ME is the weighted average of the log market value of

equity of stocks in the mutual fund’s portfolio, weighted by their portfolio weight. Mean

component log BM is the weighted average of the log book-to-market of stocks in the mutual

fund’s portfolio, weighted by their portfolio weight. For example, the residual weight in

agricultural stocks for fund i in quarter t is obtained by estimating the following cross-

sectional regression within quarter t:

Agriculturei = µ+γ1MeanComponent LogMEi+γ2MeanComponent Log BMi+ ǫi, (2)

where BM is book-to-market, ME is market value of equity.

Table 3 lists the time-series averages for the raw weights and for the residual weights

of the connected and non-connected funds for the period which lasts from January 2004 to

December 2013. First, I compute the cross-sectional mean for connected and non-connected

fund-quarters separately and report their time-series averages. Table 3 also reports the time-

series averages (and t-statistics) of the differences in cross-sectional means between the two

groups of funds. Connected fund managers place larger bets on politically sensitive stocks.

On average, they hold 8.98 percent more politically sensitive stocks than their non-connected

peers. The difference is significant at the 1% level. The residual portfolio weight is also

significantly higher for connected funds than for the non-connected ones. The same pattern

is observed for stocks connected to committees, with an exception of the Transportation

Committee.
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I run ordinary least squares (OLS) pooled regressions of raw weights on connected dum-

mies and a series of controls:

wijt = α + β1Cijt + β2MEit + β3BMit + β4R12it + aj + at + ǫijt, (3)

where wijt is a weight in stock i invested by fund j at quarter t, Cijt is a connected dummy,

ME is market value of equity, BM is book-to-market, R12 is past 12-month return, aj and

at are fund and quarter fixed effects.

Table 4 provides the results of ordinary least squares pooled regressions of portfolio

weights on connected dummies and a series of controls. The dependent variable is the fund’s

portfolio weight in a given stock, in percent. The units of observation are stock-fund-quarter.

All regressions include quarter and fund fixed effects. Controls include market value of equity

(ME), book-to-market (BM), and past 12-month return (R12). Column 1 shows that mutual

funds connected to Congress place larger bets on stocks of firms in politically sensitive

industries. The same pattern holds almost for all committees with the strongest result

for connected holdings for the Natural Resources Committee. However, there are negative

coefficients on a connected dummy for the Financial and Transportation Committees. Over

the whole period, the financial industry is among industries with the highest campaign

contributions and lobbying expenses. Hence, there could be additonal missing connections

to the Financial Committee through these two channels. The infrastructure industry may

be highly regulated at the local and state levels (See Puentes, 2011)). Hence, the connection

to the Transportation committee of House is potentially less informative.16

Additionally, I explore whether the number of politicians amplify the overweighting effect.

The result holds for the politically sensitive stocks, Agricultural Committee, and Energy

16I include fund x quarter fixed effects to control for unobservable time-varying fund characteristics. I also
repeat the analysis using Fama-MacBeth regressions. The results are not significantly altered in terms of
both magnitude and statistical significance of the coefficient estimates.
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and Commerce Committee. Further, I look whether being a member of the major party

influences the results. I find that funds connected to the members of the major party tend

to overweight politically sensitive stocks. Finally, I investigate the influence of the seniority

of the politicians and the number of the terms presently served. These two measures also

amplify the overweighting effect.

Further, I regress residual portfolio weights on connected dummies, fund size and fund

age, including fund and quarter fixed effects. The dependent variable is the residual portfolio

weight in politically sensitive stocks or stocks under jurisdiction of the committees, while the

explanatory variable of interest is a dummy variable that equals one if the fund is connected

to Congress or a particular committee.

wres
jt = α + β1Cjt + β2 sizejt + β3 agejt + aj + at + ǫjt, (4)

where wres
jt is a residual portfolio weight in politically sensitive stocks or stocks under juris-

diction of the committees invested by fund j at quarter t, Cjt is a connected dummy, aj and

at are fund and quarter fixed effects.

Table 5 presents the results. The coefficient on the connected variable is positive and

significant for politically sensitive industries and for stocks connected to most of the com-

mittees. However, the Transportation Committee is again an exception.

Connected fund managers should trade disproportionately in connected stocks due to

their informational advantages. To test this prediction, I compare the trading activity of

connected mutual funds in connected stocks with that of non-connected peers.

Hypothesis 2a. Mutual funds connected to politicians at the committees trade more

heavily in stocks from industries under jurisdiction of these committees than their non-

connected peers.
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Hypothesis 2b. Mutual funds connected to the members of Congress trade more heavily

in stocks from politically sensitive industries than their non-connected peers.

