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ABSTRACT: Why does corporate loWgstgngton, DC continue to expand, year after year?

What are companies loldnyiagd whyargue thtte modern grafttorporate lobbying reflects a
pathdependent learning process. Companies may come to Washington for many different reasor
act of establishing an office sets in motion several reitf@acmgka ccespanies value lobbying

more and more over time and that lead companies to become more proactive in their political str
The overall effect is that American businesses, once skeptical of government, cautious about ge
in patics, and reactive in their strategies, have now become increasingly confident, proactive, an
aggressive in their lobbying efforts, and businesses are increasingly seeing government policy a:
threat, but also as a tool. As a result|aurpm@izctivity is likely to continue to expand for the
foreseeable future, with large corporations playing an increasingly central role in the formulation
policies. My findings are based on original interviews with 60 corpocaéi@antbbiayistass

and complete lobbying histories of every company in the S&P 500 between1981 and 2005.



Over the last three decades, and particularly over the last ten years, there has been a
significant expansion of private representation in Wagbn, DC. In 2009, politically
active organizations reported $3.47 billion on direct lobbying expenses, up from $1.44
billion reported just ten years priband, controlling for inflation, almost seven times the
estimated $200 million in lobbying expenge 1983 Approximately 14,000
organizations are now listed in tidashington Representdatdotsry, double the
approximately 7,000 listed organizations in 1980he number of pages in the lobbying
directory quadrupled between 1981 and 2008, g&iag 531 to 2,154.

Consistently, almost half of these organizations in Washington represent business, and
more than a third of them have consistently been individual corporations. Roughly 70
percent of the money is spent on behalf of groups represéntsngess. By the numbers,
business dominates the ranks of interests represented in Washif®thattschneider
1960; Schlozman and Tierney 1986; Baumgartner and L2661).

This paperis based on the premise that explaining the growth of businegiigbb
presents both a puzzle and an opportunity. It preseptszale because there is no
immediately apparent explanation for the growth. When businesses expanded their
political operations significantly in the 1970s, such growth made sense as a response t
significant expansion of new government regulations and social pressures (Vogel 1989).
Such an explanation also fit well with established political science wisdom that groups

! Controlling for inflation, this is an 87% increase. These figures are based on pdisbitdged lobbying
expenditures under the 1995 Lobby Disclosure Act. The actual amount of lobbying expenditures is

probably significantly greater.

2 Robert ReichSupeapitalisiiNew York: Knopf, 2007), p. 134.

3 Figures orWashington Represeniiatings come from Kay Lehman Schlozman et al. OWho Sings in the
Heavenly Chorus? The Shape of the Organized Interest System,O paper presented at the annual Meeting of
the American Political Science Association, Boston, MA, August 2008.

4 And yet, despite the seemingly predominant role that individual businesses and their associations play in
the Washington, DC influence environment, Graham K. Wilson has estimated tha¢ @tbebout a

hundred political scientists studying parties and elections for every one studying business and politics.O
(2006, 33) And as David Hart remarked in the 20@vual Review of Political SGiEribe,business of

Washington is business, thasiness of American politics scholarship is anything but. Individual companies

are represented in American politics in large numbers. They are doing something, and we ought to learn
what and why.@his is not a new concern. Back in 1959, Robert Dahl ebeabtOFor all the talk and all

the public curiosity about the relations between business and politics, there is a remarkable dearth of studies
on the subject.O Similarly, in 1980, Edward Epstein echoed DahlOs bleak appraisal: ONot only do we still
await bave new theoretical frameworks and the dazzling empirical breakthroughs,O Epstein wrote, Obut
perhaps even more distressing, we still lack in a number of business and politics areas a critical mass
scholarship which offers the promise of significant resemntributions in the near futureETypically the

few items that appear are either brief journalistic accounts or scatological studies.O; The Seventh edition of
Interest Group Pqlitedsased in 2002, contains 17 essays, excluding the introducticonrasidsion; only

one deals specifically with business participation in the pofiticaéss. Cigler, Allan J. and Burdett A.

