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1 Introduction

The process by which US federal judges are appointed is overtly political. Presidents nominate
individuals with political and legal ideologies that usually align with their views. The Senate
confirmation process, which has become more polarized in recent decades, also tends to be highly
partisan, with senators often voting along party lines.! An important question, one that has received
significant attention in the literature, is whether the political endeavor to select judges based on
their ideological leanings has a meaningful effect on case outcomes. This appears to be the case,
with several studies documenting that judicial ideology influences case outcomes, leading to greater
litigation risk for firms operating in more liberal jurisdictions. While conservative judges, appointed
by Republican Presidents, are more likely to rule in favor of firms, liberal judges tend to side with
plaintiffs (Huang, Hui, and Li, 2019; Liu, 2020). From a regulatory versus free-market perspective,
liberal judges are generally more inclined to support regulatory interventions, while conservative
judges tend to favor limited government involvement (Fedderke and Ventoruzzo, 2015). As a result,
firms face greater litigation risks in liberal-leaning jurisdictions than in conservative ones, with
potentially unfavorable rulings imposing substantial economic costs.

In the paper, we examine the preemptive response of firms at the establishment level when there is
a change in ideology of the circuit courts with jurisdiction over the establishment. In particular, when
judges appointed by Democrat administrations increase the liberal tilt of the court, the risk of firms
losing lawsuits and facing harsher penalties rises. In response, we find that firms act strategically to
mitigate risks. Firms with establishments in multiple locations actively reduce incidents of misconduct
in locations with more liberal courts. In part, firms achieve this reduction in misconduct by reallocating
resources away from establishments with greater exposure to liberal courts toward those in less liberal
areas, and by increasing investment in misconduct-mitigating technologies, as evidenced by higher
process-innovation activity. Firms also engage in other risk-mitigation strategies, such as increasing lo-

cal political contributions and enhancing CSR, practices. To our knowledge, this is among the first stud-

!The Senate confirmation process had traditionally been non-partisan. The rejection of President Reagan’s
nominee Robert Bork in 1987 is believed to have fundamentally reshaped the political dynamics of Supreme Court
and other judicial confirmations (see e.g., Epstein, Lindstadt, Segal, and Westerland, 2006).



ies to document firms’ internal operational adjustments designed to mitigate increases in litigation risk.

To test the relation between judicial ideology and corporate misconduct, we begin by merging
the National Establishment Time Series (NETS) database with Violation Tracker data spanning
2000 to 2021. The NETS database provides detailed establishment-level information, including
employment, sales, locations, and industry classifications. Violation Tracker provides a comprehensive
record of regulatory violations and penalties imposed by more than 50 federal agencies such as the
Occupational Safety and Health Administration (OSHA), Environmental Protection Agency (EPA),
and National Labor Relations Board (NLRB) along with limited data from state-level agencies.?
It primarily contains data on non-financial misconduct and identifies the names and locations of
establishments where such misconduct occurs, as well as information on their parent firms. We
link these two datasets using firm /establishment names and addresses.

Under U.S. federal law ( Venue Rules, 28 U.S.C. § 1391), federal venue is proper either in a district
where the defendant resides, typically corresponding to the the firm’s headquarters or the location of
the alleged misconduct. Among non-shareholder lawsuits in the U.S., about 70% are filed in courts
outside of the corporation’s headquarters jurisdiction (Cassella and Rizzo, 2023).* This highlights
the importance of establishment-level analysis in our context, which involves regulatory violations
closely related to non-shareholder lawsuits.* Our final sample comprises 7,613,615 establishment-year
observations, representing 822,800 unique establishments and 6,744 unique firms. Within this sample,
we identify 7,700 unique establishments and 1,476 unique firms involved in regulatory violations
during the sample period.

Next, we assess judge ideology using the measure proposed in Huang et al. (2019). Specifically,

2In this study, we focus on violation records from federal agencies, since the paper examines federal judicial ideology,
which is more relevant to the enforcement of federal law. Although workplace safety violations may give rise to tort
claims in state courts, where state judicial ideology may matter, federal violation records can influence these proceedings
by serving as evidence of employer negligence under the negligence per se doctrine (Philipson, 2011). Consequently,
firms facing more liberal circuit courts, where federal enforcement actions are more likely to be upheld on appeal and
penalties sustained, may internalize federal judicial ideology even when ultimate private litigation occurs in state court.

3In shareholder lawsuits, over 80% are filed in the firm’s headquarters jurisdiction.

4For example, in EPA civil judicial actions, when all establishments associated with the alleged violations within
a single circuit jurisdiction (1,073 of 1,220 cases, or 88.0%), we find that 97.2% are filed in a federal district court
within that same circuit jurisdiction, indicating that venue choice is closely tied to the location of the violation.
Summary statistics are constructed using EPA judicial enforcement data (ECHO Data Downloads) and the civil
Federal Judicial Center (FJC) database, as reported in Table A4.


https://echo.epa.gov/tools/data-downloads##ECM

we estimate the probability that a randomly selected three-judge panel from a circuit court will
have at least two judges appointed by Democratic presidents. This measure serves as a proxy for the
court’s liberal orientation, under the assumption that judges appointed by Democratic presidents are
more likely to have liberal leanings. Although we consider the effect of district court judicial ideology,
our primary focus is on circuit court ideology for three reasons. First, district court decisions on
unsettled legal issues are frequently appealed, which gives district courts an incentive to anticipate and
incorporate the circuit court ideology to avoid reversal (Randazzo, 2008; Choi, Gulati, and Posner,
2012). Second, unlike district courts, circuit courts establish binding precedent that applies broadly
within their jurisdiction. Third, prior studies find that district court ideology has relatively little
explanatory power compared to circuit court ideology (e.g., Huang et al., 2019; Chow, Huang, Hui, and
Shevlin, 2025). We regard circuit court judicial ideology and the appointment of circuit court judges
as plausibly exogenous to firm policies. The reason is that federal judges serve lifetime appointments
unless they choose to retire voluntarily. In most instances, a new federal judge is appointed only
when a vacancy arises due to retirement, death, or the senior status transition of an active judge.’

Our main finding is that the likelihood of facing a more liberal circuit judge is significantly related
to lower establishment misconduct. Estimates from our empirical model indicate that a one standard
deviation increase in the probability of facing a liberal circuit judge (approximately an 18.8% increase)
is associated with a 13.6% reduction in the number of violations relative to the sample mean, while
penalty amounts decline by 11.3%. Taking establishment fixed effects as the baseline specification, our
findings are robust to the further inclusion of industry—year fixed effects, state and year fixed effects,
circuit and year fixed effects, presidential administration fixed effects, and presidential administra-
tion—industry fixed effects combined with year fixed effects. Notably, the administration-industry fixed
effects can alleviate concerns that the results may reflect a change in enforcement priorities directed at
specific industries under different administrations rather than judicial ideology. The results are robust
to alternative clustering, to corrections for NETS imputation issues (Barnatchez, Crane, and Decker,

2017), to restricting the sample to establishments with at least one violation during the sample

5A vacancy can also arise if a federal judge is impeached and removed, though this is rare. Congress can create
a new judgeship.



period, and to Poisson specifications to address the prevalence of zero-valued outcomes (Cohn, Liu,
and Wardlaw, 2022). A caveat is that the Violation Tracker captures only detected violations, likely
understating true incidence of misconduct. Thus, our estimates should be interpreted as a lower bound.

We then investigate the mechanisms behind the main result. Using establishment-level employ-
ment and location information, we find that firms tend to decrease the number of employees at the
intensive margin in regions with a high proportion of liberal judges and reallocate them at both the
intensive and extensive margins by increasing employment levels and the number of establishments
in locations with less liberal judge exposure. This reallocation activity is especially pronounced for
firms in ‘sin’ industries (e.g,, tobacco, alcohol), where litigation risk is more salient, and for firms
with a higher proportion of directors with legal backgrounds, who are better positioned to evaluate
the potential costs of litigation. Our results are robust to the inclusion of state—year fixed effects,
which control for time-varying, state-specific omitted factors such as local demand conditions, to
excluding Texas and California from the firm-year sample, to restricting the sample to non-imputed
employment observations, and replacing employment with sales as the dependent variable.

Bena, Ortiz-Molina, and Simintzi (2022) show that an increase in labor litigation risk, stemming
from states’ adoption of wrongful discharge laws, leads firms to invest in process innovation to
mitigate costly labor-related lawsuits. Drawing on these insights, we posit that firms facing increased
litigation risk due to a high proportion of liberal judges are likely to invest in enhancing operational
processes to reduce the risk associated with regulatory violations. To test this prediction, we first
examine whether process innovation effectively reduces corporate misconduct and find supporting
evidence. We then conduct an additional test and find that firms facing a high liberal judge ratio
indeed increase investment in process innovation, consistent with our prediction. Overall, the evidence
suggests that firms are more likely to reduce misconduct by downsizing establishment-level operations,
reallocating resources to regions with less liberal-leaning judicial environments, and proactively
investing in process technologies that help mitigate potential violations.

We address several alternative explanations that could potentially account for our main findings.

First, the reduction in misconduct may reflect firms catering to the local political environment



rather than responding to circuit court judicial ideology. To account for this, we control for various
state-level political factors or their interactions with the probability of facing a liberal court. However,
we find that local political environments do not explain our main findings. Second, we examine
whether firms’ potential forum shopping may weaken our establishment-level identification strategy.
If forum shopping were prevalent, establishments located in more liberal courts would have weaker
incentives to reduce misconduct because firms could rely on appealing regulatory enforcement actions
to more conservative headquarter jurisdictions. Nevertheless, we find a strong negative relation
between liberal circuit courts and establishment-level misconduct, suggesting our estimates likely
represent a lower bound of the effect of judicial ideology on corporate misconduct. As a further test,
we construct a jurisdictional gap between establishment and headquarter judicial circuits, where a
larger gap reflects a more conservative headquarter jurisdiction. We find that this gap is unlikely to
affect the negative relation between liberal courts and misconduct. Third, our results may be driven
by the characteristics of district court judges rather than circuit court judicial ideology. We find
no significant relationship between district court judge ideology and establishment-level misconduct,
consistent with prior literature documenting that ideology matters less in district courts than in circuit
courts (Chow et al., 2025). Collectively, these findings indicate that our main results are unlikely
to be driven by variations in the local political environment, potential forum shopping in which firms
may engage, or district court judge ideology rather than the influence of circuit court judicial ideology.

Furthermore, we conduct additional tests that reinforce and extend our findings. First, using
various financial constraints proxies, we show that the decrease in misconduct in the presence of a high
liberal judge ratio is more pronounced in financially unconstrained firms. This is consistent with the
findings in Hong, Kubik, and Scheinkman (2012) and Xu and Kim (2022) that financially constrained
firms face higher marginal costs of abatement. Second, firms with high media exposure show a
stronger reduction in misconduct when subject to liberal courts, suggesting that external monitoring,
combined with reputational concerns, may incentivize firms to reduce regulatory misconduct. Third,
firms with establishments located in highly liberal-leaning judicial environments tend to increase

local political contributions to liberal congressional candidates. This finding implies that firms expect



a greater marginal return from contributions to local liberal candidates compared to conservative
ones, potentially mitigating litigation risk associated with liberal judges. Finally, we find that the
affected firms increase their CSR spending, consistent with the view that CSR could provide a firm
some goodwill insurance and a reputational hedge against the risk of potential litigation.

Lastly, we explore the relationship between the proportion of liberal judges and potential
litigation costs, focusing on shareholder value implications. We find that regulatory violations are
positively related to subsequent civil, labor, and environmental lawsuits in federal courts. Also, we
find that the incidence of violations tends to reduce shareholder value, especially when firms face
highly liberal courts. Together, these findings suggest that the costs of misconduct extend beyond
regulatory penalties and include substantial additional burdens through follow-up litigation and
reputational damage, particularly for firms in more liberal judicial environments.

We summarize our paper’s contributions as follows. First, we contribute to the literature on the
effects of federal judge ideology on corporate decision-making. Prior literature finds that the political
ideology of federal judges is associated with systematic differences in corporate litigation outcomes
(e.g., Epstein, Landes, and Posner, 2012; Liu, 2020; Gormley, Kaviani, and Maleki, 2025). Building
on these predictable differences in judicial outcomes, another related strand of literature explores the
effect of judicial ideology on corporate behavior, including opportunistic insider trading (Huang, Hui,
and Zheng, 2024), small business activity (Canayaz and Gustafson, 2024), corporate air pollution
levels (Khan, Schwartz, and Wald, 2024), and corporate tax planning (Chow et al., 2025). We add
evidence that firms proactively respond to shifts in judicial ideology by reducing establishment-level
regulatory misconduct across a broad set of areas, such as labor, environmental, product, and safety.
In a contemporaneous paper, Li, Wu, and Xuan (2024b) shows that firms’ propensity to engage in
misconduct is influenced by litigation risk stemming from the judicial ideology. Our analysis differs in
emphasis and scope by focusing on how firms strategically mitigate this risk both at the establishment
and the firm level. Using granular establishment-level data, we find that firms shift resources across
regions in response to local judicial changes. To the best of our knowledge, we are the first to provide

evidence that firms make strategic adjustments at the regional level in response to ideological shifts



in the judiciary. At the firm level, we also document greater investment in process innovations that
curb misconduct and increased political/CSR spending to mitigate expected litigation risk.
Second, our paper is related to the literature on internal resource reallocation within a firm. Ex-
isting studies show that multi-business firms reallocate internal capital and labor across plants (Giroud
and Mueller, 2015) and internal labor across industries within a firm (Tate and Yang, 2015). There is
growing research on multi-region firms reallocating their resources across regions. Acharya, Bhardwaj,
and Tomunen (2023) find that environmental concerns, particularly extreme heat, can lead multi-region
firms to reallocate their employees to regions with milder temperatures. Similarly, firms’ establishment
networks can facilitate spillover effects, where a shock in one region can propagate to another region.
(Giroud and Mueller, 2019; Giroud and Rauh, 2019; Gumpert, Steimer, and Antoni, 2022). We
extend this literature by demonstrating that judicial ideology could be an important determinant for
firms’ internal resource allocation across regions, leading to spillover effects from one region to another.
The rest of the paper is as follows. Data in Section 2, Empirical results are demonstrated in

Section 3. Finally, Section 4 discusses further issues and concludes.

2 Data Construction

2.1 Establishment-level regulatory violations
2.1.1 Establishment characteristics data

Our baseline data construction starts with the National Establishment Time Series (NETS) from
Walls & Associates, Inc. The NETS database provides a comprehensive, survivorship-free longitudinal
dataset that tracks 12 million unique U.S.-based establishments between 1990 and 2021, including
those owned by publicly listed firms. For each establishment-year, we manually match establishments
to firm names in the Center for Research in Security Prices (CRSP) dataset based on the historical
headquarters’ names provided in NETS. We extract establishment sales, employment, location, and

industry from the NETS database.



2.1.2 Regulatory violation data

We obtain establishment-level regulatory violation data from Violation Tracker, a database maintained
by Good Jobs First. Violation Tracker data provides a comprehensive record of penalties imposed by
over 50 federal agencies, covering areas such as workplace safety and health violations, environmental
infractions, and labor relations violations. Using this database, we construct measures of the annual
frequency of violations and the total penalty amounts imposed by regulatory agencies on each sample
establishment.® We then manually match these establishments to the NETS-CRSP combined dataset
based on the names and addresses of both the establishments and their headquarters.” The Violation

Tracker database covers the period from 2000 to 2021.