I measure fund trading volume at a quarterly frequency by assuming that funds do not

trade intra-quarterly between two consecutive quarterly reports and the changes in holdings

during a quarter occur only at the end of the quarter. For each fund-quarter, I compute the

fraction of trading volume in politically connected stocks as the dollar trading volume of the

fund in politically connected stocks divided by the total dollar trading volume of the fund

in the quarter.

To control for the style effects of fund holdings and the time-series variation in the trading

of connected stocks, I adjust the trading fraction by running cross-sectional regressions of

the raw measures on mean component log ME and mean component log BM and assigning

each observation the residual from these regressions.

Agriculturei = µ+γ1MeanComponent LogMEi+γ2MeanComponent Log BMi+ ǫi, (5)

where BM is book-to-market, ME is market value of equity.

Table 6 presents the summary statistics for the fraction of trading volume done by mutual

funds in connected stocks for the sample of all fund-quarters from January 2004 through

December 2013. I compute the cross-sectional mean for connected and non-connected fund-

quarters separately and report their time-series averages. I also report the time-series average

of the difference in cross-sectional means between the two groups of funds.

Connected funds trade more heavily in politically sensitive stocks than non-connected

funds. The fraction of trading volume done by the average connected fund in politically

sensitive stocks is 7.21 percent higher than that for the average non-connected fund. The

difference is significant at the 1% level. Using the residual trading fraction, I observe that
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the average connected fund residual trading fraction in politically sensitive stocks is 77 basis

points higher than that for the average non-connected fund. The difference is significant at

the 1% level.

4.3. Returns on Connected Holdings

I find that, on average, connected fund managers place larger bets and trade more actively

in connected stocks than their non-connected peers. However, these fund managers may

not necessarily benefit from such activities. Therefore, I explore the performance of their

connected stock holdings compared to non-connected holdings and test the hypothesis that

fund managers earn higher risk-adjusted returns on connected stocks.

Hypothesis 3a. A replicating strategy of buying stock holdings connected to Congress

and shorting a portfolio of remaining stocks earns a risk-adjusted excess return.

Hypothesis 3b. A replicating strategy of buying stock holdings connected to committees

and shorting a portfolio of remaining stocks earns a risk-adjusted excess return.

I use calendar time portfolio approach. At the beginning of each calendar quarter, I assign

stocks in each mutual fund portfolio to one of two portfolios based on whether the stock is

connected or non-connected. I compute monthly returns on connected and non-connected

holdings between reports. I assume that funds do not trade intra-quarterly between two

consecutive quarterly reports and the changes in holdings during a quarter occur only at

the end of the quarter. Portfolios are rebalanced every calendar quarter, and within a given

fund portfolio, stocks are weighted by the fund’s dollar holdings (i.e., connected stocks are

weighted by the fund’s dollar holdings in the connected portfolio, and non-connected stocks

are weighted by the fund’s dollar holdings in the non-connected portfolio). Finally, I compute

value-weighted calendar time portfolios by averaging across funds, weighting individual fund
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portfolios by the fund’s total net asset value at the end of the previous quarter. After forming

the portfolios, I obtain a time series of monthly returns to each portfolio from April 2003

to March 2014. The portfolio-weighted portfolio returns are then regressed on the excess

return on the value-weight market index and the Fama-French-Carhart four-factors.17

Table 7 compares the performance of connected stocks with that of non-connected ones.

The first strategy goes long in the connected stocks of politically sensitive industries and goes

short in non-connected stocks. These positions are held for 3 months. I find that connected

funds earn higher returns on their politically sensitive and connected holdings. A replicating

strategy of buying a portfolio of stocks connected to Congress and shorting a portfolio of all

remaining stocks delivers a significant excess return of 75 to 95 basis points per quarter at the

1% level. The second strategy of buying a portfolio of stocks connected to committees and

shorting all remaining stocks earns an excess return of 32 to 40 basis points per quarter but

not significant. The results suggest that connected funds obtain value from trading stocks

of firms from politically sensitive industries and stocks connected to committees.18

5. Conclusion

I use the dataset on holdings of mutual funds and the dataset on holdings of members of

Congress from January 2003 through December 2014 to investigate the existence of infor-

mation flows from politicians to mutual fund managers. I provide empirical evidence that

supports the hypothesis that mutual funds connected to Congress place larger bets on po-

litically connected stocks, trade them more actively, and earn higher returns, on average, on

these holdings than their non-connected peers.

17http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data library.html
18Cziraki and Gider (2017) show that, on average, dollar profits of insiders are economically insignificant.