Loomis, 200dnterest Group PoliBogh Edition) (CQ Press: Washington D.C.); In the sixth (2002) three of
sixteen essays dedth corporations; the fifth edition, released in 1998, deals with business specifically in

only one of 16 essays. So, in the last three editions, only 5 of 49 essays (about 10%) are focused on business
political activity.



mobilize politically when their interests are threatened politically (Trul®&d; Hansen
1985).

But business political activity did not abate when the threats ceased. By the early
1980s, with the Reagan revolution in full swing and-besgefit analysis in place,
policymaking in Washington was increasingly sympathetic to bss@eporate
lobbying activity, however, did not abate. Rather, it grew slowly. And in theL&8@s,
with Republicans in Congress and the threat of new regulation all but gone, lobbying
began to grow faster, and has been expanding at increasing rage<Csintrolling for
inflation, between 1998 and 2008 lobbying expenditureseased faster than various
measures of government size and activity (Figure 1). The federal budget is a little bigger
(up 38 percent), there is a bit more legislation (43 pencert bills), and the annual
number of pages in the Federal Register has increased slightly (18 percent more pages,
though the number of final rules has been decliidgwn 22 percent). But lobbying
expenditures have increased by 77 percent, and thetlyiagypears to be accelerating.

Figure 1 Lobbying Growth and Government Growth
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Understanding the growth presents@wportunity because an explanation has the
potential to shed light on the relative power of business. If business political activity is
growing because companies are responding to government threats, this suggests less
influence than if companies are proactively pushing changes to the status quo (as | will

® This is a measure of all refted lobbying expenditures, for all groups. It is not possible at this point to
break out business lobbying as a share of all expenditures for each year, but the assumption is that since
business lobbying accounts for roughly-thiods of expenditureshé overall growth of expenditures is a
rough proxy for the growth of business lobbying during this period.



argue that they are). The latter would mean that businesses are having someeanfluen
defining the agenda, and as Schattschneider (1960) put it: OHe who determines what
politics is about runs the country, because the definition of alternatives is the choice of
conflicts, and the choice of conflicts allocates power.O (68; See aisctBact Baratz
1962.)

This paper argues that the growth of corporate lobbying is the result of-a path
dependent learning process. Companies may come to Washington to respond to threats,
but the act of establishing an office sets in motion several pegf@rocesses that make
companies value lobbying more and more over time. Lobbyists teach managers about the
importance of being politically active and help to point out (and sometimes even create)
new opportunities for lobbying. Managers gain more conaod confidence in their
ability to influence outcomes, and start to see participation as more appropriate and more
valuable. The overall effect is that American businesses, once skeptical of government and
cautious about getting involved in politics, @decome increasingly confident, proactive,
and aggressive in their lobbying efforts.

This paper will proceed as follows: First, | briefly describe the data, providing an
overview of the growth that has occurred. Then, | turn to theories of the firnvedage
hypotheses for the growth. | will contrast the neoclassical approach, which views the firm
as a unitary, omniscient actor capable of frictionless innovation, with three other theories,
which direct more attention to the internal workings of the famd its routines,
experiences, ideologies, and informafwacessing techniques. In short, while the
neoclassical view implies that changes in corporate political activity can be explained a
predictable reaction to changes in the external environmengttiex views conceive of
political activity as an evolving process in which fleasto see lobbying as something
valuable only once they start doing it, and then continue to expand their operations once
they have committed to politics.

To test the lbbyingasreaction hypothesis, | examine the relationship of the political
agenda to industry lobbying efforts in four esgly industries that have demonstrated
significant growth. | show that lobbying in these industries is sometimes tied to a
signifiant policy fight, but that company lobbying levels either continue to rise or remain
stable even after the policy fight has been resolved. | also show that many of the big
legislative battles are attempts by industry to alter the status quo, suggesting tha
corporate lobbyists are having a proactive role in shaping the agenda.

To test the learning hypothesis, | examine the stickiness of corporate lobbying
operations and show that there is indeed substantial inertia in corporate political activity.
Once involved in politics, companies tend to stay involved, and past lobbying efforts very
strongly predict current lobbying efforts, even three years back. There is also qualitative
evidence show that lobbyists do spend a good deal of time educating managfettseabo
value of politics and that information flows matter, providing support that companies do
learn to see Washington as valuable.