2.2 Federal Circuit Court Judge Ideology Measures

We estimate the judicial ideology of Circuit Courts based on the political affiliations of the presidents
who appointed the federal judges. We obtain the individual federal judge database (Biographical
Directory of Article III Federal Judges) from Federal Judicial Center website. Huang et al. (2019)
propose a novel approach to quantifying judicial ideology within U.S. federal circuit courts.® They
introduce the Liberalcourt_prob measure, which estimates the probability that a randomly selected
three-judge panel from a circuit court will have at least two judges appointed by Democratic

presidents. This measure serves as a proxy for the court’s liberal orientation, under the assumption

6For example, EPA enforcement operates through three distinct tracks: civil administrative, civil judicial, and
criminal. First, the civil administrative track is managed internally by the EPA. If a firm contests an agency enforcement
action, the case is heard by an Administrative Law Judge (ALJ). The ALJ’s initial decision is reviewable by the
Environmental Appeals Board (EAB)—the agency’s final adjudicative body. Under the Administrative Procedure
Act, firms may subsequently seek judicial review of final EAB decisions in federal court. Second, the civil judicial track
involves the EPA referring cases to the Department of Justice (DOJ) to initiate litigation against the firm in federal
district court. Finally, the criminal track targets willful or knowing violations. These cases are investigated by the EPA’s
Criminal Investigation Division and prosecuted by the DOJ, carrying penalties of individual fines and imprisonment.
In 2021, the EPA concluded 1,817 civil cases, the vast majority of which were administrative: 1,037 final administrative
penalty orders and 686 administrative compliance orders, compared to 94 civil judicial conclusions. Concurrently,
the agency opened 129 criminal investigations, resulting in 105 defendants charged, 73 years of total incarceration, and
$86.3 million in fines and restitution.(Enforcement and Compliance Assurance Annual Results for Fiscal Year 2021).

7If establishments’ full addresses in Violation Trackers are not identified, we assign the misconduct case to the
company’s headquarters, following Heese, Pérez-Cavazos, and Peter (2022). Additionally, if only city or ZIP code
information is available without a full address, we select the establishment with the largest employment within
the corresponding city or ZIP code. The results remain robust when excluding both types of cases (untabulated).

8We thank Allen Huang for providing the judicial ideology data.
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that judges appointed by Democratic presidents are more likely to have liberal leanings. More

specifically, the measure is calculated as below.

[C(2,3)+C(z,2) xC(y—=,1)]

Liberalcourt_prob= )
C(y.3)

where C'(a,b) is the number of possible combinations of b objects from a set of a total objects,
is the number of Democratic judges in the circuit for the area where a firm is located, and y is the
total number of judges in that circuit.

In the paper, we use the above measure to study litigation risk stemming from regulatory
violations. We note that the measure offers several advantages over conventional litigation risk
proxies, which are typically based on industry and firm characteristics. Judge ideology is more purely
ex-ante and is less endogenous to omitted correlated variables that are likely to affect managerial
decisions. It also varies exogenously across geography and over time.

We estimate Liberalcourt_prob at the establishment level. Each establishment’s address is
matched to its corresponding circuit court region, and the respective circuit court’s Liberalcourt _prob
is assigned to establishments within that jurisdiction. Unlike class-action lawsuits, which are typically
filed in the circuit where a firm’s headquarters are located, establishment-level issues can be litigated
in the judicial district where the establishment operates. Under U.S. federal law ( Venue Rules, 28
U.S.C. § 1391), federal venue is proper either in a district where the defendant resides or where a
substantial part of the underlying events occurred, typically corresponding to the firm’s headquarters
(i.e., its principal place of business) or the location of the alleged misconduct. Our results suggest
that corporate misconduct at the establishment level is more closely tied to the judicial ideology

of the circuit courts that govern the regions where the establishments are located.

2.3 Sample selection procedure

We combine the NETS data and Violation Trackers to obtain establishment-level misconduct informa-

tion. We then use the CRSP and Compustat datasets to obtain firm-level financial and accounting



variables. The sample period for the main analyses is from 2000 to 2021. The availability of Violation
Tracker data determines the sample period. Following the practice common in the literature, we utilize
industrial firms by excluding utility firms (SIC codes between 4900 and 4999) and financial firms (SIC
codes between 6000 and 6999). The sample selection procedure results in a sample size of 7,613,615
establishment-year observations. We winsorize unbounded continuous variables at the 1st and 99th
percentiles and winsorize violation counts and penalty amounts at the same cutoffs among nonzero

values due to the prevalence of zeros. Appendix A provides detailed definitions for the variables used.

3 Empirical results

3.1 Descriptive statistics

In Table 1, we report the sample composition by year and violation types, as well as summary
statistics for circuit court judge ideology. Panel A shows an overall upward trend in the number
of violations through 2012, followed by a downward trend afterward. The aggregate misconduct
penalties fluctuate over the sample period, reaching a low of $226.1 million in 2002 and a peak of
$9,298.7 million in 2015. Overall, the time-series data suggest that corporate misconduct has become
an increasingly significant issue over the past decade.

The mean value of Liberalcourt_prob is approximately 38%, fluctuating between 30% and 46%,
with notable year-to-year variation. In the 2000s, Liberalcourt_prob decreased while the number
of violations generally increased. In the 2010s, Liberalcourt_prob increased, and the number of
violations decreased.

- Insert Table 1 here -

Panel B shows the distribution by violation type. Workplace safety and health violations are the
most frequent (39.1%), followed by railroad safety (31.1%), aviation safety (9.8%), and environmental
violations (7.7%). Safety-related violations, though prevalent, represent only a small fraction of
total penalties (0.3%, 0.1%, and 0.4%), whereas environmental violations account for 21.3% of total

penalties. False Claims—related violations represent the largest portion of total penalties (23.8%),
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totaling approximately $14.9 billion. These patterns underscore the importance of jointly considering
both the frequency of violations and the magnitude of penalties to obtain a comprehensive view
of establishment-level corporate misconduct.

Panel C presents summary statistics for the time-series average of circuit court judicial ide-
ology. On average, the Ninth Circuit exhibits the highest level of judicial liberalism, with a mean
Liberalcourt_prob of approximately 62.7%; however, this share declines steadily after 2017, dropping
below 50%. The Ninth Circuit has jurisdiction over Alaska, Arizona, California, Hawaii, Idaho,
Montana, Nevada, Oregon, and Washington. In contrast, the most conservative circuit is the Eighth
Circuit, with a mean Liberalcourt_prob of approximately 11.5%, covering Arkansas, Iowa, Minnesota,
Missouri, Nebraska, North Dakota, and South Dakota. Interestingly, the Eighth Circuit steadily
declines to near zero after 2018, the Seventh Circuit drops sharply after 2010 and remains very low,
while the D.C. Circuit jumps after 2013 and stays highly liberal. The Fourth Circuit was traditionally
conservative, with Liberalcourt_prob consistently below 50%; however, after 2010, it increased above
50% and remained persistently high. Collectively, these patterns highlight substantial cross-sectional
variation across circuits as well as meaningful within-circuit time-series variation.

- Insert Table 2 here -

Panel A of Table 2 displays summary statistics of the variables that we include in our tests. The
mean value of Num_Viols (Penalties) is 0.0024 ($2,573.9), given that the majority of establishments
have zero violation records. In Panel B, we focus on establishments that have at least one violation
during the sample period. Among this subsample, the mean Num_Viols (Penalties) increases to
0.1605 ($169,552.7).”

Our final sample comprises 7,613,615 establishment-year observations, representing 822,800

unique establishments and 6,744 unique firms. Within this sample, we identify 7,770 unique

9Penalty amounts for corporate misconduct in the Violation Tracker data are generally lower than those observed in
financial misconduct cases, especially financial reporting related misconduct (Amiram, Bozanic, Cox, Dupont, Karpoff,
and Sloan, 2018). This reflects the enforcement approach of the federal agencies in our sample, which emphasize
high-frequency investigations with relatively lower penalties, in contrast to the SEC’s high-penalty, low-investigation
strategy (Raghunandan, 2024). Although penalties are smaller, prior research shows that non-financial corporate
misconduct can impose significant indirect costs to firms, including reputational damage and subsequent litigation
(Karpoff and Lott Jr, 1993; Heese et al., 2022; Li and Raghunandan, 2021).
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establishments and 1,476 unique firms involved in regulatory violations during the sample period.

3.2 Judge Ideology and Corporate Misconduct

This section examines the relationship between judge ideology and establishment-level corporate
misconduct, which constitutes the primary hypothesis of the paper. We first estimate the following

OLS model:

Misconduct; f,.. = Po+ 1 Liberalcourt_prob.,_1+ B Ln(Emp_est); 1+ PsLn(Sales_est); 1

—|—Xf,t_177/+(]57;+% +9(j)t+Vi,f,c,t

where subscripts i, f, j, s, ¢, and t denote establishment, parent firm, parent firm industry, state,
circuit, and year, respectively The dependent variable, Misconduct, is either Ln_Num_Viols or
Ln_Penalties. Ln_Num._Viols is defined as the natural logarithm of one plus the annual number
of regulatory violations at an establishment. Ln_Penalties is defined as the natural logarithm of one
plus the total penalty amount imposed on an establishment per year. Xy, ; is a vector of control
variables (i.e., Leverage, ROA, Ln(Assets), Q, Cash/Asset, Stock Returns). Appendix A contains the
definitions of all variables. ¢; and v, are establishment and state fixed effects, respectively. The use
of establishment fixed effects accounts for time-invariant omitted establishment-level characteristics,
while the inclusion of state fixed effects controls for unobserved heterogeneity across states. 6;y, is year
or industry-year fixed effects. Year fixed effects are included to control for nationwide factors, such as
presidential regimes or macroeconomic conditions and industry-year fixed effects captures broad yearly
trends in industry, that may simultaneously impact both judge ideology and corporate misconduct.

The main explanatory variable is Liberalcourt_prob which measures the probability that a circuit
court, composed of three randomly selected judges, has two or more judges appointed by Democratic
Party presidents. The control variables are lagged by one year to mitigate simultaneity concerns
throughout the analyses. We estimate the model using an OLS regression with standard errors
that correct for heteroskedasticity and clustering at the establishment level. We predict that the

estimated coefficient associated with Liberalcourt_prob (i.e., £;) will be negative, indicating that
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establishments facing a higher probability of having liberal judges reduce corporate misconduct.
- Insert Table 3 here -

Panel A of Table 3 presents the results from estimating Equation (1). In Columns 1 and 5,
we begin by including establishment, state, and year fixed effects without any additional controls.
The inclusion of establishment fixed effects strengthens the interpretation of the coefficient estimates
by allowing us to exploit within-establishment variation rather than relying solely on cross-sectional
differences. Given the stringency of these fixed effects, all subsequent models using establishment-level
misconduct as the dependent variable include establishment fixed effects. Consistent with our
empirical prediction, the coefficient on Liberalcourt_prob is negative and statistically significant at
the one percent level. This suggests that establishments facing a higher probability of liberal judicial
circuit courts engage in less misconduct, as reflected in fewer violations and lower penalty amounts.

In Columns 2 and 6, we repeat the same analysis after including the establishment-level
employment numbers and sales figures and firm level control variables. We continue to find that the
coefficient estimate associated with Liberalcourt_prob is negative and statistically significant at the
one percent level. In Columns 3 and 7, we incorporate establishment and industry-year fixed effects.
Columns 4 and 8 additionally include state fixed effects. We obtain similar results. Consistent with
Heese et al. (2022), we find that larger operational scale, as measured by employment, is positively
associated with corporate misconduct.

In terms of economic magnitude, the coefficient estimate on Liberalcourt_prob (-0.00094) in
Column 3 suggests that a one standard deviation increase (0.1884) in Liberalcourt_prob leads to
a 13.6% decrease ((0.1884x —0.00094)/0.0013) in the number of violations relative to the sample
mean Ln_Num_Viols of 0.0013. Similarly, the coefficient estimate on Liberalcourt_prob (-0.00938)
in Column 7 indicates that one standard deviation increase (0.1884) in Liberalcourt_prob results in
a 11.3% decrease ((0.1884 x —0.00938)/0.0157) in the penalty amount relative to the unconditional
sample mean Ln_Penalties of 0.0157. Overall, the effect of judge ideology on corporate misconduct
is both statistically and economically meaningful.

In Panel B of Table 3, we limit our sample to the relatively small number of establishments with
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at least one violation during the sample period since these establishments may systemically differ
from those with no violation history (Heese et al., 2022). We find that the main results remain robust
when restricting the sample to those with at least one violation. In terms of economic magnitude,
a one standard deviation increase (0.1928) in Liberalcourt_prob is associated with a 11.2% decrease
in the number of violations and a 8.7% reduction in penalty amounts relative to the sample mean,
as shown in Columns 3 and 7 respectively.

We further test for the robustness of our main results in several ways and report the results in
Table Al (Internet Appendix). First, in Panel A, to address the prevalence of zero-valued outcome
variables in our sample, we estimate Poisson models with the number of violations and penalty
amounts as the dependent variables (Cohn et al., 2022). We continue to find the negative and
significant relationship between Liberalcourt_prob and misconduct.

Second, in Panel B, we re-estimate the baseline models using alternative specifications that
incorporate circuit fixed effects, presidential administration fixed effects, or presidential administration-
industry fixed effects, in addition to establishment fixed effects. The fixed effects are intended to
address different concerns. Circuit fixed effects account for unobservable differences across judicial
circuits. A further concern is that our main results may be driven by firms’ apprehension about
Democratic presidential administrations rather than liberal judges, as judicial ideology can be
systematically correlated with the president’s party through the appointment process. To address this,
we replace year fixed effects with presidential administration fixed effects. Finally, to alleviate the
concern that the results may reflect a change in enforcement priorities directed at specific industries
under different administrations, we interact the presidential administration fixed effects with industry
fixed effects. This approach enables comparisons between establishments facing different levels of
liberal-court probabilities within the same industry and presidential administration. Our main results
remain robust across different fixed effects specifications.

Third, we test alternative clustering methods in Panel C. In Columns 1 and 4, we use cluster
standard errors at the firm level, accounting for within-firm correlation, and verify that the results

hold. Results are robust to clustering at the state level or circuit level instead of the firm level.
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Fourth, we restrict the sample to establishments with at least ten, twenty or thirty employees or
those with employment data not imputed by D&B and NETS, given concerns about the reliability
of NETS data for very small establishments or potential imputation errors (Barnatchez et al., 2017).
The results are tabulated in Panels D and E. Across all specifications, we find that the coefficient
of Liberalcourt_prob is negative and significant at the 1% level, indicating that our main results
are robust to concerns regarding the NETS data.

Finally, we examine whether the results are driven by specific categories of misconduct. To address
this concern, we divide the sample based on workplace safety and health violations (OSHA), labor
violations (DOL), and environmental violations (EPA). In Panel F of Table A1, we find that the main
results remain robust when analyzing OSHA, Wage and Hour Division at DOL, and EPA violations
separately except for Column 6, indicating that the ideological composition of circuit court judges
affects various dimensions of corporate misconduct across safety, labor, and environmental practices.

Overall, we find a robust negative association between liberal judicial ideology and corporate
misconduct, suggesting that firms actively incorporate judicial ideology in their decisions to engage
in misconduct. A caveat, however, is that corporate misconducts in Violation Tracker data capture
only detected violations by regulatory agencies and may therefore understate the true incidence

of misconduct. Thus, our estimates should be interpreted as a lower bound.

3.3 Potential Mechanisms

Our empirical analysis provides robust evidence that establishments located in circuits with a higher
proportion of liberal judges exhibit a reduction in misconduct. In this section, we examine potential
mechanisms driving these results. A potential mechanism is that, when the judicial environment
becomes more liberal, firms scale down affected establishments’ business activities and reallocate
them to areas with less liberal courts. A second potential mechanism is that establishments reduce
misconduct by increasing premptive investments, such as pollution abatement activities, workplace
safety measures, and technology upgrades. Accordingly, we examine firms’ resource reallocation

and preventive investments—proxied by process innovation decisions—to better understand how
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firms mitigate establishment-level corporate misconduct.