The median insider in their sample earns abnormal profits of $464 per year. Moreover, a typical insider
incurs losses in 44 percent of all years in which he trades, and 11 percent of insiders make a loss on their
insider trading each year.
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A promising direction for future work is to investigate the links between fund managers

and individual politicians. This approach allows to analyze whether fund managers switch

their stock holdings when politicians switch their committee assignments, or if there is an ad-

ditional value of being connected to powerful politicians such as committee chairs. Moreover,

committee activities of the members of Congress can be explored, for example, sponsoring

and co-sponsoring of bills. Furthermore, the endogeneity concerns can be addressed by us-

ing three types of shocks: committee exiles, special elections of politicians, and politicians

being under investigation. Another fruitful direction of the research is to investigate the

joint effects of political connections, that is to include campaign contributions and lobbying

expenses, and to identify personal relationships.
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Table 1. Summary Statistics: Connections between Politicians and Funds

The table reports summary statistics as of December of each year for the sample of politi-

cians and their mutual fund holdings between 2004 and 2013. I include in the sample

of funds actively managed, U.S. equity mutual funds. In this table a fund is defined as

connected to Congress if fund i’s shares are owned by at least one member of the U.S.

House or Senate at the end of year t. In this table a fund is defined as connected to a

committee if at least one member of this committee invests in this fund in the current year t.

Mean Median Min Max St. Dev.

Politicians per Year 108 105 79 129 15

Connected Funds per Year
to Congress 259 263 217 303 24

to the Committees:
Agriculture 42 45 26 63 11
Armed Services 57 54 41 81 13
Financial Services 52 55 29 70 13
Energy and Commerce 63 63 57 71 4
Natural Resources 41 42 31 53 5
Transportation and Infrastructure 49 56 19 70 18
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Table 2. Summary Statistics for the Mutual Fund Sample

Panel A presents the summary statistics of the actively managed equity mutual funds connected

at some point during the sample period. In this table a fund is defined as connected if fund

i’s shares are owned by at least one member of the U.S. House or Senate at the end of year

t. Panel B reports the summary statistics of the universe of actively managed equity mu-

tual funds. The sample period is from January 2004 to December 2013. All variables are de-

fined in Appendix C. All continuous variables are winsorized at the 1st and 99th percentiles.

Panel A: Fund Characteristics of the Funds Connected at Some Point during the
Sample Period

Mean Median Min Max St. Dev.

Total Number of Funds 519 528 457 563 38
Number of Stocks Held by Fund 247 262 14 3165 288
Total Net Assets (millions) 3466.38 1037.14 20.55 55436.89 7802.83
Age (years) 23.94 19.65 10.93 77.72 14.73
Expenses (%) 0.97 0.98 0.50 2.12 0.39
Turnover (%) 68.00 53.55 3.10 281.20 55.03
Quarterly Raw Return (%) 1.63 2.05 -10.45 14.45 5.33

Panel B: Fund Characteristics of the Whole Sample

Mean Median Min Max St. dev.

Total Number of Funds 1288 1284 1019 1601 194
Number of Stocks Held by Fund 375 300 19 1434 376
Total Net Assets (millions) 1625.98 304.42 15.00 35100.33 4420.54
Age (years) 20.78 16.01 10.71 76.56 13.43
Expenses (%) 0.92 0.89 0.44 2.50 0.47
Turnover (%) 75.25 58.90 3.20 312.90 60.98
Quarterly Raw Return (%) 1.64 1.11 -10.20 14.02 6.23
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Table 7. Calendar Time Portfolio Returns

The table lists calendar-time portfolio returns. At each quarter-end during from January 2004 until
December 2013, stocks in each mutual fund portfolio are assigned to one of the two portfolios formed
by mutual fund connections and the industries of stocks. The portfolios are rebalanced every three
months. Stocks in each fund portfolio are weighted by the dollar value of holdings by the fund. The
quarterly value-weighted portfolio returns across funds is computed by weighting individual funds
by their total dollar holdings. The CAPM and the Fama-French-Carhart four-factor models are
used as a benchmark to adjust the portfolio returns. Numbers in parentheses are t-statistics. The
symbols ***, ** and * indicate statistical significance at the 1, 5, and 10 percent levels, respectively.

Connected to Congress Stocks vs. Connected to Committees Stocks vs.
Non-connected Stocks Non-connected Stocks

CAPM Four-factor Model CAPM Four-factor Model

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

α 0.947∗∗ 0.748∗∗ 0.398 0.316
(2.14) (2.17) (1.37) (1.37)

βRm−Rf -0.094∗ -0.029 -0.036 -0.059∗

(-1.83) (-0.61) (-1.06) (-1.85)
βSMB 0.085 -0.023

(0.71) (-0.29)
βHML -0.012 0.264∗∗∗

(-0.13) (4.45)
βMOM 0.222∗∗∗ 0.195∗∗∗

(3.70) (4.87)
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Appendix A. Financial Disclosure Statement

An example of a financial disclosure statement for calendar year 2007 filed by Mark Udall

(D-CO), a member of Congress from Colorado.

Source: the Center for Responsive Politics
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Appendix B. Congressional Committee Jurisdictions

The following table lists the committees of Congress and their industry jurisdictions.