There are important implications to the story presented here. On the one hand,
companies are increasingly getting outrant of potential issues, trying to be more
proactive in their lobbying efforBviewing government more and more as a partner and
less as an adversary. As one lobbyist put it, OItOs gone from leave us alone to letOs work on
this together.O This may penid a potential new cooperative relationship for business
and government, who have been described as both OKindred StrangersQ98&jgel
and OUneasy PartnersO (McQuEl@4). But it also means that there are a steadily
increasing number of corporate lgbsts invested in making sure that their companies
and clients stay active, which may mean ginning up new lobbying opportunities,
including creating new distributive benefits such as earmarks or targeted tax breaks that
reward those who hire lobbyists.

Data and Trends

This paper is based on two primary original sources of data. The first is qualitative.
Following in the tradition of Bauer, Pool, and Dexter (1972), | interviewed 60 lobbyists in
Washington DC and on the telephone between October 2007 aardiv2008.
Approximately half of the lobbyists (31) represented companies in four industries
(pharmaceuticals, higlech, retail, and finance). Another 14 represented trade
associations in these four industries. The remaining 15 were independéirie(for
lobbyists. The lobbyists | spoke to were of a wide range of ages and experience and
background and stature. The second source is quantitative: complete lobbying histories
for every company listed in the S&P 500 between 1981 and 2005. This data comes from
the Washington Represendatotsry, which lists the number ofiouse lobbyists and
outside consultants individual companies have hired.

Most studies of corporate political activity use Political Action Committee (PAC) data.
So why use lobbyingsany metric? Though levels of PAC contributions do tend to be
reasonably weltorrelated with lobbying activities, many companies lobby but do not
have a PAC. Other companies, meanwhile, have a PAC but do not lobby (Tripathi, et al.
2002; Hansen et al. 2@). Perhaps more significantly, companies generally spend about
twelve times more on lobbying than they spend on campaign contrib(ibiys et al.
2000).The view | take is that here is that campaign contributions are best viewed as one
tactic that compnies use. Lobbying is simply a better, more comprehensive measure of
overall political activity.

The key question is why the Olobbying presencd©uge lobbyists plus outside
consultants retained, as listed in Washington Representatotsry) among S&P 500
corporations for the period 1981 to 2005 has almost doubled, increasing from 1,475 in
1981 to 2,765 in 2005



Figure 2.S&P 500 Lobbyists in Washington Representatives Directory
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| also want to know why the total number of domestioganies listed in the
Washington Representitdadsry has nearly doubled between 1981 ab@ilb going
from 2,120 to 4,144as has the total lobbying presence of these comgiagoing from
4,256 to 7,794 (see Table 1).

Table 1.Companies in thehiigson Representatives Directory
1981 1991 2001 2006
Total Domestic Companies Listed 2,120 2,254 3,670 4,144
Total Domestic Corporate Lobbying Presenct 4,256 4,434 6,930 7,794
Source: data from Schlezal2008

Table 2puts the larger businelsbbying presence in context, comparing the
combined number of lobbyists representing all companies, trade associations, and
businessvide associations as compared to the total number of lobbyists representing
potentialcountervailipgwer group® unionsand environmental, consumer, and good
government public interest groupBusinesses now enjoy roughly ad-@ advantage in
representation, up from -1 in 1981.

® This table, of course, leaves out a significant part of the Washington interest group community. There are
for example, many universities, locallgmments, foreign governments, disease groups, and many other
specialty groups represented. However, this table is designed to demonstrate the ratio of business groups to
groups who are most likely to battle directly against business in®eaesteasuref countervailing power.

These other groups are thus left out by design.



Table 2.Business vs. Countervailing Power, by Lobbying Presence

INTEREST TYPE 1981 2006
Business 7,059 12,785
Union 369 403
Public Interest 237 405

Business to Countervailing Power RATIO 11.65 15.82
Source: data from Schlezal2008

This provides a basic background. More companies are lobbying, and S&P 500
companies are lobhyg more than they used to. And overall, corporate lobbying is
expanding at a rate faster than potentially countervailing forces. But why has this
happened? What forces explain these trends and patterns?