3.3.1 Judge Ideology and Resource Reallocation

We examine whether firms reduce establishment activities, particularly employment, in areas with
a high proportion of liberal judges and reallocate labor to regions with less liberal courts.' To test
this idea, we closely follow the firms’ establishment internal network shock specifications employed
in Giroud and Mueller (2019) and Acharya et al. (2023). We aggregate establishment employment
at the firm-state-year level to examine firms’ reallocation activities across states, while accounting
for spillovers due to local economic conditions within a state.

First, we test whether high liberal court exposure is associated with a reduction in employment

at a firm-state level. Specifically, we run regressions of the following form:

Alog(Emp) t,s 4—1—t+k = Bo+ 1 Liberalcourt_probey—1 + X171 + Y s p17 +dp+As+0 41554

@)

where ALog(Emp)f,s+—14+k represents the change in the log of employment for firm f in state s

from year t—1 to t+k. The same set of firm-control variables is used in Column 3 of the equation

(1). To address the potential influence of local economic conditions and political environment on

firms’ reallocation decisions, we include state-level controls for Unemployment, GDP_growth, and

Blue_State. We employ firm and state fixed effects to absorb unobservable differences across firms

and state, along with year fixed effects. Standard errors are clustered at the state level.

- Insert Table 4 here -

The results are tabulated in Panel A of Table 4 for k=1 to 3. We find that Liberalcourt_prob is
negative and statistically significant across all columns, indicating that firms reduce their employment
at establishments that are exposed to a higher liberal judge probability. The coefficient magnitudes
are monotonically increasing over the three-year horizon (i.e., k=3), suggesting that the reduction

in employment is gradual.

10While sales results are reported in Panel C of Table A2, it is important to note that establishment-level sales
data are highly imputed.
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In terms of economic magnitude, the coefficient estimate on Liberalcourt_prob (-0.06691) in
Column 2 implies that a one standard deviation increase (0.1884) in Liberalcourt_prob reduces
the three-year employment growth rate from its sample mean of 4.3% to approximately 3.13%,
corresponding to an economically meaningful 29.3% decline.

Next, we examine whether multi-region firms reallocate their employment to areas with lower
liberal judge exposure. Specifically, we construct Peer_Liberalcourt_prob following the approach of

Giroud and Mueller (2019) and Acharya et al. (2023), as follows:

Em s
Peer_Liberalcourt_proby s ;1 :Z Pret-1
s'#s Zs’;ﬁsEmpf,s/,tfl

X Liberalcourt_prob, , 4 (3)
where Peer_Liberalcourt_prob is defined at the firm-state-year level, aggregating all establishments ¢ of
firm f within a state s. This captures the exposure of establishments in state s to Liberalcourt_prob
in other states s’ where their peer establishments—owned by the same firm—are located, with the

exposure weighted by employment in each peer state s’. We exclude firms that operate in only a

single circuit during the sample period.!! Then, we estimate the following regression model:

Alog(Emp) f.st—1-t+x = Po~+ 1 Peer_Liberalcourt_proby s 1+ Ba Liberalcourt_probe,_;

+Xf,t_1’}/1/+Ys7t_1’72/+¢f+)\s +9t+Vf,s,t

The results are tabulated in Panel B of Table 4. We continue to find that the coefficients on
Liberalcourt_prob are negative and statistically significant, consistent with the findings in Panel
A. Importantly, we find that the coefficients on Peer_Liberalcourt_prob are positive and statistically
significant across all columns. This suggests that when peer regions of a firm experience a higher
probability of facing liberal judges, multi-region firms reallocate their employment to regions with
a lower liberal judge ratio.

In terms of economic magnitude, the coefficient estimate on Peer_Liberalcourt_prob (0.10595)

HBecause our sample comprises U.S. public firms—which tend to be large—approximately 98% operate across
multiple circuit jurisdictions during the sample period. Specifically, the average firm has operations in 27 states,
with approximately 10 establishments in each state.
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in Column 2 implies that a one standard deviation increase (0.10305) in Peer_Liberalcourt_prob
raises the three-year employment growth rate from its sample mean of 4.3% to approximately 5.38%,
corresponding to a 25.3% increase. Thus the consequences are economically meaningful.

We also expect firms with greater awareness of litigation risks, as well as those with greater
litigation risk exposure, to exhibit a stronger reallocation response when courts become more liberal.
To test this, we include an interaction term between Peer_Liberalcourt_prob and Sin_Industry
(High_Legal_Directors). Sin_Industry is an indicator equal to one if the firm belong to a sin indus-
try such as tobacco, alcohol or gambling (Hong and Kacperczyk, 2009), while High_Legal_Directors
is an indicator variable equal to one if the firm’s proportion of directors with legal education back-
grounds is above the annual sample median (Henderson, Hutton, Jiang, and Pierson, 2025; Litov,
Sepe, and Whitehead, 2013). These specifications include firm and state-by-year fixed effects. Panel C
of Table 4 reports the results. We find that the coefficients on the interaction Peer_Liberalcourt_prob
x Sin_Industry (High_Legal _Directors) are positive and statistically significant across all columns.
This suggests that firms with greater awareness of litigation risk and operating in high litigation
risk industries are more likely to shift resources toward areas with less liberal courts.

A natural follow-up question is whether these reallocation activities operate through an intensive
or extensive margin, or both. To answer this question, we construct Alog(#of E'st), defined as
the change in the log of the number of establishments for firm f in state s from year ¢ —1 to
t+k. In Panel A of Table A2, we find that Liberalcout_prob is negative but not statistically
significant. This suggests that firms reduce employment at establishments exposed to more liberal
courts through intensive-margin adjustments, primarily by downsizing existing operations rather
than shutting down establishments. However, the coefficients on Peer_Liberalcourt_prob are positive
and statistically significant in Column 1 but not significant in Columns 2 and 3. This provides
suggestive evidence that firms shift activity from liberal to conservative judicial environments by
opening new establishments, potentially consistent with extensive-margin adjustments, though the
mixed significance across specifications suggests that intensive-margin responses may also be at play.

Hence, our finding is that firms engage in intensive margin adjustment in the focal area with
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high exposure to liberal courts, expanding their operations into peer areas with less liberal courts
through adjustments along both the extensive and intensive margins.

We conduct several robustness checks to verify our main results in this section. First, state-
specific time-varying omitted variables, such as local demand conditions or cultural factors, may still
influence firms’ resource reallocation decisions rather than litigation risks derived from liberal courts.
While we control for local economic conditions, such as Unemployment and GDP_growth, as well
as Blue_State to account for the local political environment, we further address these concerns by
reestimating Equation (4) with state-by-year fixed effects, along with firm fixed effects. In Panel B
of Table A2, the coefficients on Peer_Liberalcourt_prob remain positive and statistically significant,
suggesting that unobserved time-varying state-level characteristics are unlikely to be the primary
drivers of firms’ reallocation decisions toward less liberal court areas. Note that Liberalcourt_prob
is absorbed by the state-by-year fixed effects, as it varies only at the state-year level.

Second, a potential concern is that our findings might be largely driven by the states of California
and Texas, reflecting broader migration trends of both firms and individuals between these two states.
To address this concern, we exclude firm-state-year observations associated with California and Texas
from the sample. As shown in Panel C of Table A2, the coefficients on Liberalcourt_prob are negative
and statistically significant across all columns. Also, the coefficients on Peer_Liberalcourt_prob are
positive and significant in all specifications, suggesting that the reallocation results hold when we
drop California and Texas from the sample.

Third, when we replace outcome variables with firm-state-year sales change in Panel D of Table
A2, we continue to find consistent reallocation evidence.

Fourth, given that our main outcome variable in this section is the change in employment,
we exclude imputed employment data from D&B and NETS to mitigate potential imputa-
tion errors in NETS database. In Panel E of Table A2, the coefficients on Liberalcourt_prob
(Peer_Liberalcourt_prob) are mostly negative (positive) and statistically significant, alleviating the
imputed employment data concerns.

Collectively, the evidence shows that firms, especially those with greater exposure to litigation
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risk, tend to reduce their corporate misconduct in establishments facing more liberal courts by
scaling down establishment-level business activities and reallocating their resources to regions in

less liberal jurisdictions.

3.3.2 Judge Ideology and Process Innovation

Next, we explore firms’ process innovation as an additional mechanism—one that is not mutually
exclusive—through which firms may respond to shifts in judicial ideology at the firm level. Bena et al.
(2022) show that an increase in labor litigation risk, arising from U.S. states” adoption of wrongful
discharge laws, leads firms to invest in process innovation to mitigate costly labor-related lawsuits.
Drawing on these insights, we posit that firms facing increased litigation risk due to a higher liberal
judge ratio are incentivized to invest in enhancing their operational processes to mitigate the risk
associated with regulatory violations.

To test this prediction, we employ the process innovation measure developed by Bena et al.
(2022) as a proxy for firms’ efforts to enhance operational processes.'? This measure is constructed by
counting, for each patent filed by a firm and later granted by the United States Patent and Trademark
Office (USPTO), the number of claims containing standardized vocabulary specific to process patents,

RV

such as “process for,” “means for,” “method of,” or “apparatus for.” Using these counts, we construct
two measures of process innovation intensity: Num_Process_Claims, which captures the number
of process innovation, and Process_Share_in_Claims, which captures the relative share of process
innovation compared to non-process innovation. Specifically, Num_Process_Claims is the sum of
all process innovation claims filed by the firm in a given year. Process_Share_in_Claims is the ratio
of process claims to total patent claims (i.e., process plus non-process) filed by the firm in that year.

We validate these process innovation measures as proxies for firms’ efforts to enhance operational
processes by testing whether process innovation is negatively related to corporate misconduct. We

caveat these tests by recognizing that they are based on correlations after holding control variables

constant. Although we do not claim causality, the results provide suggestive evidence that process

12We thank Jan Bena for providing the process innovation claims data.
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innovation helps reduce misconduct. Specifically, we regress measures of misconduct severity on
lagged values of process innovation: Ln_Num_Process_Claims and Process_Share_in_Claims.
Panel A of Table 5 presents the estimation results. Across all four model specifications, the coefficients
on the process innovation measures are significantly negative, indicating that higher levels of process
innovation are associated with lower levels of corporate misconduct.'® These findings support the
notion that process innovation plays an effective role in mitigating corporate misconduct.'*

Next, having established the negative relationship between process innovation and misconduct,
we test whether firms facing increased litigation risk due to a higher liberal judge ratio respond
by increasing their investment in process innovation. To capture the extent of firm-level exposure to
liberal leaning courts, we follow Addoum, Ng, and Ortiz-Bobea (2020) to construct a weighted average
of Liberalcourt_prob across a firm’s establishments in each state, using employee count as weights.
The formula for our main firm-level exposure to liberal courts, Liberalcourt_prob_firm_emp, is as
follows, with f, s, and ¢ representing firm, state, and circuit, respectively.

Empf,s,tfl

Liberalcourt_prob_firm_emp;, ;= Z B
’ MPyyq

s

x Liberalcourt_prob,; , (5)

Alternatively, we compute Liberalcourt_prob_firm_sales, which uses establishment sales as weights

instead of employee counts. We then estimate the following model using firm-level data:

Process_Innovation s = o+ 1 Liberalcourt_prob_firm_empps 1+ X171 + ¢ s+ As+0j04+ 154
(6)
- Insert Table 5 here -
Panel B of Table 5 reports the estimation results. Columns 1 and 2 estimate Poisson models with
Process_Claims as the dependent variable (Cohn et al., 2022), whereas Columns 3 and 4 estimate

OLS models with Process_Share_in_Claims as the outcome. In Columns 1 and 3, the coefficient

13The sample size for this analysis is considerably smaller than that reported in Table 4 for two reasons: (1) the
shorter sample period spanning 2000-2016 to adress truncation bias and (2) the restriction of the sample to firms
that filed at least one patent with the USPTO during this period, consistent with the innovation literature.(e.g.,
Bena et al. (2022) and Bena and Li (2014))

14The results are robust to replacing Ln_Process_Claims with Process_Claims.
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on Liberalcourt_prob_firm_emp is positive and statistically significant, suggesting that firms facing
increased litigation risk due to liberal leaning courts increase their efforts to improve operating
processes as a risk management strategy. Columns 2 and 4, which use Liberalcourt_prob_firm_sales,
yield similar results.

Taken together, the evidence suggests that firms facing greater litigation risk from liberal
courts proactively invest in technology to reduce misconduct, in addition to strategically reallocating

resources, as shown in the previous section.

3.4 Alternative Explanations

In this section, we assess whether alternative explanations, including the local political environment,

firms’ forum shopping, and district judge ideology, can be ruled out as drivers of our results.

3.4.1 Local Political Environment

Various empirical findings reported in the literature indicate that the local political environment influ-
ences corporate decisions on social responsibility issues. Firms headquartered in Democratic-leaning
states tend to have higher CSR ratings compared to those in Republican-leaning states (Di Giuli
and Kostovetsky, 2014). Additionally, institutional investors are less inclined to endorse shareholder
proposals related to environmental and social issues for companies based in states governed by
Republicans (Gormley, Jha, and Wang, 2024). These findings suggest that regional differences in
corporate misconduct may be driven by variations in the local political landscape. Consequently,
a valid concern is whether the impact of circuit court judicial ideology on corporate misconduct
is simply a reflection of the broader local political environment.To address this concern, we include
measures of the local political environment—Blue_State, Dem_Governor, and Dem_Senate—in our

regression model to rule out this alternative explanation for our main findings.

Misconduct; y. =By~ 1 Liberalcourt_probe,—, + Blue_States ;1 +Dem_Governors;_;
(7)

+Dem_Senates; 14X 17V +Y f,t—172/ + i+ Vs FO AV £t
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where Blue_State is an indicator variable equal to one if the Democratic presidential candidate in the
last election, received more than 50% of the percentage of votes in the state where the establishment
is located. Dem_Governor is an indicator variable that equals one if the state governor is a Democrat
in the state where the establishment is located. Dem_Senate is the percentage of votes won by the
Democratic Senate candidate in the last election in the state where the establishment is located.
Blue_State, Dem_Senate, and Dem_Governor represent the local political environment.

- Insert Table 6 here -

The results are tabulated in Panel A of Table 6. In Columns 1 and 3, the coefficients on
Liberalcourt_prob remain statistically significant and negative for Ln_Num_Viols (Ln_Penalties),
even after controlling for the three variables capturing the local political environment. Furthermore,
in Columns 2 and 4, we interact the local political environment variables with Liberalcourt_prob
and find that the coefficients on the interaction terms are not statistically significant. Overall, these
findings confirm that the influence of circuit court judicial ideology on corporate misconduct is

significant and not merely a byproduct of the broader local political landscape.

3.4.2 Forum Shopping

Under U.S. federal venue rules, cases can be filed either in the jurisdiction where a firm is head-
quartered or where the alleged violation occurred. This institutional structure raises the possibility
that firms can partly counter federal administrative enforcement actions by appealing in more
favorable judicial environments. While forum shopping occurs precisely because firms care about
judicial ideology, this can potentially weaken our establishment-level jurisdictional identification
since establishments in more liberal jurisdictions might have less incentive to reduce misconduct

if they can rely on forum shopping.'®> We note, however, that while forum shopping can bias against

15n practice, firms challenging federal administrative enforcement actions are generally required to exhaust
agency-level remedies before seeking judicial review. For example, in terms of OSHA citations, the Occupational Safety
and Health Act requires adjudication before the Occupational Safety and Health Review Commission (OSHRC),
with final decisions reviewable by a federal circuit court. Under the National Labor Relations Act (NLRA), firms
must appeal unfair labor practice complaints to the National Labor Relations Board (NLRB), whose final orders
are then subject to review by a federal circuit court. For EPA administrative penalty proceedings, firms must appeal
to the Environmental Appeals Board (EAB), whose final decisions may then be reviewed by a federal circuit court.
CERCLA cleanup orders follow a distinct path — judicial review is restricted during active remediation, and firms
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finding the effects of judicial ideology, our results nevertheless indicate a strong negative relation
between liberal courts and establishment-level misconduct.