Source: Ovtchinnikov and Pantaleoni (2012)

House committee FF-48-industry Additional industries defined at the SIC 4-digit level

Agriculture Agriculture 0800–0899 (Forestry)

Food 5143, 5450, 5451, 2020 (Dairy products and stores)

Smoke 5144, 2015 (Poultry and eggs)

6220–6221 (Commodity brokers & dealers)

Armed Services/National Security Guns 3721, 3720, 3724, 3728 (Aircraft, engine and parts)

Financial Services Banks

Construction

Health

Insurance

Real estate

Trading

Energy and Commerce Autos 5093 (Scrap and waste materials)

Chemicals

Utilities

Health

Meals Mines

Oil

Drugs

Medical equipment Fun

Telecomm

Resources/Natural Resources Mines 5146, 0920, 0921, 0900, 0910

Oil (Commercial fishing and wholesale)

0800–0899 (Forestry)
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House committee FF-48-industry Additional industries defined at the SIC 4-digit level

Transportation and Infrastructure Aero 4520, 4522, 4512 (Air transport)

Autos 1520, 1540, 1541, 1521, 1542, 1522 (General contractors)

Construction 3740, 3743 (Railroad equipment)

Building materials 3730–3731 (Ship building and repair)

Transportation 7510, 7515 (Auto and truck rental)

Senate committee FF-48-industry Additional industries defined at the SIC 4-digit level

Agriculture, Nutrition, and Forestry Agriculture 0800–0899 (Forestry)

Food 5143, 5450, 5451, 2020 (Dairy products and stores)

Smoke 5144, 2015 (Poultry and eggs)

6220–6221 (Commodity brokers & dealers)

Armed Services Guns 3721, 3720, 3724, 3728 (Aircraft, engine and parts)

Financial Services Banks

Construction

Health

Insurance

Real estate

Trading

Commerce, Science, and Transportation Aero 4520, 4522, 4512 (Air transport)

Autos 5146, 0920, 0921, 0900, 0910

Fun (Commercial fishing and wholesale)

Insurance 3730–3731 (Ship building and repair)

Meals 7510, 7515 (Auto and truck rental)

Oil 3740, 3743 (Railroad equipment)

Telecomm

Transportation

Energy and Natural Resources Mines 0800–0899 (Forestry)

Oil 5093 (Scrap and waste materials)

Utilities
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Senate committee FF-48-industry Additional industries defined at the SIC 4-digit level

Environment and Public Works Autos 5146, 0920, 0921, 0900, 0910

Building materials (Commercial fishing and wholesale)

Chemicals 1520, 1540, 1541, 1521, 1542, 1522

Construction (General contractors)

Mines 7510, 7515 (Auto and truck rental)

Oil 5093 (Scrap and waste materials)

Utilities

Politically Sensitive FF-48-industry

Tobacco Products

Pharmaceuticals

Health Care Services

Defense

Petroleum and Natural Gas

Telecommunications

Transportation
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Appendix C. Variable Description

The following table reports the definition of the variables used in the paper.

Variable Definition Source

BM The book value of equity over Compustat

the market value of equity.

CONNECTED1 An indicator variable equal to 1 CRP;

if fund i’s shares are owned by at Charles Stewarts

least one member of the U.S. Congressional Data Page

House or Senate at the end

of year t, and 0 otherwise.

CONNECTED2 An indicator variable equal to 1 CRP;

if fund i’s shares are owned by at Charles Stewarts

least one member of the Congressional Data Page

Committee at the end

of year t, and 0 otherwise.

Expenses (%) The expense ratio of a fund s12

Fund Age Age of fund in years. s12

Fund Size Total net assets in millions. s12

HML The return on the high-minus-low portfolio. Kenneth R. French’s webpage

ME The market value of equity CRSP

defined as the product between

the stock price and shares outstanding.

Mean Component log BM The weighted average

of the log book-to-market

of stocks in the mutual fund’s

portfolio, weighted by their

portfolio weight.
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Variable Definition Source

Mean Component log ME The weighted average

of the log market value

of equity of stocks in the

mutual fund’s portfolio,

weighted by their portfolio weight.

MOM The Carhart (1997) momentum factor. Kenneth R. French’s webpage

Number of stocks held by fund Number of unique holdings s12

per fund-quarter.

Politically sensitive stocks See Appendix B.

R12 The past stock return for CRSP

the previous twelve months.

Rm −Rf The market excess return Kenneth R. French’s

on a value-weighted portfolio webpage

of NYSE, Amex, and Nasdaq

stocks minus the T-bill rate.

SMB The return on the Kenneth R. French’s

small-minus-big portfolio. webpage

Turnover (%) The turnover ratio of a fund. s12

Quarterly Raw Return(%) The quarterly return of a fund. s12
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