Why do Companies Lobby?

In order to understand whgompanies behave as they do politically, it helps to have a
general theory of how firms operalénere are many theories of the firm in literatures
ranging from sociology to strategic management to economics. Four main theories of the
firm will be helpfulas a baseline: 1) Neoclassical; 2) Behavioral; 3) Rebasext and 4)
Agentbased. As a general rule, we can think of political activity as a strategy, like
advertising or R&D. As with advertising and R&D (or any strategy), companies will
engage in pltical activity to the extent that the perceived benefits outweigh the
perceived costs. In working through these theories, then, the key question to ask will be
under what conditions will firms perceive the benefits from political activity to exceed the
costs, and what goes into the calculations that companies make to this effect.

The neoclassical vieposits the firm as a unitary, fully rational acdihis tradition
makes a few key assumptions: 1) Firms have full information about their environment; 2)
Firms can easily gauge the consequences of their strategic decisions; and 3) Firms can
easily imitate each other and adopt new strategies. This means that as long as markets are
competitive, differences among individual firms in the same industry valyslve at best

" Publiclytraded firms in the U.S. spend roughly $200 billion a year on advertising and $350 billion a year
on R&D. By contrast, they spend roughly $2 billion a year on politipahticly-disclosed expenditures,
though this probably understates the total amount greatly.

8 Boulding (1943), summarizing OThe Theory of the Firm in the Last Ten YearsO writes that the modern
theory of the firm Ois exactly analogous to the reactionsafsamer by means of indifference curves.
Indeed, a consumer is merely a Ofirm® whose product is Outility.O0 (799) Hart (1989) notes that OThis
approach can be found in any modeday textbook; in fact, it is thenlytheory of the firm presentedO

(17578)



transient, and similarly sized firms in the same industry will be analytically
indistinguishablé.

In a world of omniscience and frictionless innovation, it is very easy to imagine
businesses jumping in and out of politics as situatiomsthasmight affect their bottom
line. Thus, the neoclassical theory leads to the hypothesis that if there is a valuable
outcome at stake that a company can affect in a way in which the benefits exceed the
costs, then that company should be expected toylobnd if not, that company will not
lobby. This means that corporate lobbying should primarily be a reaction to the political
agenda. The more government attention there is to issues of concern to a company, the
more that company should lobby. And onssues are resolved, companies should stop
lobbying. In most respects, the existing scholarship on corporate political activity is either
implicitly or explicitly built on the neoclassical view of the firm. Typically, firm political
activity is modeled aké consequence of a set of firm and industry factors, going on the
assumption that firms rationally and predictably respond to a given opportunity structure
with a reasonable assumption that their investments will pay off and improve their
profitability 10 Such a view also drives the economic theories of lobbying discussed in the
first chapter, which view companies as rational investors in a quid pro quo exchange of
campaign contributions for political favors (e.g., Grossman and Help&t)

One alternatea the neoclassical view is thehavioral theory of the firnwhich is
most closely associated with Cyert and March (1963). Rather than treating the firm as a
unitary actor with full rationality, the behavioral theory opens up the neoclassical black
box ard finds a complex web of rules and expectations and technologies that stand as
obstacles to the omniscience and frictionless innovation assumed by the neoclassical
theory. Cyert and March envision the firm as a series of Ostandard operating proceduresO
(SOPs) that direct firms to more or less apply the same strategies and approaches over
and over again, except in rare circumstari2esly when the firm faces a major new
crisis do its managers even think of bucking the old SOP in favor of a new standérd set
routines.