To further mitigate concerns, we construct Judicial_Gap, defined as the difference between
Liberalcourt_prob and Liberalcourt_prob_H(Q). A larger gap indicates that the headquarter’s circuit
is more conservative than the establishment’s circuit. We then estimate the regression relation
between liberal courts and establishment misconduct by including the Judicial Gap variable and
its interaction with Liberalcourt_prob. Establishments whose parent firms’ headquarters are located
in the same state are dropped since there is no judicial gap in these cases. The expectation is that
if forum shopping is important, the negative relation between establishment-level Liberalcourt_prob
and misconduct should weaken as this gap increases.

As indicated in Columns 1-2 of Panel B in Table 6, we find that the coefficient on Liberalcourt prob
remains negative and statistically significant, while the interaction term is insignificant, though positive.
In Columns 3-4, replacing the continuous gap measure with an indicator variable for gaps above the an-
nual sample median yields similar results. The positive and significant coefficient on Judicial _Gap in
Column 2 offers suggestive evidence that firms may incorporate forum shopping opportunities into their
misconduct decisions. Nonetheless, the insignificant interaction terms across Columns 1-4 indicate that

such forum shopping possibilities do not undermine our establishment-level jurisdictional identification.

3.4.3 District Court Judge Ideology?

Throughout the paper, we use federal circuit court judicial ideology as our main independent variable.
Prior studies find that district court ideology has relatively little explanatory power compared to
circuit court ideology, as district courts have an incentive to incorporate circuit court judicial ideology
to avoid reversal.

District court judicial ideology may also influence firms’ litigation risk, however, through direct
civil or criminal enforcement actions brought by federal agencies in federal district court, certain

firm-initiated challenges to federal agency administrative enforcement actions, or private civil lawsuits

seeking reimbursement must first petition the EAB before bringing claims in a federal district court.
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filed by injured parties. Therefore, we estimate the relation between district court judge ideology
and corporate misconduct.

Unlike circuit courts, where three-judge panels allow for probabilistic measures of judicial
ideology based on panel composition, district courts are trial-level courts where a single judge presides
over each case. Accordingly, following Huang et al. (2024), we measure the judicial ideology of each
district court as the probability of having a liberal judge, calculated as the ratio of judges appointed
by Democratic presidents to the total number of judges in that district (Liberalcourt_prob_Dist).

Asreported in Panel C of Table 6, we do not observe a significant effect of Liberalcourt_prob_Dist
on corporate misconduct. When Liberalcourt_prob is included alongside Liberalcourt_prob_Dist in
the model, we find a significant impact of Liberalcourt_prob, while Liberalcourt_prob_Dist remains
insignificant. This suggests that while the ideology of circuit court judges is strongly related to
corporate misconduct, the ideology of district court judges is not. By and large, this result is
consistent with prior evidence that district court judicial ideology has weaker explanatory power

than circuit court judicial ideology (e.g., Huang et al., 2019; Chow et al., 2025).

3.5 Cross-sectional variation in the relation between judge ideology and

misconduct

In this section, we attempt to better understand any cross-sectional variation in the documented
negative relation between liberal judicial ideology and corporate misconduct by examining hetero-
geneity in firms’ responses to shifts in judicial ideology. Specifically, we examine the possible impact

of financial constraints and the corporate information environment.

3.5.1 Financial constraints and misconduct

We first consider the potential effect of financial constraints. Shapira and Zingales (2017) show that
firms trade off the costs of abatement investments against the potential reduction in litigation risk
resulting from such investments. Hong et al. (2012) and Xu and Kim (2022) find that financially

constrained firms face higher marginal costs of abatement, leading to underinvestment in abatement
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efforts. Building on these insights, we posit that financial constraints could inhibit firms’ reduction
in misconduct in liberal judicial environments.

To test this hypothesis, we estimate the following model:

Misconduct; 5.+ = Bo+ 51 Liberalcourt_prob. ;i + B2 Liberalcourt_prob.,—, x FinancialConstraints s,

+ B3 FinancialConstraintsss—1+Xi 17 +Y p1-10 +i+Ys 00+ Vi f e

(8)
where we predict that the coefficient on the stand-alone Liberalcourt_prob is negative, while the
coefficient on the interaction term is positive.

To capture financial constraints, we employ three commonly used measures that indicate whether
a firm is financially constrained. These measures include High_SA and High_WW, which are indicator
variables equal to one if a firm falls into the top tercile of the sample distribution based on the SA index
(Hadlock and Pierce, 2010) and the WW index (Whited and Wu, 2006; Hennessy and Whited, 2007),
respectively, and zero if the firm falls into the bottom tercile. Additionally, we use dividend payer
status as a proxy for being financially unconstrained, following Fazzari, Hubbard, and Petersen (1987).

- Insert Table 7 here -

Table 7 presents the results when financial constraint measures are included in our model. As
before, the coefficients on the stand-alone Liberalcourt_prob are negative in Columns 1 through
4. However, the coefficients on the interaction between Liberalcourt_prob and the measure of
financial constraints are positive, consistent with our prediction. The negative coefficients on the
interaction in Columns 5 and 6 suggest that financially unconstrained firms reduce establishment
misconduct to a greater extent, further supporting the prediction. Notably, the absolute values of
the interaction coefficients are smaller than those of the stand-alone Liberalcourt_prob across all
models, indicating that while financially constrained firms reduce misconduct, they do so to a lesser
extent than financially unconstrained firms. Overall, these results suggest that the impact of judges’
ideology on firms’ misconduct depends on the firms’ financial capacity to implement measures aimed

at reducing such misconduct.
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3.5.2 Information environment and misconduct

We next investigate variation due to firms’ information environment. A strand of the literature
highlights the role of information production by internal and external agents as a channel for curbing
corporate misconduct. For example, Heese et al. (2022) and Jiang and Kong (2024) provide evidence
that a reduction in media coverage resulting from local newspaper closures is associated with an
increase in corporate misconduct. Heese and Pacelli (2024) show that an increase in social media
activity, facilitated by the introduction of 3G networks, is associated with a reduction in corporate
misconduct. Christensen (2016) finds that firms voluntarily disclosing corporate social responsibility
(CSR) information exhibit lower levels of misconduct. Drawing on these findings, we expect the
effect of the liberal judge ratio on curbing corporate misconduct to be more pronounced among
firms with greater information production, as proxied by news coverage.

To test this prediction, in Table 8, we interact Liberalcourt_prob with three measures of informa-
tion production using the newsfeeds database from RavenPack Analytics. The first is the total number
of news articles covering a firm. High_Media_Exposure is a binary variable that equals one if the to-
tal number of news articles covering a firm exceeds the median coverage of all firms in a given year, and
zero otherwise. The second is the total number of self-produced press releases. High_Press_Release
equals one if the number of firm-issued news releases exceeds the annual firm-level median, and zero
otherwise. The third is the total volume of media coverage, excluding self-produced press releases.
High_Non_Press_Release is a binary variable that equals one if the number of non-self-produced
news items about a firm exceeds the median across all firms in that year, and zero otherwise.

Table 8 provides the results. In Columns 1 and 2, the coefficients on the stand-alone
Liberalcourt_prob and its interaction with High_M edia_Exposure are negative and statistically
significant, indicating that the negative effect of a higher liberal judge ratio on misconduct is stronger
in firms with greater overall media coverage. Similarly, the interaction terms High_Press_Release X
Liberalcourt_prob in Columns 3-4, and High_Non_Press_Release x Liberalcourt_prob in Columns
5-6, are also negative and statistically significant, suggesting that both external and internal sources of

media coverage amplify the disciplining effect of liberal courts. Hence, firms with greater reputational
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exposure—arising from heightened visibility through media-driven information production—are more

likely to curb corporate misconduct in response to elevated litigation risk.

3.6 Do Firms Engage in Additional Risk Mitigation Strategies?

In this section, we explore two additional risk mitigation strategies: political donations and corporate
social responsibility (CSR). We hypothesize that firms increase their political contributions and CSR

spending as means to hedge against litigation risks associated with exposure to liberal-leaning courts.

3.6.1 Political donations as means of mitigating risk

The literature on corporate political donations emphasizes the role of political contributions as a strate-
gic investment to reduce political risk faced by firms (Ovtchinnikov and Pantaleoni, 2012; Fremeth,
Richter, and Schaufele, 2013). Correia (2014) and Heitz, Wang, and Wang (2023) respectively show
that firms that contribute to congressional candidates subsequently receive less severe penalties from
the Securities and Exchange Commission (SEC) and face more lenient enforcement of EPA regulations.

Building on these findings, we posit that managers of firms facing increased litigation risk
induced by liberal judges may be more likely to increase political contributions in an effort to
mitigate this risk. Specifically, we expect firms to direct contributions toward liberal congressional
candidates in the states where their establishments face more liberal courts.

To measure firms’ political contributions, we follow Correia (2014) and Heitz et al. (2023) by
collecting data on corporate direct campaign contributions to Senate and House candidates through
political action committees (PACs) from OpenSecrets.org. We then manually match the corporate
sponsors of PACs to firm names in our sample data and align the candidates’ home states with the
sponsors’ establishment states. We construct Democratic_Ratio, which measures the proportion of
contributions directed toward liberal candidates relative to total contributions in a given state-year.

Additionally, we generate Ln_Contribution (Ln_Demo_Contribution) and Contributions/Asset
(Demo_Contributions/Asset), which respectively represent the log-transformed raw total (liberal

candidate) campaign contribution amount and the ratio of total (liberal candidate) contributions
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to total assets of the sponsoring firms.
- Insert Table 9 here -

Table 9 presents the estimation results. We include firm-state fixed effects to control for
time-invariant firm-state characteristics affecting political donations, focusing on within-firm-state
variation. Year fixed effects are included to account for systematic trends and shocks over time.

The significantly positive coefficients on Liberalcourt_prob in Columns 1 to 3 suggest that firms
increase political contributions to liberal congressional candidates in states where their establishments
face more liberal courts. In Columns 4 and 5 we examine the overall political giving by firms. We
find that the coefficients on Liberalcourt_prob are statistically insignificant in Columns 4 and 5.
This indicates that greater litigation risk induced by liberal judges does not imply an overall increase
in political donations by firms. However, the pattern of donations suggest a greater marginal benefit
from contributions to liberal candidates compared to conservative ones.

Overall, these results provide further support for our earlier findings that liberal judges increase

litigation risk and that firms take strategic actions to mitigate this risk.

3.6.2 Corporate Social Responsibility as means of mitigating risk

As suggested by prior literature, CSR can be an insurance-like policy against potential risk (Godfrey,
Merrill, and Hansen, 2009), and can further enhance the reputation of a firm (Hsu, 2012). If CSR
has a meaningful value as a hedging device, we might expect firms exposed to more liberal-leaning
courts to increase the level of CSR.

To test this prediction, we employ Corporate Social Responsibility (CSR) scores through the
MSCI ESG Research database, formerly known as the Kinder, Lydenberg, and Domini (KLD)
dataset. CSR scores distinguish CSR strength and CSR concerns to capture different dimensions of
CSR. CSR strength measures proactive CSR investments while concerns reflect actual CSR incidents
such as an oil spill (Di Giuli and Kostovetsky, 2014).

We merge our baseline sample with the KLD dataset. The dataset contains dummy variables

indicating various firm activities classified as either socially responsible (CSR strength) or irresponsible
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(CSR concern). Each dummy variable is assigned a value of one if the firm engages in that activity
and zero otherwise. These variables are grouped into seven categories: environment, product,
corporate governance, community, diversity, employees, and human rights. Typically, CSR strengths
and concerns are separately summed within each category to compute CSR scores.'® We construct
three distinct CSR scores for use in empirical models: (1) Net CSR score, (2) CSR strength score,
and (3) CSR concern score.

- Insert Table 10 here -

Table 10 reports the results. In Column 1 (2), the coefficient on Liberalcourt_prob_firm_emp
(Liberalcourt_prob_firm_sales) is positive and significant at the 1% level, suggesting that firms
with greater exposure to liberal courts increase their CSR investment. More specifically, Columns 3-4
(5-6) show that CSR strengths increase (CSR, concerns decrease) when firms face heightened litigation
risk due to shifts in judicial ideology. This empirical finding aligns with the views of CSR as an
insurance-like policy and a reputational hedge against potential risks. The results are also consistent
with our earlier findings on how firms reduce misconduct. Resource reallocation by downsizing
establishments facing more liberal courts may serve as a defensive strategy to lower CSR concerns,

while investments in process innovation represent proactive measures that enhance CSR strengths.

3.7 Judge Ideology, Misconduct, and Firm Value

Our results in the previous sections suggest that firms facing higher expected litigation costs tend to
reduce corporate misconduct, with high liberal judge ideology serving as a proxy for greater expected
litigation costs. This connection is supported by findings from prior studies. Given that corporate
litigation imposes meaningful and often substantial costs on firms (e.g., Bhagat, Bizjak, and Coles,
1998; Karpoff and Lott, 1999), Huang et al. (2024) and Li, Qi, and Zhang (2024a) provide evidence
that firms litigated in more liberal courts are associated with a higher likelihood of receiving severe
monetary penalties from the court. In this section, we further explore the relationship between the

proportion of liberal judges and potential litigation costs, focusing on shareholder value implications.

16Since corporate governance is generally not considered part of CSR in prior literature, we exclude it from our
CSR score calculations. The results hold when we include governance score to compute CSR. scores.
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Regulatory violations can escalate litigation risks from regulators aimed at setting legal precedent
or strengthening deterrence through additional litigation consequences beyond agency administra-
tive penalties.!” In addition, other stakeholders may pursue civil litigation following a regulatory
violation.®:19

Table A3 provides some evidence consistent with this conjecture. We find that firms involved in
regulatory violations are more likely to be associated with major civil lawsuits filed in federal district
courts, including civil rights, labor, and environmental litigation.?’ While we do not claim causality
for these tests, the results provide suggestive evidence on whether costly subsequent lawsuits could
be triggered by regulatory violations.

Consequently, if liberal-leaning courts tend to render less favorable outcomes for firms, we would
expect larger value losses for firms with greater exposure to such courts in the event of misconduct.
Aside from any direct penalties, there could be a loss to firm value from reputational damage to
the firm as well as potential losses from subsequent lawsuits, such as those by injured parties or
by shareholders for inadequate disclosure of misconduct risks.