Of particular interest here is the effect of information. Since it is costly to acquire
information, firms only pay attention to certain aspects of their environment that they
have previously decided are important. Rather than OmaximizeRibg in all possible
information, firms OsatisficeO by making good enough decisions based on information that
is readily available or can be easily acquired, a process known as Obounded rationalityO

° Paul McNulty (1984), writing OOn the Nature and Theory of Economic Organization: The Role of the

Firm ReconsideredO noted that Oln economic theory, business firms differ from one another only in respect
of the character of the markets in which they bugell, and are at bottom, simply connecting links in an
economy.O (233)

19 As Hansen and Mitchell (2000) note in summarizing the research on corporate political activity:
OUnderlying this research is the assumption that corporate efforts to influetice i@ perceived by

managers to produce benefits for the firm, such as friendlier regulatory environment or additional
government contracts.O (892)



(Simon 1959). What this view implies is that when a emyploesnOt have a Washington
office, staying out of politics is the default routine. And without any information or
internal advocacy about politics, it is unlikely that managers would stop to consider the
option of political engagement. However there aceasions when a firm encounters a
new problem and a Oproblemistic searchO leads a company to establish a new
government relations operation. Once this happens, doing politics becomes the new
standard operating procedure.

A third theory, theresourcebasel view of the firmcomes out of the strategic
management literature. In the resoutcased view, firms are still oriented around profit
maximization, but there is no one best or obvious strategy to get there. Rather, each firm
applies the strategies treiem most appropriate given its unique capacities. Firms
generally stick to what they are good at, letting their existing capabilities drive their
strategic investments (Chandler 1992). As Barney (1986) explains, Ostrategic choices
should flow mainly fronthe analysis of [a firmOs] unique skills and capabilities, rather
than from the analysis of its competitive environment.O (1231) He also notes that new
strategies are often costly to implement, which can provide a brake on firms imitating
each other. Thisuggests that otherwise similar firms may, in fact, do very different things
in similar situations because of their unique cultures, histories, experiences, capabilities,
reputations, etc. (Teece 1984; Wernefelt 1984; Barney 1986; Nelson 1991; Chandler
1992; Teece et al. 1997)

Like the behavioral theory, the resowz@sed theory suggests a strong path
dependent component to lobbyiypnce companies get on the track of doing politics,
they are likely to stay on that track if it is working for them. Beitnhechanism here is
slightly different. Here, once firms build up political capacity (for whatever reason), that
political capacity then becomes a strategic asset. And a firm that has a strategic asset will
want to use that asset, and in the procedsely lio further improve its skill at using it. As
Teece et al (1997) explain, OFrom the resehmsed perspective, firms are
heterogeneous with respect to their resources/capabilities/endowments. Further,
resource endowments are Osticky:O at leasshothein, firms are to some degree stuck
with what they have and may have to live with what they 1&6{®4) Or as Richard R.
Nelson (1991) has put it, Othe ultimate reason why firms differ is rather superficial.
Implicitly, they differ because some nha event, or some initial condition, made
different choices profitable.O (65).

This implies that the more a firm lobbies, the better it will get at lobbying (certainly, it
will have more experience and better connections), and the better it getsyadolthe

" Teece and colleagues make a case for what they call Othe dynamic capabilities approach,O which builds
on the resourcdéased view, but gives additional attention to the development of management capabilities
and Odifficulto-imitate combinations of organizatiorfainctional and technological skills,0 (510) further
highlighting the extent to which differersce firm strategy and organization become-isifforcing and
meaningful in their own right.



more valuable a tool lobbying will become, and the more a company will want to lobby.
Lobbying has its own momentum.

The fourth theory, theagentbased view of the firntomes out of transactiaiost
economics. This theory posits the firrnathing more than a web of independent
actors, each pursuing their own saterest, tied together through a series of contracts
into shared production schemes and a series of relationships between principals and
agents, who have fundamentally railgnedgoals. Principals want agents to work harder
for less money; Agents prefer to shirk and get more money. Principals try to design
various systems to control the behavior of agents, often by aligning incentives and
developing complex monitoring systems.tgery to mislead principals, and to the
extent that their contributions are difficult to observe and that agents are able to shape
principalsO methods for evaluating their contributions, they tend to be successful.
Understanding the firm, then, is abautderstanding the struggles between principals
and agents, which will vary depending on such variables as task, organizational structure,
and time frame. (Alchain and Demsetz 1972; Jensen and Mecklin 1976; Fama 1980;
Cheung 1983; Fama and Jensen 1983; H889; Holmstrom and Tirole 1989;
Holmstrom and Milgrom 1994).