- Insert Table 11 here -

To test this idea, we identify the dates of misconduct events in the Violation Tracker data

17Tn 2003, Atlantic States Cast Iron Pipe Co., a repeat violator of OSHA and EPA regulations, was prosecuted
by the U.S. Department of Justice. In 2009, Atlantic States Cast Iron Pipe Co. was sentenced in the U.S. District
Court for the District of New Jersey to pay an $8 million fine for violations of environmental and workplace safety
laws, while four of its managers received prison terms. In 2012, the Third Circuit Court of Appeals upheld the district
court’s decision (Cast Iron Pipe Manufacturer Sentenced for Environmental Crimes and Worker Safety Violations).
Sue Ellen Wooldridge, assistant attorney general for the Department of Justice’s Environment and Natural Resources
Division said that ”[The] conviction shows that the Department of Justice takes seriously its responsibility to enforce
the nation’s environmental laws. And when companies or individuals break them with such shocking regularity,
they will be vigorously prosecuted.” (Atlantic States Verdict: Company, Four Officials Found Guilty)

181n 2018, the Nine Circuit affirmed Volkswagen AG’s $10 billion settlement with owners of more than 475,000 diesel
vehicles. Specifically, in the ruling, it says ”The scheme became public when the Environmental Protection Agency
(EPA) sent a “Notice of Violation” to Volkswagen” (IN RE VOLKSWAGEN “CLEAN DIESEL” LITIGATION (2018))

9For example, in 2015, within days and weeks of the EPA notice, Volkswagen shareholders filed multiple class action
lawsuits alleging that investors were harmed because the company failed to disclose its use of a “defeat device” in certain
diesel vehicles (Volkswagen AG : American Depositary Receipts Securities Litigation). Also, in 2021, both the Equal
Employment Opportunity Commission (EEOC) and California’s Department of Fair Employment and Housing (DFEH)
filed lawsuits against Activision Blizzard, alleging systemic discrimination against women and minority employees.
Following the DFEH filing in particular, shareholders initiated a securities class action, claiming that the company had
failed to disclose workplace misconduct and its pervasive toxic culture (Activision Blizzard, Inc. Securities Litigation)

20We closely follow Hutton, Jiang, and Kumar (2015) in classifying the types of lawsuits. More specifically, in the
FJC Civil Integrated Database, we classify a lawsuit in FJC Civil Integrated Database as employment civil rights when
NOS = 442; labor when NOS = 445, 660, 710, 720, 730, 740, 751, 790, or 791; and environmental when NOS = 893.
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and conduct an event study around those dates. Violation Tracker reports the dates of regulatory
enforcement actions or settlements, which may not always coincide with the timing of the underlying
misconduct. Accordingly, we caveat our event-study analysis by recognizing that we assume that
these reported dates as proxies for misconduct timing. We use cumulative abnormal returns (CAR),
computed using the standard market-adjusted return model. Abnormal returns are calculated as
the difference between a firm’s return and the value-weighted CRSP market index return.

Next, we estimate a panel regression by using the CARs over the [-1, +1] window as the
dependent variable. The results are tabulated in Table 11. In Column 1 (2), the coefficient on
Liberalcourt_prob_firm_emp (Liberalcourt_prob_firm_sales) is negative and significant at the 5%
level, indicating that firms with greater exposure to liberal courts experience larger value losses over the
[-1, +1] window following regulatory violations. In Columns 34, we add the local political landscape
control variables and find that the greater losses associated with liberal court are largely unaffected.?!

Overall, the results in this section suggest that firm value losses are more evident when there
is misconduct and firms face highly liberal courts. Such losses appear to arise not merely from the
penalties imposed by regulatory agencies but also from reputational consequences (Karpoff and Lott Jr,
1993) and/or heightened exposure to subsequent litigation, as evidenced by the positive relationship

between corporate misconduct and follow-on civil rights, labor, and environmental lawsuits.

4 Conclusion

This paper explores how judicial ideology influences corporate misconduct at the establishment
level. Our findings suggest that a higher proportion of liberal judges in the circuit where a firm’s
establishment is located reduces corporate misconduct. Specifically, establishments exhibit fewer
regulatory violations and lower imposed regulatory penalty amounts in jurisdictions with a greater

liberal judicial presence. The underlying mechanism driving this result is that firms strategically

210ne potential concern is that firms with greater exposure to liberal courts may face higher regulatory penalties when
they engage in misconduct, which could drive stronger negative market reactions. In untabulated analysis, conditional
on misconduct events, we find no significant relationship between penalty amounts imposed by agencies and firms with
high exposure to liberal courts. Also, the event study results remain robust even after controlling for penalty amounts.

32



reallocate resources to regions with a less liberal judicial environment, along with investment in
technology to mitigate misconduct. Firms also increase political contributions to local liberal politicians
in locations where their establishments face more liberal courts and enhance their CSR. activity..

Our paper contributes to the literature on judicial ideology and, more broadly, to the litigation
risk literature by connecting judicial ideology with establishment-level regulatory misconduct. Our
findings also contribute to the literature on firms’ internal resource allocation by demonstrating
that judicial burdens, proxied by a higher presence of liberal judges, can influence firms’ resource
reallocation decisions. In general, the paper points to the potential risk mitigation benefits from
diversifying the location of firm operations, investing in technology to reduce misconduct, and

establishing connections, especially to liberal politicians.
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Geographic Boundaries
of United States Courts of Appeals and United States District Courts

Figure 1: Geographic Boundaries of US Circuit Courts (Source: https://www.uscourts.gov/)
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Table 1: Sample Composition and Circuit Court Ideology

This table summarizes the sample composition by year and industry, and summary statistics for Circuit Court Ideology.
Panel A reports the number of violations, total penalty amounts, their respective percentages, the mean penalty amounts,
and Liberalcourt_prob by year. Panel B presents the distribution of violations and the total penalty by violation
type. Panel C presents the time-series and cross-sectional distributions of Liberalcourt_prob across circuits and years.

Panel A : Sample Distribution by Year

Year Num_Viols % of Total Total Penalties ($m) % of Total Mean Penalties ($m) Liberalcourt_prob

2000 1,180 15% 2,022.3 3.2% 6.1 43.0%
2001 1,250 4.8% 592.8 0.9% 2.0 43.6%
2002 728 2.8% 226.1 0.4% 0.7 40.4%
2003 855 3.3% 1,135.8 1.8% 3.3 36.4%
2004 968 3.7% 1,787.3 2.8% 44 33.7%
2005 896 3.4% 2,915.2 4.6% 7.2 32.9%
2006 949 3.6% 2,271.6 3.6% 5.3 31.7%
2007 1,392 5.3% 3,781.4 6.0% 7.9 30.4%
2008 1,376 5.3% 1,675.9 2.7% 35 30.2%
2009 1,599 6.1% 5,456.5 8.7% 11.3 30.4%
2010 1,560 6.0% 1,760.1 2.8% 3.1 33.3%
2011 1,594 6.1% 2,166.7 3.4% 3.5 36.7%
2012 1,714 6.6% 868.7 1.4% 14 39.8%
2013 1,268 4.9% 4,299.4 6.8% 74 41.1%
2014 1,187 4.6% 2,249.4 3.6% 3.8 43.3%
2015 1,213 4.7% 9,298.7 14.8% 14.1 44.9%
2016 1,190 4.6% 3,540.1 5.6% 5.1 45.7%
2017 1,232 4.7% 2,934.0 4.7% 4.0 45.5%
2018 1,131 4.3% 2,491.2 4.0% 35 41.1%
2019 871 3.3% 6,942.8 11.0% 9.8 36.0%
2020 911 3.5% 1,210.5 1.9% 2.3 32.7%
2021 1,002 3.8% 3,250.8 5.2% 55 33.8%
Total 26,066 100% 62,877.5 100% 5.2 37.6%

Panel B : Sample Distribution by Violation Type

Offense_type Num_Viols % of Total Total Penalties ($m) % of Total
workplace safety or health violation 10,200 39.1% 185.9 0.3%
railroad safety violation 8,100 31.1% 87.7 0.1%
aviation safety violation 2,555 9.8% 279.8 0.4%
environmental violation 2,015 7.7% 13,375.4 21.3%
labor relations violation 782 3.0% 178.4 0.3%
wage and hour violation 640 2.5% 75.3 0.1%
False Claims Act and related 267 1.0% 14,937.3 23.8%
employment discrimination 237 0.9% 446.2 0.7%
Family and Medical Leave Act 115 0.4% 2.1 0.0%
motor vehicle safety violation 99 0.4% 35.6 0.1%
product safety violation 37 0.1% 77.0 0.1%
consumer protection violation 36 0.1% 1,386.7 2.2%
employment screening violation 35 0.1% 268.4 0.4%
nursing home violation 29 0.1% 0.8 0.0%
benefit plan administrator violation 26 0.1% 0.8 0.0%
off-label or unapproved promotion of medical products 23 0.1% 9,878.0 15.7%
Others 870 3.3% 21,662.0 34.5%
Total 26,066 100.0% 62,877.5 100.0%
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Panel C : Summary Statistics for Circuit Court Liberalcourt_prob

Year  Circuit 1 Circuit 2 Circuit 3  Circuit 4 Circuit 5 Circuit 6  Circuit 7 Circuit 8 Circuit 9 Circuit 10 Circuit 11~ DC

2000 27.9% 61.2% 28.3% 42.6% 42.1% 37.1% 19.9% 40.3% 63.2% 40.0% 45.8% 27.9%
2001 27.9% 60.2% 29.6% 44.6% 41.6% 38.9% 21.4% 38.4% 65.1% 39.7% 45.0% 27.9%
2002 26.5% 56.2% 30.9% 43.8% 32.6% 35.0% 21.4% 28.6% 64.8% 33.0% 41.2% 27.9%
2003 26.3% 50.0% 27.9% 38.3% 23.0% 28.1% 21.4% 26.3% 61.8% 27.7% 41.2% 25.4%
2004 18.3% 45.5% 23.4% 36.0% 18.8% 27.1% 20.3% 21.3% 61.0% 27.0% 37.9% 23.6%
2005 18.3% 46.6% 24.6% 36.0% 16.2% 26.3% 19.7% 16.9% 61.3% 27.0% 35.9% 21.0%
2006 18.3% 46.6% 29.0% 32.8% 15.5% 25.0% 21.4% 10.9% 59.1% 25.2% 33.7% 18.5%
2007 18.3% 46.1% 25.3% 35.5% 14.8% 25.0% 15.7% 5.4% 56.4% 22.7% 36.0% 17.6%
2008 18.3% 50.0% 24.7% 37.4% 12.0% 23.6% 13.7% 4.6% 56.8% 22.7% 36.0% 17.6%
2009 17.5% 49.7% 24.7% 39.5% 11.7% 22.0% 16.4% 4.6% 56.8% 23.6% 35.6% 17.6%
2010 16.7% 52.8% 31.8% 51.4% 11.7% 23.4% 21.4% 4.6% 58.1% 22.5% 37.7% 17.6%
2011 18.3% 58.6% 33.2% 56.4% 16.6% 27.7% 18.9% 4.6% 64.5% 26.5% 40.0% 17.6%
2012 18.3% 65.1% 33.2% 61.5% 20.9% 29.8% 15.8% 4.6% 69.7% 29.6% 44.9% 17.6%
2013 27.1% 67.0% 36.1% 63.3% 20.9% 29.8% 17.6% 7.7% 69.2% 38.2% 43.5% 23.0%
2014 33.5% 68.0% 40.9% 68.9% 23.3% 26.1% 17.6% 10.5% 70.9% 44.5% 46.4% 41.2%
2015 36.4% 67.8% 39.8% 70.4% 28.5% 25.0% 15.8% 11.4% 70.4% 46.2% 54.2% 41.2%
2016 39.4% 70.9% 46.2% 70.4% 29.1% 27.9% 12.7% 10.1% 70.4% 46.2% 54.2% 41.2%
2017 42.4% 70.9% 49.4% 67.7% 29.1% 26.3% 13.1% 2.8% 71.8% 48.4% 53.7% 42.5%
2018 42.4% 69.9% 45.8% 64.1% 23.1% 22.5% 4.0% 0.7% 69.6% 44.0% 45.0% 42.2%
2019 42.4% 60.8% 32.8% 57.3% 21.5% 17.7% 3.3% 0.0% 59.5% 42.9% 41.3% 41.9%
2020 44.3% 50.3% 30.8% 60.5% 20.5% 16.6% 3.4% 0.0% 49.3% 39.5% 34.5% 42.9%
2021 52.7% 56.3% 33.2% 64.5% 16.7% 17.4% 5.7% 0.0% 48.6% 40.2% 36.8% 44.0%
Mean  28.7% 57.8% 32.8% 52.0% 22.3% 26.3% 15.5% 11.5% 62.7% 34.4% 41.8% 29.0%
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Table 2: Summary Statistics

This table presents summary statistics for the main variables used in the regression models. The sample includes merged
NETS-Compustat-Violation Tracker firms between 2000 and 2021. Panel A presents the full sample, while Panel B
focuses on establishments that engaged in at least one violation during the sample period. In the analysis, we winsorize
unbounded continuous variables at the 1st and 99th percentiles, and winsorize violation counts and penalty amounts
at the same cutoffs among nonzero values due to the prevalence of zero. See Appendix A for variable definitions.

Panel A : All Establishment Sample

N Mean P25 P50 P75 SD
Ln_Num_Viols 7,613,615 0.0013 0.0000 0.0000 0.0000 0.0357
Ln_Penalties 7,613,615 0.0157 0.0000 0.0000 0.0000 0.4105
Num_Viols 7,613,615 0.0024 0.0000 0.0000 0.0000 0.1094
Penalties 7,613,615 2573.9068 0.0000 0.0000 0.0000 385,068.7
Liberalcourt_prob 7,613,615 0.3799 0.2296 0.3603 0.5418 0.1884
Ln(Emp_est) 7,613,615 2.8209 1.7918 2.5649 3.5835 1.2957
Ln(Sales_est) 7,613,615 14.7170 13.4981 14.4642 15.7956 1.6572
Leverage 7,613,615 0.2958 0.1432 0.2692 0.4073 0.2094
ROA 7,613,615 0.1560 0.1023 0.1475 0.1978 0.0868
Ln(Asset) 7,613,615 8.5998 7.3242 8.5350 9.8157 1.8889
Q 7,613,615 1.5979 0.9092 1.2762 1.8716 1.0921
Cash/Asset 7,613,615 0.0915 0.0228 0.0568 0.1282 0.0964
Stock Return 7,613,615 0.1150 -0.1321 0.0851 0.3109 0.4128

Panel B : Establishment Sample with Violation History

N Mean P25 P50 P75 SD
Ln_Num_Viols 115,579 0.0833 0.0000 0.0000 0.0000 0.2774
Ln_Penalties 115,579 1.0347 0.0000 0.0000 0.0000 3.1698
Num_Viols 115,579 0.1605 0.0000 0.0000 0.0000 0.8732
Penalties 115,579 169,552.7 0.0000 0.0000 0.0000 3,120,798
Liberalcourt_prob 115,579 0.3688 0.2200 0.3501 0.5418 0.1928
Ln(Emp_est) 115,579 4.5565 3.6636 4.7958 5.7071 1.4398
Ln(Sales_est) 115,579 16.8386 15.7901 17.1404 18.1767 1.7366
Leverage 115,579 0.2963 0.1752 0.2834 0.3983 0.1712
ROA 115,579 0.1440 0.0996 0.1385 0.1795 0.0721
Lin(Asset) 115,579 8.9356 7.6189 8.9289 10.2641 1.8231
Q 115,579 1.5365 0.9321 1.2537 1.8209 0.9481
Cash/Asset 115,579 0.0802 0.0218 0.0529 0.1110 0.0828
Stock Return 115,579 0.1312 -0.0895 0.1038 0.3011 0.3847
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Table 3: Judge Ideology and Corporate Misconduct

This table presents the results from OLS regressions examining the impact of judge ideology on corporate misconduct
between 2000 and 2021. Panel A presents the full sample, while Panel B focuses on establishments that engaged
in at least one violation during the sample period. The dependent variables are Ln_Num_Viols and Ln_Penalties.
Ln_Num_Viols is defined as the natural logarithm of one plus the number of regulatory violations at an establishment per
year. Ln_Penalties is defined as the natural logarithm of one plus the total penalty amount imposed on an establishment
per year. Liberalcourt_prob is the probability of having more than two judges appointed by Democratic party presidents
in a circuit court which comprises three randomly selected judges. All variables are defined in Appendix A. Industry fixed
effects are based on the two-digit SIC codes of the firm. State FE is based on the location of the establishment. Standard
errors are clustered at the establishment level. *** ** and * indicate significance at the 1%, 5%, and 10%, respectively.