Though this approach has much to say about the structures and boundaries of firms, it
has less to say directly about the strategies and goals. As Jensen and Meckling (1976)
write, OAsking quisns such as Owhat should be the objective function of the firmOEis
seriously misleadinghe firm is not an indivisitlee ObehaviorO of the firm is like the
behavior of the market, i.e., the outcome of a complex equilibrium process.O (310)
Similarly, Fes (1993) notes, OContractual approachesEhave nothing to say about why
firms pursue different generic strategies.O (132)

The agemtbased view is important, however, because it directs focus to the role of
individual lobbyists (in this case, agents) irtrobimg and framing information and
opinions about politics. Lobbyists presumably have incentives to make their managers
(the principals) think that lobbying is very important to the company and that they (the
lobbyists) are doing a good job and there&ireuld receive more money and more
autonomy. This also suggests the possibility that lobbying may not be profitable for the
companybbut just for the lobbyist. Like the behavioral and rescbeased theories, the
agentbased theory also implies that lgbig will be a selfeinforcing phenomenon, since
the act of setting up an office puts in place a strong advocate for lobbying with a
particular information advantag@the lobbyist is the person responsible for telling
managers what is happening in Wagjton and what to do about it.

Taken together, these theories cohere around two basic hypotheses about why
lobbying might expand: either as a reaction to the changing political agenda, or because
companies learn to lobby. These two hypotheses are simtlae OeconomicO and the



OinstitutionalO explanations of corporate political activity suggested by Martirt{2000).
Essentially, one of the fundamental questions of both this dissertation and of MartinOs
work is this: Is lobbying a predictable responsediven political environment and set of
firm and industrylevel financial conditions? Or are there cognitive and organizational
considerations that may trump straightforward economic explanations, in which lobbying
activity more likely to be the product thfe experiences and attitudes of key decision
makers within the firm?

Lobbying as reactioneattdraal environment

The neoclassical view treats companies as omniscient actors capable of responding
quickly to their environment. Applied to politicsighmplies that firms react in
predictable ways to a set of threats and opportunities set forward by an exogenous
political agenda. This is the view that would find the most resonance in existing political
science scholarship. Truman (1951) argues thatcbsocioeconomic OdisturbancesO lead
the government to expand into new areas, which then mobilizes new constituencies.
Leech et al. (2005) propose a Odemand theory of lobbying,O suggesting that
OGovernment activity acts as a magnet, pulling groupskifdsl to become activéD
Organized interests only bother to lobby if government is already devoting attention to an
issue about affects them. Oln essence,O they conclude, Oa government decision to become
involved in an issue area sets the agenda fomexestd potential organized interests,
who are thus encouraged to come to the capital and defend their interests and advocate
particular solutions to perceived problemdsl@wery and Gray (1995), meanwhile,
develop a Opopulation ecologyO theory of intgresps, arguing that in order for
interest groups to form, they need more than just available resources. There must also be

2 The economic approach, Martin writes, ORests in the readily apparent economic interests of the
individual. Managers should have stable preferences orientedd@chieving profitability and grounded

in the material circumstances of their firms and industriesEThus an economic approach often infers
company political positions from the economic structure of the industry in which the firm is located.O (27)
The inditutional approach, meanwhile, suggests that things are a bit more complicated: OMotivations for
political action are complex and may include material gains, solidarity benefits such as friendship, and
purposive rewards connected to the explicit causieeajroupEDecisioamaking almost always occurs

under conditions of bounded rationality in which full information is not available. Ideas are key to forming
political preferences because ideological OframesO help people to perceive, to interpreglahd to lab
events happening around them. Ideas shape perceptions of legitimacyEMultiple interests, intermediate
goals, and uncertain causal relations force managers to think about which politics will best achieve
profitability.O (27)

13 Utilizing data on 45,00 federal lobbying reports filed between 1996 and 2000, plus data on every
hearing held during those years, coded into 74 Oissue areas,O Leech et al (2005) found thatlevtie issue
more committee hearings and more government spending were assegdthtetbre lobbying activity for

56 of the 74 issue areas. They projected that over-geanperiod: 1) For every committee active in an

area in a given year, there is an increase in the amount of lobbying by approximately 10 reports by
organizations; Zyor every 10 hearings over the period, there is an increase of about two lobbying report;
and 3) For every $10 billion in government spending in an issue area, there will be an increase of two
lobbyist reports.