Panel A : All Establishment Sample

M ) ® @ ®) © @ ®
Ln_Num_Viols Ln_Num_Viols Ln_Num_Viols Ln_Num_Viols Ln_Penalties Ln_Penalties Ln_Penalties Ln_Penalties
Liberalcourt_prob -0.00116%** -0.00116%** -0.00094*** -0.00096*** -0.01362%** -0.01361%%* -0.00938*** -0.01093***
(-3.63) (-3.61) (-2.89) (-3.05) (-4.15) (-4.15) (-2.74) (-3.36)
Ln(Emp_est) 0.00017 0.00031** 0.00032** 0.00277%* 0.00357*** 0.00363***
(1.48) (2.50) (2.53) (2.27) (2.64) (2.68)
Ln(Sales_est) 0.00001 -0.00012 -0.00012 -0.00038 -0.00111 -0.00113
(0.11) (-1.34) (-1.37) (-0.47) (-1.16) (-1.17)
Leverage 0.00026* 0.00037%* 0.00037%* 0.00141 0.00209 0.00212
(1.86) (2.23) (2.25) (1.02) (1.27) (1.29)
ROA 0.00056 0.00009 0.00008 0.00977** 0.00829* 0.00815*
(1.64) (0.25) (0.22) (2.56) (1.90) (1.87)
Ln(Asset) 0.00010%** 0.00005 0.00005 0.00117%** 0.00073* 0.00075*
(2.99) (1.36) (1.40) (3.05) (1.70) (1.75)
Q -0.00001 -0.00001 -0.00001 -0.00074** -0.00073* -0.00072*
(-0.47) (-0.51) (-0.48) (-2.39) (-1.94) (-1.91)
Cash/Asset -0.00020 -0.00025 -0.00025 -0.00376 -0.00478 -0.00476
(-0.83) (-0.94) (-0.92) (-1.29) (-1.44) (-1.43)
Stock Return -0.00005 0.00001 0.00000 -0.00026 0.00006 0.00005
(-1.57) (0.15) (0.13) (-0.65) (0.13) (0.12)
Establishment FE Yes Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes No No Yes Yes No No
State FE Yes Yes No Yes Yes Yes No Yes
Ind x Year No No Yes Yes No No Yes Yes
Adjusted R? 0.284 0.284 0.286 0.286 0.142 0.142 0.143 0.143
Observations 7613615 7613615 7613615 7613615 7613615 7613615 7613615 7613615
Panel B : Establishment Sample with Violation History
1) 2) ®3) (4) (5) (6) (7) (®)
Ln_Num_Viols Ln_Num_Viols Ln_Num_Viols Ln_Num_Viols Ln_Penalties Ln_Penalties Ln_Penalties Ln_Penalties
Liberalcourt_prob -0.04797FF* -0.04979%** -0.04835%** -0.05196*%* -0.54326*** -0.56996™** -0.46890*** -0.57851%%*
(-3.18) (-3.30) (-3.24) (-3.48) (-3.51) (-3.69) (-2.97) (-3.68)
Ln(Emp_est) 0.00276 0.00563 0.00559 0.05448 0.07064 0.06890
(0.59) (1.18) (1.18) (1.13) (1.41) (1.38)
Ln(Sales_est) 0.00268 0.00044 0.00038 0.01929 0.00703 0.00765
(0.68) (0.11) (0.09) (0.47) (0.16) (0.18)
Leverage 0.02317+* 0.02278** 0.02216* 0.15573 0.12993 0.12639
(2.19) (1.99) (1.94) (1.52) (1.12) (1.10)
ROA 0.05146%* 0.01532 0.01337 0.74712%%* 0.59952** 0.58281**
(2.28) (0.60) (0.52) (2.99) (2.03) (1.98)
Ln(Asset) 0.00477%* 0.00170 0.00192 0.04888** 0.02947 0.03251
(2.65) (0.88) (0.99) (2.48) (1.31) (1.45)
Q -0.00068 0.00008 0.00017 -0.04893** -0.04065* -0.03953*
(-0.42) (0.04) (0.09) (-2.41) (-1.68) (-1.65)
Cash/Asset -0.02989* -0.03807** -0.03706** -0.42370** -0.44795%* -0.44806**
(-1.86) (-2.22) (-2.15) (-2.16) (-2.08) (-2.09)
Stock Return -0.00408* -0.00127 -0.00136 -0.02741 -0.01433 -0.01489
(-1.70) (-0.50) (-0.53) (-0.98) (-0.45) (-0.47)
Establishment FE Yes Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes No No Yes Yes No No
State FE Yes Yes No Yes Yes Yes No Yes
Ind x Year No No Yes Yes No No Yes Yes
Adjusted R? 0.258 0.258 0.272 0.273 0.097 0.097 0.103 0.103
Observations 115579 115579 115572 115572 115579 115579 115572 115572
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Table 4: Judge Ideology and Resource Reallocation

This table presents the results from OLS regressions examining the impact of judge ideology on resource reallocation
at the firm-year-state level between 2000 and 2021. The dependent variable, ALog(Emp)y.s t—1,1+k, represents
the change in the log of employment for firm f in state s from year t—1 to t+k, where k=1 to 3. In Panel A, the
independent variable, Liberalcourt_prob, is the probability of having more than two judges appointed by Democratic
party presidents in a circuit court which comprises three randomly selected judges. In Panel B, the independent
variable, Peer_Liberalcourt_prob measures the exposure of establishments in state s to Liberalcourt_prob in other
states ', where its peer establishments—owned by the same firm—are located. The exposure is weighted by the
level of employment in each peer state s’. Multi-region firms are defined as firms that operate across multiple judicial
circuits during the sample period. In Panel C, Sin_Industry is an indicator equal to one if the firm belong to the
sin industry (Hong and Kacperczyk, 2009), while High_Legal_Directors is an indicator variable equal to one if the
firm’s proportion of directors with legal backgrounds is above the annual sample median (Henderson, Hutton, Jiang,
and Pierson, 2025; Litov, Sepe, and Whitehead, 2013). Control variables included in this table consist of Leverage,
ROA, Ln(Assets), Q, Cash/Asset, Stock Return, Unemployment, GDP_growth, and Blue_State. All variables are
defined in Appendix A. State FE is based on the establishment’s location. Standard errors are clustered at the
state level. *** ** and * indicate significance at the 1%, 5%, and 10%, respectively.

Panel A : Own Shock

(1) (2) 3)
ALog(Emp)Fl,lNr1 ALog(Emp), 1,5 ALog(Emp), ;3

Liberalcourt_prob -0.03826** -0.06691*** -0.09478***

(-2.44) (-2.85) (-2.95)
Firm FE Yes Yes Yes
Year FE Yes Yes Yes
State FE Yes Yes Yes
Controls Yes Yes Yes
Adjusted R? 0.056 0.078 0.101
Observations 545793 479665 423111

Panel B : Peer Shock for Multi-region Firms

(1) 2) [6))
ALOg(EmP)FuH ALog(Emp), , t+2 ALog(Emp), t+3
Peer_Liberalcourt_prob 0.13868*** 0.10595** 0.13522**
(6.05) (2.66) (2.46)
Liberalcourt_prob -0.03730%** -0.06816*** -0.09918***
(-2.39) (-2.86) (-3.03)
Firm FE Yes Yes Yes
Year FE Yes Yes Yes
State FE Yes Yes Yes
Controls Yes Yes Yes
Adjusted R? 0.056 0.078 0.100
Observations 536890 472207 416825

Panel C : Peer Shock and Litigation Risk Awareness for Multi-region Firms

@) ® ®) @) 6] ©
ALog(Emp),_,,, ALog(Emp),_, ., ALog(Emp),_ ., ALog(Emp)_ .,  ALogEmp),_,, ., ALog(Emp),_ 4
Peer_Liberalcourt_prob 0.117887%% 0.08095% 0.10895* 0.12266% 0.08567 0.10899
(4.83) (1.89) (1.88) (3.78) (1.48) (1.33)
Peer_Liberalcourt_probx Sin_Industry LOL6A4*#* 1.18298%%* 1.20808%*
(4.48) (4.25) (3.52)
Peer_Liberalcourt_prob x High Law Directors 0.05500%* 0.06645* 0.12648**
(2.13) (1.77) (252)
Sin Industry -0.36104%%* -0.30072+%% -0.26974%
(-3.84) (-3.35) (-1.90)
High_Law Directors -0.04365+%* -0.05531%%% -0.08378*%*
(-4.20) (-3.61) (-4.06)
Firm FE Yes Yes Yes Yes Yes Yes
State x Year FE Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Adjusted I 0.056 0078 0.100 0.063 0.080 0.100
Observations 536800 472207 416825 432553 378017 332179
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Table 5: Judge Ideology and Process Innovation

This table presents the results examining the relationship between judge ideology and process innovation from 2000
to 2016. Panel A reports OLS regression results. The dependent variables are Ln_Num._Viols and Ln_Penalties.
Ln_Num_Viols is defined as the natural logarithm of one plus the number of regulatory violations at an establishment per
year. Ln_Penalties is defined as the natural logarithm of one plus the total penalty amount imposed on an establishment
per year. Ln_Num._Process_Claims and Process_Share_in_Claims, which represent, respectively, the natural logarithm
of one plus annual total count of all process-related patent claims and the ratio of process-related claims to total patent
claims, as defined in Bena, Ortiz-Molina, and Simintzi (2022). Control variables included in this panel consist of Lever-
age, ROA, Ln(Assets), Q, Cash/Asset, Stock Return. State FE is based on the location of the establishment. Standard
errors are clustered at the establishment level. In Panel B, Columns 1—2 (3—4) present the results from Poisson (OLS)
regressions. Num_Process_Claims represents the total count of all process-related patent claims per year. Liberal-
court_prob_firm_emp (Liberalcourt_prob_firm_sales) is a firm-year-level measure calculated as the employment- (sales-)
weighted average of Liberalcourt_prob across a firm’s establishments in each state, following the approach in Addoum, Ng,
and Ortiz-Bobea (2020). All variables are defined in Appendix A. State FE is based on the location of firms’ headquarters.
Standard errors are clustered at the firm level. *** ** and * indicate significance at the 1%, 5%, and 10%, respectively.

Panel A : Process Innovation and Misconduct

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

Ln_Num_Viols Ln_Num_Viols Ln_Penalties Ln_Penalties

Ln_Num_Process_Claims -0.0001*** -0.0011%%*
(-3.73) (-4.06)

Process_Share_in_Claims -0.0004* -0.0049*

(-1.84) (-1.76)
Establishment FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
State FE Yes Yes Yes Yes
Controls Yes Yes Yes Yes
Adjusted R? 0.341 0.321 0.173 0.176
Observations 2536200 1511564 2536200 1511564

Panel B : Judge Ideology and Process Innovation

) 2 ®3) (4)
Num_Process_Claims Num_Process_Claims Process_Share_in_Claims Process_Share_in_Claims

Liberalcourt_prob_firm_emp 0.6482* 0.1074**
(1.74) (2.35)
Liberalcourt_prob_firm_sales 0.6569* 0.0894**
(1.89) (2.01)
Leverage -0.4760** -0.4756** -0.0159 -0.0157
(-2.47) (-2.47) (-0.77) (-0.76)
ROA 0.3372 0.3336 0.0742** 0.0743**
(1.22) (1.21) (2.18) (2.18)
Ln(Asset) 0.3251%%* 0.3233*** -0.0090* -0.0090*
(5.34) (5.35) (-1.67) (-1.68)
Q 0.0633*** 0.0637*** 0.0029 0.0029
(3.62) (3.66) (1.17) (1.16)
Cash/Asset 0.0005 -0.0035 -0.0166 -0.0166
(0.00) (-0.02) (-0.63) (-0.63)
Stock Return -0.0176 -0.0183 -0.0071* -0.0072%*
(-0.79) (-0.83) (-1.67) (-1.69)
Firm FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
State FE Yes Yes Yes Yes
Model Poisson Poisson OLS OLS
Pseudo R? 0.936 0.936
Adjusted R? 0.430 0.430
Observations 23028 23028 14712 14712
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Table 6: Alternative Explanations

Panel A reports the results from OLS regressions examining the interaction effect of judge ideology and local political
environment on corporate misconduct between 2000 and 2021. In Panel A, the dependent variables are Ln_Num._Viols
and Ln_Penalties. Ln_Num_Viols is defined as the natural logarithm of one plus the number of regulatory violations
at an establishment per year. Ln_Penalties is defined as the natural logarithm of one plus the total penalty amount
imposed on an establishment per year. The primary independent variable in Panel A, Liberalcourt_prob, is the
probability of having more than two judges appointed by Democratic party presidents in a circuit court which
comprises three randomly selected judges. Blue State is an indicator variable equal to one if the Democratic presidential
candidate in the last election received more than 50% of the percentage of votes in the state where the establishment is
located. Dem_Governor is an indicator variable that equals one if the state governor is a Democrat in the state where
the establishment is located. State FE is based on the location of the establishment. Dem_Senate is the percentage
of votes won by the Democratic Senate candidate in the last election in the state where the establishment is located.
Panel B shows the results from OLS regressions examining how judge ideology in firms’ headquarters states affects
the relationship between establishment-level judge ideology and corporate misconduct. In turn, this panel investigates
the possibilities of forum shopping by violating firms. The dependent and primary independent variables in Panel
B remain the same as in Panel A. In addition, Judicial _Gap is employed to measure the difference between judge
ideology in headquarters states and establishment states. More specifically, Judicial Gap is defined as the difference
between Liberalcourt_prob and Liberalcourt_prob_H(Q, where Liberalcourt_prob_H(Q measures Liberalcourt_prob
in headquarters states. High_Judicial_Gap is an indicator variable for Judicial _Gap above the annual sample median.
Panel C reports the results from OLS regressions examining the impact of district court judge ideology on corporate
misconduct between 2000 and 2021. In this panel, Liberalcourt_prob_Dist is the probability of having a liberal judge
in a district court. In all panels of the table, control variables are Ln(Emp_est), Ln(Sales_est), Leverage, ROA,
Ln(Assets), Q, Cash/Asset, Stock Returns. All variables are defined in Appendix A. Standard errors are clustered
at the establishment level. State FE is based on the location of the establishment. *** ** and * indicate significance
at the 1%, 5%, and 10%, respectively.