1C



a hospitable and relatively stable environm2neé., substantial and sustained
government attention to the relevant isstfes.

The three theories discussed in the proceeding paragraph (TrumanOs disturbance
theory; Baumgartner, Leech et al.Os demand theory, and Lowery and GrayOs population
ecology) all imply that that the variation in lobbying across issue areas can mostly be
explaired by government attentida. Scholarship on the determinants of corporate
political activity is also either implicitly or explicitly built on the neoclassical view of the
firm. Typically, firm political activity is modeled as the consequence of a sat ahtl
industry factors, going on the assumption that firms rationally and predictably respond to
a given opportunity structure with a reasonable assumption that their investments will
pay off and improve their profitability (see Brady, Drutman, et &726r a review of
this literature).

This view leads to the hypothesis tbhangaslobbying can be explained lbhangas
government activity, since lobbying is mainly a reaction to the political agenda. If the
political agenda changes, lobbyingshl change.

Describing and measuring the political agenda, however, is fraught with complications
and complexities. Not all issues are the same. Some issues are bignsgoesghts in
which hundreds of different groups get involved, in which giaalitions form, and in
which public opinion matters. Other issues are small, narrow, targeted, often very
technical issues in which only one company has an interest, and the public has no ideas or
opinions. Some issues involve companies trying to prabserseatus quo (playing
defense); other issues involve companies trying to change the status quo (playing offense).

These differences are important. All things being equal, the chance to improve the
status quo (playing offense) is better than havingfemd to preserve the status quo
(playing defense). Playing offense has a high upside, and the only downside is that things
stay the way they are. Playing defense has a high downside, and the best that could
happen is that things stay they way they are.

If it were completely up to the companies, then presumably every issue on which
companies lobbied would be an attempt to favorably change the status quo. If companies
are simply lobbying in response to an exogenaletigrmined government agenda, there
may certainly be opportunities to lobby for changes in the status quo. But where do
opportunities come from? Do they spontaneously arise from legislators so eager to serve

4 Using 1990 statkevel data, Lowery and @y concluded that Othe likely sources of recent growth of
organized interest populations are lelegm changes in the size of latent constituencies and the resources of
government activity and interest certain®{ other words, lobbyists are respondiagiovernment

activity.

!5 None of these theories, however, explores the possibility that causality might run the otbéawis;

that government activity is in response to a sizeable lobbying community pressing for such activity.

11



corporate America that they know what companies want without them even having to
lobby?Or do they arise because some corporate lobbyist made a case that such a change
to the status quo would make good public policy? And if a company lobbyist made such a
case, it suggests that someone in the company was thinking about a way to use public
policy to benefit the company. This would be proactive lobbfingt simply responding

to the existing government agenda, but attempting to shape it. If a significant percentage
of lobbying is proactive lobbying, this would cast doubt on the story of |gbayia

reaction to the government agenda.

Lobbying as pdépendent learning process

As contrasted to the neoclassical theory, the three other theories presented in this
chapter all imply that lobbying is not just a response to the political environiouging
something that companies learn to do. The behavioral theory of the firm suggests that
routines are important, that once a company gets on the routine of doing politics, it is
likely to keep on that routine. The resowtzased view suggests thang develop
strategic assets, and that once firms develop the strategic asset of political engagement,
they are likely to want to continue to pursue political engagement because they view it as
a strategic asset. The agdatsed view puts the focus on induals, suggesting that once
hired, lobbyists should be expected to make a compelling case for the company
continuing to lobby.