Panel A : Local Political Environment

1) ) ®3) )

Ln_Num_Viols Ln_Num_Viols Ln_Penalties Ln_Penalties

Liberalcourt_prob -0.00118%** -0.00136*** -0.01407F* -0.01562%+*
(-3.60) (-3.28) (-4.25) (-3.18)
Blue_State -0.00005 -0.00005 -0.00016 0.00039
(-0.87) (-0.37) (-0.22) (0.26)
Dem_Governor 0.00005 0.00009 0.00064 0.00124
(1.17) (0.97) (1.48) (1.24)
Dem_Senate -0.00003 -0.00023 -0.00073 -0.00310
(-0.21) (-0.72) (-0.43) (-0.82)
Liberalcourt_prob x Blue_State -0.00004 -0.00179
(-0.14) (-0.49)
Liberalcourt_prob x Dem_Governor -0.00012 -0.00166
(-0.57) (-0.71)
Liberalcourt_prob x Dem_Senate 0.00049 0.00580
(0.73) (0.73)
Establishment FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
State FE Yes Yes Yes Yes
Controls Yes Yes Yes Yes
Adjusted R? 0.285 0.285 0.142 0.142
Observations 7577499 7577499 7577499 7577499
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Panel B : Forum Shopping

M ® ® @
Ln_Num_Viols Ln_Penalties Ln Num_Viols Ln_Penalties
Liberalcourt_prob -0.00196*** -0.02249*** -0.00155%** -0.01662***
(-5.47) (-5.92) (-2.78) (-2.99)
Liberalcourt_prob x Judicial Gap 0.00023 0.00029
(0.36) (0.05)
Judicial Gap 0.00055 0.00733**
(1.53) (1.96)
Liberalcourt_prob x High Judicial Gap 0.00003 -0.00021
(0.09) (:0.07)
High_Judicial Gap 0.00014 0.00157
(1.19) (1.24)
Establishment FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
State FE Yes Yes Yes Yes
Controls Yes Yes Yes Yes
Adjusted R? 0.141 0.059 0.141 0.059
Observations 6580915 6580915 6580915 6580915
Panel C : District Court Judge Ideology?
® ® ®) @
Ln_ Num_Viols Ln_Num_Viols Ln_Penalties Ln_Penalties
Liberalcourt_prob -0.00121%** -0.01455%**
(3.72) (-4.20)
Liberalcourt prob_Dist -0.00016 -0.00011 -0.00089 -0.00032
(-0.55) (-0.39) (-0.28) (-0.10)
Establishment FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
State FE Yes Yes Yes Yes
Controls Yes Yes Yes Yes
Adjusted R? 0.264 0.264 0.133 0.133
Observations 7256785 7256785 7256785 7256785
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Table 7: Judge Ideology, Corporate Misconduct, and Financial Constraints

This table presents the results from OLS regressions examining the interaction effects of judge ideology and financial
constraints on corporate misconduct between 2000 and 2021. The dependent variables are Ln_Num_Viols and
Ln_Penalties. Ln_Num_Viols is defined as the natural logarithm of one plus the number of regulatory violations at an
establishment per year. Ln_Penalties is defined as the natural logarithm of one plus the total penalty amount imposed
on an establishment per year. Liberalcourt_prob is the probability of having more than two judges appointed by
Democratic party presidents in a circuit court which comprises three randomly selected judges. High-WW (High_SA)
is an indicator taking a value of one if it corresponds to the upper tercile of the sample distribution of WW_Index
(SA_Inder), and zero if it corresponds to the bottom tercile. Div_Payer is an indicator taking a value of one if the
sum of preferred dividends and common dividends is greater than zero, and zero otherwise. Control variables included
in the regressions are Ln(Emp_est), Ln(Sales_est), Leverage, ROA, Ln(Assets), @, Cash/Asset, Stock Returns. All
variables are defined in Appendix A. State FE is based on the location of the establishment. Standard errors are
clustered at the establishment level. *** ** and * indicate significance at the 1%, 5%, and 10%, respectively.

M @ ® @ ® ©
Ln_Num_Viols Ln_Penalties Ln_Num_Viols Ln_Penalties Ln_Num_Viols Ln_Penalties
Liberalcourt_prob -0.00189*** -0.01969*** -0.00159*** -0.01676*** -0.00067* -0.00931**
(-2.98) (-3.46) (-3.13) (-3.38) (-1.95) (-2.49)
Liberalcourt_prob x High SA 0.00139%** 0.01278**
(2.63) (2.24)
High SA -0.00021 -0.00038
(-0.76) (-0.12)
Liberalcourt_prob x High WW 0.00092* 0.00715
(1.93) (1.51)
High WW -0.00024 0.00012
(-1.18) (0.06)
Liberalcourt_prob x Div_Payer -0.00070%*** -0.00616**
(-2.64) (-2.17)
Div_Payer 0.00025** 0.00218*
(2.25) (1.78)
Establishment FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
State FE Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Adjusted R? 0.306 0.160 0.300 0.150 0.284 0.142
Observations 5042698 5042698 5010138 5010138 7613615 7613615
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Table 8: Judge Ideology, Corporate Misconduct, and Media Coverage

This table presents the results from OLS regressions examining the interaction effect of judge ideology and media
coverage on corporate misconduct between 2000 and 2021. The dependent variables are Ln_Num._Viols and
Ln_Penalties. Ln_Num_Viols is defined as the natural logarithm of one plus the number of regulatory violations at an
establishment per year. Ln_Penalties is defined as the natural logarithm of one plus the total penalty amount imposed
on an establishment per year. Liberalcourt_prob is the probability of having more than two judges appointed by
Democratic party presidents in a circuit court which comprises three randomly selected judges. High_Media_Frposure is
an indicator variable equal to one if the sum of Press_Release and Non_Press_Release is above the year sample median,
and zero otherwise. High_Press_Release (High_Non_Press_Release) equals one if Press_Release (Non_Press_Release)
is above the yearly sample median, and zero otherwise. Control variables included in the regressions are Ln(Emp_est),
Ln(Sales_est), Leverage, ROA, Ln(Assets), @, Cash/Asset, Stock Returns. All variables are defined in Appendix
A. State FE is based on the location of the establishment. Standard errors are clustered at the establishment level.
*k F* and * indicate significance at the 1%, 5%, and 10%, respectively.

[ ) ®) (4) ) (6)

Ln_Num_Viols Ln_Penalties Ln_Num_Viols Ln_Penalties Ln_Num_Viols Ln_Penalties
Liberalcourt_prob -0.00128*%* -0.01363*** -0.00132%** -0.01386*** -0.00128*** -0.01395*%*
(-3.11) (-2.73) (-3.17) (-2.77) (-3.08) (-2.77)
Liberalcourt_prob x High_Media_Exposure -0.00073** -0.00860**
(2.22) (2.11)
High_Media_Exposure 0.00043*** 0.00572***
(2.76) (3.03)
Liberalcourt_prob x High_Press_Release -0.00062* -0.00797**
(-1.96) (-1.99)
High_Press_Release 0.00016 0.00199
(1.11) (1.09)
Liberalcourt_prob x High_Non_Press_Release -0.00071** -0.00776*
(-2.15) (-1.92)
High_Non_Press_Release 0.00038** 0.00486***
(2.49) (2.58)
Establishment FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
State FE Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Adjusted R? 0.280 0.145 0.280 0.145 0.280 0.145
Observations 4580929 4580929 4580971 4580971 4580929 4580929
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Table 9: Judge Ideology and Local Political Donation

This table presents the results from OLS regressions examining the impact of judge ideology on political donations
between 2000 and 2021. The unit of observation is at the firm-state-year level. The dependent variables are
Democratic Ratio, Ln_Contribution, and Contribution/Asset. Democratic Ratio is defined as the proportion of
PAC contributions allocated to liberal candidates relative to the total PAC contributions within a given state-year.
Ln_Demo_Contribution is defined as the natural logarithm of one plus the total PAC contributions directed toward
liberal candidates within a given state-year. Demo_Contribution/Asset is the total PAC contributions directed toward
liberal candidates within a given state-year divided by the firm’s total assets. Ln_Contribution is the logarithm
of the total amount of firms’ direct campaign contributions to Senate and House candidates through political action
committees (PACs) within a given state-year. Contribution/Asset is defined as the ratio of total PAC contributions
within a given state-year to the total assets of the sponsoring firms. Liberalcourt_prob is the probability of having more
than two judges appointed by Democratic party presidents in a circuit court, which comprises three randomly selected
judges. All variables are defined in Appendix A. State FE is based on the location of the establishment. Standard
errors are clustered at the firm level. *** ** and * indicate significance at the 1%, 5%, and 10%, respectively.

1) &) ®3) 4) ®)

Democratic Ratio  Ln_Demo_Contribution ~ Demo_Contribution/Asset ~ Ln_Contribution ~ Contribution/Asset

Liberalcourt_prob 0.19957*%* 0.46485%** 0.00016** 0.04451 0.00016
(7.07) (5.55) (2.08) (0.60) (1.29)
Leverage 0.04997** -0.03795 0.00006 -0.13646 -0.00003
(2.28) (-0.26) (0.52) (-0.88) (-0.17)
ROA -0.00138 1.08178*** 0.00009 1.08401*** -0.00008
(-0.03) (3.88) (0.43) (3.66) (-0.22)
Ln(Asset) -0.03262*** 0.15368*** -0.00038*** 0.22267+** -0.00070%**
(-4.96) (4.64) (-8.71) (6.09) (-8.82)
Q -0.01274%** -0.00244 -0.00001 0.02327 -0.00003
(-2.78) (-0.13) (-0.85) (1.07) (-1.15)
Cash/Asset 0.05187 -0.02282 0.00031** -0.13973 0.00038
(1.54) (-0.14) (2.23) (-0.80) (1.46)
Stock Return 0.00163 0.02253 0.00007*** 0.01579 0.00013***
(0.33) (1.17) (3.98) (0.77) (3.95)
Firm x State FE Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes
Adjusted R? 0.536 0.529 0.733 0.662 0.765
Observations 50366 50370 50370 50370 50370
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Table 10: Judge Ideology and Corporate Social Responsibility

This table presents the results from OLS regressions examining the impact of judge ideology on corporate social
responsibility between 2000 and 2013. The dependent variable is Net CSR. score (Net_CSR), CSR strength score
(CSR_Str), or CSR concern score (CSR_Con). These variables are grouped into seven categories: environment,
product, corporate governance, community, diversity, employees, and human rights. Typically, CSR, strengths and
concerns are separately summed within each category to compute respective CSR scores. Net CSR score (Net_CSR)
is difference between CSR strength score (CSR_Str) and CSR concern score (CSR_Con). Liberalcourt_prob_firm_emp
(Liberalcourt_prob_firm_sales) is a firm-year—level measure calculated as the employment- (sales-) weighted average of
Liberalcourt_prob across a firm’s establishments in each state, following the approach in Addoum, Ng, and Ortiz-Bobea
(2020). All variables are defined in Appendix A. State FE is based on the location of firms’ headquarters. Standard
errors are clustered at the firm level. *** ** and * indicate significance at the 1%, 5%, and 10%, respectively.

(1) (2) (3) (4) (5) (6)
Net_CSR Net_CSR CSR_Str CSR_Str CSR_Con CSR_Con
Liberalcourt_prob_firm_emp 1.4725%** 0.7212* -0.7512**
(2.87) (1.70) (-2.30)
Liberalcourt_prob_firm_sales 1.4036*** 0.7223* -0.6813**
(2.90) (1.81) (-2.29)
Leverage -0.0426 -0.0429 0.0167 0.0167 0.0593 0.0595
(-0.28) (-0.29) (0.14) (0.14) (0.59) (0.59)
ROA 0.7922%** 0.7890*** 0.2373 0.2354 -0.5549%** -0.5536%**
(3.02) (3.01) (1.15) (1.14) (-2.99) (-2.98)
Ln(Asset) 0.0109 0.0089 0.1880*** 0.1872%** 0.1772%** 0.1783***
(0.20) (0.16) (4.12) (4.10) (5.60) (5.62)
Q -0.0357 -0.0358 -0.0178 -0.0177 0.0179 0.0180
(-1.49) (-1.49) (-0.82) (-0.81) (1.39) (1.40)
Cash/Asset 0.3964** 0.4023** 0.4513%%* 0.4537F%* 0.0549 0.0514
(1.97) (2.00) (2.77) (2.78) (0.44) (0.41)
Stock Return -0.0221 -0.0225 -0.0028 -0.0031 0.0193 0.0195
(-0.87) (-0.89) (-0.13) (-0.15) (1.20) (1.21)
Firm FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
State FE Yes Yes Yes Yes Yes Yes
Observations 19610 19610 19610 19610 19610 19610
Adjusted R? 0.600 0.600 0.745 0.745 0.693 0.693
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Table 11: Judge Ideology, Corporate Misconduct, and Firm Value

This table presents the results from OLS regressions examining the relationship between judge ideology and firm
value around corporate misconduct events between 2000 and 2021. The dependent variables are cumulative abnormal
returns (CAR), computed using the standard market-adjusted return model. Abnormal returns are calculated as
the difference between a firm’s return and the value-weighted CRSP market index return. Liberalcourt_prob_firm_emp
(Liberalcourt_prob_firm_sales) is a firm-year—level measure calculated as the employment- (sales-) weighted average of
Liberalcourt_prob across a firm’s establishments in each state, following the approach in Addoum, Ng, and Ortiz-Bobea
(2020). All variables are defined in Appendix A. State FE is based on the location of the firms’ headquarter. Standard
errors are clustered at the firm level. *** ** and * indicate significance at the 1%, 5%, and 10%, respectively.

o) ® ®) @
CAR [-1 +1] CAR [-1 +1] CAR [-1 +1] CAR [-1 +1]
Liberalcourt_prob_firm_emp -0.0151%* -0.0148**
(-2.03) (-2.03)
Liberalcourt_prob_firm_sales -0.0146** -0.0143*
(-1.97) (-1.96)
Leverage 0.0026 0.0025 0.0025 0.0025
(0.87) (0.85) (0.87) (0.85)
Ln(Asset) -0.0023*** -0.0023*** -0.0023*** -0.0023***
(-2.60) (-2.63) (-2.66) (-2.69)
ROA -0.0048 -0.0049 -0.0051 -0.0051
(-0.65) (-0.66) (-0.69) (-0.69)
Q -0.0012* -0.0012* -0.0012* -0.0012*
(-1.80) (-1.84) (-1.84) (-1.87)
Cash/Asset -0.0107* -0.0106* -0.0108* -0.0107*
(-1.70) (-1.69) (-1.70) (-1.69)
Stock Return -0.0062%** -0.0062%** -0.0062%** -0.0062%**
(-8.31) (-8.28) (-8.34) (-8.32)
Ret Vol -0.0021 -0.0021 -0.0021 -0.0021
(-0.58) (-0.57) (-0.59) (-0.57)
Blue_State 0.0001 0.0001
(0.06) (0.05)
Dem_Governor -0.0004 -0.0004
(-0.65) (-0.67)
Dem _Senate -0.0020 -0.0020
(-0.92) (-0.93)
Firm FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
State FE Yes Yes Yes Yes
Observations 23309 23309 23304 23304
Adjusted R? 0.006 0.006 0.006 0.006
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Appendix A. Variable description

Variable

Definition

Ln_Num_Viols

Ln_Penalties

Liberalcourt_prob

Liberalcourt_prob_Dist

Liberalcourt_prob_firm_emp

Liberalcourt_prob_firm_sales

Ln(Emp-_est)
Ln(Sales_est)

Leverage

ROA

Ln(Asset)

Q

Stock Return

The natural logarithm of one plus the annual number of regulatory violations
at an establishment

The natural logarithm of one plus the total penalty amount imposed on an
establishment per year

Probability of having more than two liberal judges (appointed by president
affiliated with Democratic party) for a circuit court composed of three judges
randomly selected in the circuit

The probability of having a liberal judge in a district court, calculated as
the ratio of judges appointed by Democratic presidents to the total number
of judges in each district

A firm-year—level measure calculated as the employment- sales-weighted
average of Liberalcourt prob across a firm’s establishments, following the
approach in Addoum, Ng, and Ortiz-Bobea (2020)

A firm-year-level measure calculated as the sales-weighted average of
Liberalcourt prob across a firm’s establishments, following the approach in
Addoum, Ng, and Ortiz-Bobea (2020)

The natural logarithm of one plus the establishment’s annual employment

The natural logarithm of one plus the establishment’s annual sales

Long-term debt (DLTT) + debt in current liabilities (DLC) divided by total
asset (AT)

Operating income before depreciation (OIBDP) divided by lagged asset (AT)
The natural logarithm of Asset in $ billions (AT)

Market value of common equity (CSHO*PRCC_F) plus total asset (AT)
minus common equity (CEQ) divided by total asset (AT)

Annual holding period stock return for the calender year (compounded daily)
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Appendix A. continued

Variable Definition

Ret Vol The standard deviation of firms monthly equity returns for the calender year

CSR_Str Total CSR. strengths score from KLD by summing up Environment, Product,
Community, Diversity, Employee, Human rights strengths scores

CSR_Con Total CSR concerns score from KLD, by summing up Environment, Product,
Community, Diversity, Employee, Human rights strengths scores

Net_CSR Net CSR score from KLD database, total CSR strengths score — total CSR

Sin_Industry

Legal Directors

Process_Claims

Process_Share_in_Claims

Ln_Contribution

Contribution/Asset

Democratic Ratio

Blue State

concerns score

An indicator variable equal to one if the firm operates in a sin industry, defined
as tobacco (SIC 2100-2199), alcoholic beverages (SIC 2080-2085), or casino and
gambling-related industries (NAICS 7132, 71312, 713210, 71329, 713290, 72112,
and 721120), and zero otherwise as defined in Hong and Kacperczyk (2009).

An indicator variable equal to one if a firm director has earned any of the
following law degrees from BoardEX data: Bachelor of Laws (LLB), Juris
Doctor (JD), Master of Laws (LLM), Licentiate of Law (LLL), Master of
Comparative Jurisprudence (MCJ), Bachelor of Jurisprudence (B.Jur), Doctor
of Juridical Science (SJD/JSD), Doctor of Laws (LLD), or Doctor of Civil
Law (DCL) , as defined in Henderson, Hutton, Jiang, and Pierson (2025).

The annual total count of all process-related patent claims filed by a firm,
as defined in Bena, Ortiz-Molina, and Simintzi (2022).

The ratio of the annual total count of all process-related patent claims to
annual total patent claims (i.e., process plus non-process) filed by a firm.

The logarithm of the annual total amount of firms’ direct campaign
contributions to Senate and House candidates through political action
committees (PACs)

The ratio of total PAC contributions to total assets of the sponsoring firms

Measures the proportion of PAC contributions directed toward liberal
candidates relative to total PAC contributions

An indicator variable equal to one if the Democratic presidential candidate
in the last election received more than 50% of the percentage of votes in the
state where the establishment is located.
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Appendix A. continued

Variable

Definition

Dem_Governor

Dem_Senate

Unemployment
GDP_growth

WW_Index

SA_Index

Div_Payer

Media_Ezxposure
Press_Release

Non_Press_Release

An indicator variable that equals one if the state governor is a Democrat in
the state where the establishment is located

The percentage of votes won by the Democratic Senate candidate in the last
election in the state where the establishment is located

State-level unemployment rate

Annual GDP growth rate at the state level

—0.091 x [(oibdp/at] — 0.062 x Dividend + 0.021 x [dltt / at] — 0.044 x
Log assets 4+ 0.102 x average industry Sales growth, estimated separately
for each three-digit SIC codes and each year — 0.035 x Sales growth

-0.737 x Log assets + 0.043 x (Log assets)? - 0.040 x Firm age

An indicator taking a value of one if the sum of preferred dividends (DVP)
and common dividends (DVC) is greater than zero, and zero otherwise

The total number of news articles covering a firm in RavenPack Analytics
The total number of firm-issued news releases in RavenPack Analytics

The total number of non-self-produced news articles covering a firm in
RavenPack Analytics
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Table Al: Robustness : Judge Ideology and Corporate Misconduct

This table reports the results relating judge ideology to corporate misconduct. Panel A (B-F) tabulates results from
Poisson (OLS) regressions. In Panel A, dependent variables are Num_Viols, the annual number of regulatory violations
at an establishment, and Penalties, the total penalty amount imposed on an establishment per year, respectively.
Panel B-F uses Ln_Num_Viols and Ln_Penalties for dependent variables. Panel B presents alternative fixed-effects
specifications. Panel C uses alternative clustering methods. Panel D is based on a non-imputed employment sample.
Panel E reports results using an alternative sample that includes only establishments with 10,20, or 30 more employees.
Panel F shows the results depending on major federal agency types. Control variables included in the regressions consist
of Ln(Emp_est), Ln(Sales_est), Leverage, ROA, Ln(Assets), Q, Cash/Asset, Stock Returns. All variables are defined in
Appendix A. Industry fixed effects are based on the two-digit SIC codes at the firm level. State FE and Circuit FE are
based on the location of the establishment. Administration FE corresponds to each presidential term. Standard errors
are clustered at the establishment level. *** ** and * indicate significance at the 1%, 5%, and 10%, respectively.

Panel A : Poisson Regression

) ®) ® @ 6) ©
Num_Viols Num_Viols Num_Viols Penalties Penalties Penalties
Liberalcourt_prob -0.50158** -0.49031** -0.49349* -1.78074** -1.94028** -2.04173**
(-2.12) (-2.05) (-1.85) (-2.06) (-2.43) (-2.03)
Establishment FE Yes Yes Yes Yes Yes Yes
State FE No No Yes No No Yes
Ind x Year Yes Yes Yes Yes Yes Yes
Controls No Yes Yes No Yes Yes
Pseudo R? 0.378 0.379 0.380 0.748 0.760 0.759
Observations 113421 113421 113421 113068 113068 113068

Panel B : Alternative Fixed Effects

1) ) ®) (4) () (6)

Ln_Num_Viols Ln_Num_Viols Ln_Num_Viols Ln_Penalties Ln_Penalties Ln_Penalties

Liberalcourt_prob -0.00116™** -0.00096*** -0.00097*+* -0.01366*** -0.00803*** -0.00979***
(-3.63) (-4.24) (-2.98) (-4.17) (-3.33) (-2.86)
Establishment FE Yes Yes Yes Yes Yes Yes
Year FE Yes No Yes Yes No Yes
Circuit FE Yes No No Yes No No
State FE No Yes No No Yes No
Admin FE No Yes No No Yes No
Admin x Ind FE No No Yes No No Yes
Controls Yes Yes Yes Yes Yes Yes
Adjusted R? 0.284 0.284 0.285 0.142 0.142 0.142
Observations 7613615 7613615 7613615 7613615 7613615 7613615

Panel C : Alternative Clustering

1) ) ®3) 4) (5) (6)
Ln_Num_Viols Ln_Num_Viols Ln_Num_Viols Ln_Penalties Ln_Penalties Ln_Penalties

Liberalcourt_prob -0.00116%** -0.00116** -0.00116** -0.013617%** -0.013617%** -0.01361**
(-3.32) (-2.37) (-2.44) (-3.60) (-2.70) (-2.57)
Clustering Firm State Circuit Firm State Circuit
Establishment FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
State FE Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Adjusted R? 0.284 0.284 0.284 0.142 0.142 0.142
Observations 7613615 7613615 7613615 7613615 7613615 7613615




Panel D : Non-imputed Employment Sample

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

Ln_Num_Viols Ln_Num_Viols Ln_Num_Viols Ln_Penalties Ln_Penalties Ln_Penalties

Liberalcourt_prob -0.00139*** -0.00119%*** -0.00112%** -0.01438***  -0.01094***  -0.01154***

(-3.84) (-3.37) (-3.38) (-4.10) (-2.94) (-3.32)
Establishment FE Yes Yes Yes Yes Yes Yes
Year FE Yes No No Yes No No
State FE No No Yes Yes No Yes
Ind x Year No Yes Yes No Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Adjusted R? 0.278 0.280 0.281 0.136 0.137 0.137
Observations 6295590 6295589 6295589 6295590 6295589 6295589

Panel E : Alternative Cutoff for Establishment Employment

1) (2) () (4) (5) (6)
Ln_ Num_Viols Ln_Num_Viols Ln_Num_Viols Ln_Penalties Ln_Penalties Ln_Penalties

Liberalcourt_prob -0.00193*** -0.00322%** -0.00410%** -0.02270%*%  -0.03593**F*  -0.04499***

(-3.63) (-4.24) (-4.17) (-4.23) (-4.62) (-4.49)
Emp Cutoff (>=) 10 20 30 10 20 30
Establishment FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
State FE Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Adjusted R? 0.286 0.291 0.298 0.144 0.148 0.152
Observations 4477444 2968903 2237600 4477444 2968903 2237600

Panel F : Corporate Misconduct Across Major Federal Agency Types

OSHA Wage and Hour Division at DOL EPA
1) (2) 3) (4) (5) (6)
Ln_Num_Viols Ln_Penalties Ln_Num_Viols Ln_Penalties Ln_Num_Viols Ln_Penalties
Liberalcourt_prob -0.00089*** -0.01114%%* -0.00011** -0.00137** -0.00017* -0.00218
(-5.59) (-5.38) (-2.29) (-2.02) (-1.73) (-1.47)

Establishment FE Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Adjusted R? 0.025 0.024 -0.011 -0.006 0.160 0.133
Observations 7608074 7608074 7602594 7602594 7603360 7603360




Table A2: Robustness : Judge Ideology and Resource Reallocation

This table presents the results from OLS regressions examining judge ideology and resource reallocation at a
firm-year-state level between 2000 and 2021. The dependent variable, ALog(Emp)y,s¢—1,t+k, represents the change
in the log of employment for firm f in state s from year t—1 to t+k, where k=1 to 3. Liberalcourt_prob is measured
by the probability of having more than two judges appointed by Democratic party presidents in a circuit court
which comprises three randomly selected judges. Peer_Liberalcourt_prob measures the exposure of establishments
in state s to Liberalcourt_prob in other states s’, where its peer establishments—owned by the same firm—are
located. The exposure is weighted by the level of employment in each peer state s’. Multi-region firms are defined
as firms that operate across multiple judicial circuits during the sample period. Panel A employs the dependent
variable, ALog(#0fEst) ¢ s1—1.t+k, representing the change in the log of the number of establishments for firm
f in state s from year t—1 to t+k, where k=1 to 3. Panel B presents state x year fixed-effects specifications.
Panel C uses an alternative sample excluding establishments based in California and Texas. Panel D employs the
dependent variable, ALog(Sales) ¢,s1—1,+k, representing the change in the log of sales for firm f in state s from year
t—1 to t+k, where k=1 to 3. Panel E is based on a non-imputed employment sample. Control variables included
in this table consist of Leverage, ROA, Ln(Assets), Q, Cash/Asset, Stock Return, Unemployment, GDP_growth,
and Blue_State. All variables are defined in Appendix A. State FE is based on the establishment’s location. Standard
errors are clustered at the state level. ***, ** and * indicate significance at the 1%, 5%, and 10%, respectively.

Panel A: Number of Establishment

1) 2) )
ALog(# of Est)t_u_*_1 ALog(# of Est),_; 42 ALog(# of ESt)t—l,t+3

Peer_Liberalcourt_prob 0.05899** 0.02184 0.00394
(2.67) (0.88) (0.13)
Liberalcourt_prob -0.00778 -0.01727 -0.02927
(-0.79) (-1.15) (-1.48)
Firm FE Yes Yes Yes
Year FE Yes Yes Yes
State FE Yes Yes Yes
Controls Yes Yes Yes
Adjusted R? 0.104 0.142 0.178
Observations 536629 472022 416714

Panel B: State x Year Fixed Effects

(1) (2) (3)
ALOg(Emp)t—l,t—H ALog(Emp), t+2 ALOg(Emp)t—l,t+3
Peer_Liberalcourt_prob 0.13495%** 0.10115** 0.13092**
(5.93) (2.54) (2.38)
Firm FE Yes Yes Yes
State x Year FE Yes Yes Yes
Controls Yes Yes Yes
Adjusted R? 0.056 0.078 0.100
Observations 536890 472207 416825




Panel C: California and Texas Exclusion

(1) (2) 3)
ALog(Emp), , t+1 ALog(Emp)thHQ ALog(Emp), , 43
Peer_Liberalcourt_prob 0.123277F* 0.06162* 0.08211*
(4.77) (1.92) (1.69)
Liberalcourt_prob -0.03579** -0.06656** -0.09459***
(-2.18) (-2.67) (-2.81)
Firm FE Yes Yes Yes
Year FE Yes Yes Yes
State FE Yes Yes Yes
Controls Yes Yes Yes
Adjusted R? 0.054 0.076 0.098
Observations 488352 429497 379183
Panel D: Sales Change
) ® ®
ALog(Sales), ;,,, ALog(Sales), ;, , ALog(Sales), ;, 4
Peer_Liberalcourt_prob 0.13550%** 0.11009** 0.14206**
(4.88) (2.27) (2.25)
Liberalcourt_prob -0.03892** -0.07151%** -0.10019***
(-2.25) (-2.81) (-2.84)
Firm FE Yes Yes Yes
Year FE Yes Yes Yes
State FE Yes Yes Yes
Controls Yes Yes Yes
Adjusted R? 0.060 0.079 0.100
Observations 536890 472207 416825
Panel E: Non-imputed employment sample
(1) (2) (3)
ALog(Emp), ,,,; ALog(Emp), ,,,, ALog(Emp), ;.5
Peer_Liberalcourt_prob 0.10062*** 0.10343** 0.07099
(3.96) (2.40) (1.04)
Liberalcourt_prob -0.03060* -0.05821** -0.08878***
(-1.97) (-2.39) (-2.73)
Firm FE Yes Yes Yes
Year FE Yes Yes Yes
State FE Yes Yes Yes
Controls Yes Yes Yes
Adjusted R? 0.043 0.062 0.080
Observations 470708 412203 363357




Table A3: Corporate Misconducts and Litigation

This table presents the results from OLS regressions examining regulatory violations and annual firm litigation.
Ln_Num_Lawsuits is defined as the log of one plus the number of lawsuits filed against the firm in a given year.
I(Lawsuits) is an indicator set to one if the firm faces any lawsuit in that year and zero otherwise. Num_Lawsuits
is the number of lawsuits filed against the firm in a given year. We classify a lawsuit in FJC Civil Integrated
Database as employment civil rights when NOS = 442; labor when NOS = 445, 660, 710, 720, 730, 740, 751, 790,
or 791; and environmental when NOS = 893. The independent variable, Violation, equals one if the firm engaged
in any regulatory violations in a year and zero otherwise. All variables are defined in Appendix A. State FE is
based on the location of the firms’ headquarters. Standard errors are clustered at the firm level. *** ** and *
indicate significance at the 1%, 5%, and 10%, respectively.

Civil, Labor, and Environmental Litigation

) ) 3)
Ln Num _Lawsuits I(Lawsuits) Num_Lawsuits
Violation 0.13582*** 0.08800*** 0.23059***
(7.44) (7.86) (3.19)
Leverage -0.08567*** -0.06490***  -0.66557***
(-4.90) (-5.24) (-2.96)
ROA -0.12888*** -0.08075*** 4.06066***
(-3.56) (-3.39) (5.21)
Ln(Asset) 0.07525*** 0.05898*** 0.66582***
(17.42) (22.15) (27.30)
Q 0.00691*** 0.00479*** -0.17800***
(2.92) (2.82) (-2.78)
Cash/Asset -0.02508 -0.03616** -1.09623***
(-1.19) (-2.32) (-2.87)
Stock Return -0.01431%** -0.00861*** -0.03060
(-4.57) (-3.46) (-0.69)
State FE Yes Yes Yes
Ind x Year FE Yes Yes Yes
Model OLS OLS Poisson
Adjusted R? 0.238 0.216
Pseudo R? 0.429
Observations 52479 52479 50424




Table A4: EPA civil judicial enforcement and Venue choice

This table presents summary statistics for EPA civil judicial enforcement actions in which the EPA referred cases to the
Department of Justice for civil litigation against corporate defendants during our sample period of 2000-2021. In Panel A,
we report sample selection of EPA civil judicial court cases. In Panel B, we use establishment-level address information
to identify the circuit court jurisdiction corresponding to each establishment involved in the alleged misconduct. Then,
we classify each case as involving either a single circuit jurisdiction or multiple circuit jurisdictions, as a single case
may involve multiple establishments associated with alleged misconduct. In Panel C, among single-jurisdiction cases,
we classify whether the case is filed in the federal district court corresponding to that circuit jurisdiction or not.

N % of Prior Stage

Panel A: Sample Selection
Start: EPA civil judicial enforcement actions matched to FJC data 1,619 —

Less: Non-corporate defendants (e.g., local government, or university)  (164) —
Less: Multiple enforcement actions consolidated under a single case (295) —

Final sample: civil cases 1,159

Panel B: Jurisdiction Classification

Violations in Single circuit jurisdiction 1,016 87.67%
Violations in Multiple circuit jurisdictions 143 12.33%

Panel C: Venue Filing (Single-Jurisdiction Cases)

Filed in district court matching establishment jurisdiction 986 97.05%
Filed in other district court 30 2.95%
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