All three views lead to the hypothesis that lobbying is not necessarily a predictable
response to a particular political emnment. Companies are not omniscient. In order to
see the value in political activity, they have to be paying attention. Even otherwise very
similar companies may respond very differently to the same objective political conditions,
with only some firms s the value in lobbying because they are the firms who pay
attention.

There are two helpful theories of corporate political activity that take into account the
potential for different companies to interpret the same political situation differently:
MartinOs theory of Ocorporate policy capa€ifg@95, 2000) and Schuler and RehbeinOs
theory of Othe filtering role of the firmO (1997, 1999). These theories are based on a
significant amount of strategic management research showing thaticrmgssgithin-
industry differences in management approaches and ideologies influence how firms
respond to a range obn-market pressures (Post 1978, Gricar 1988s 1987). Both
theories highlight that firms differ from each other structurally, historically, and

16 MartinOs researtiears special mention because she also uses interviews to peer inside the corporate
black box. Martin is primarily concerned with Obusiness managersO struggle to locate their interests in a
world of imperfect knowledge.O (2000,126). She finds that intesaairces, histories, and information
processing structures all matter for how firms come to their political positions on tw®issakiscare

and human capital investments. While the research and theorizing presented here echoes MartinOs
theoretical msights and interviewriented approaches, | am more interested in the broader question of how
corporate managers decide how active to be politically overall, and why these decisions might change over
time.
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strategjically, and these differences can have real consequences for how firms do many
things, including how they approach political activitiis view leads to the hypothesis
that changes in lobbying are not necessarily tied to the political agenda. Whileaoge
political events might push companies to start lobbying, political activity has a self
reinforcing logic of its own. Companies who set up offices also set in motion a learning
process and informatiegathering process, and put in place individual jofis who

have strong incentives to make sure those processes take place in such a way that
companies continue to lobby.

All this leads to the hypothesis that changes in lobbying could have as much or more to
do with reinforcing internal processes thanraes in the external environment. While
exogenous political events might push companies to start lobbying and sometimes
stimulate bursts of activity, political activity has aregiforcing logic of its own.

Companies who set up offices also set in matilarning process and an information
gathering process, and put in place individual lobbyists who have strong incentives to
make sure those processes take place in such a way that companies continue to lobby.

This also suggests that as companies beowne active, the political agenda should
involve more attempts by companies to change the status quo. If lobbying is sticky, there
will be times when government attention to issues that the company cares about recedes,
but company lobbyists continue to lgparound. Under these conditions, company
lobbyists have both the capacity and the incentives to try to generate changes to the status

quo.

Table 3 (below) sums up the proceeding discussion, highlighting what the different
theories of the firm suggest @plaining growth

Table 3.Theories of the firm and hypotheses for growth

Neoclassical Behavioral | Resourbased | Agenrbased
Goal of firm Maximize profits Satisfactory Maximize profits Individuals
profits maximizing rents
Information - Omniscient Limited Limited Limited B
gathering dependent on agent
capacity
Ability to adapt Quick Slow Slow Depends
Key factor Objective conditions Standard Existing Information and
driving firm operating competencies incentives
behaviors procedure
Key lobbying The political agenda/ | Whatever the | Sense of political | LobbyistsO internal
determi nant environment company did | efficacy advocacy
before
Lobbying grows The agenda or the Firms start Firms develop Lobbyists convince
becauseE environment changes. | lobbying and | more skillbbbying | companies to lobby
donOt stop. and want to use it. | more.
Reactive/ Reactive Proactive Proactive Proactive
proactive
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Value to the firm | By definition valuable | Uncertain | Likely | Uncertain

Resonance with | ODisturbance TheoryO | Institutional theories: OCorporate Policy CapacityO (Marf
existing theories | (Truman); ODemand | OFiltering Role of the FirmO (Schuler/Rehbein)

Theory of Lobbying®
(Baumgartner/Leech);
OPopulation Ecology®
(Gray/Lowery)

To make the distinctions between the two comgeérplanations clear, Figures 3
and 4 (below) contrast the two models of how and why lobbying might grow. In Figure 3,
lobbying grows in response to changes in the agenda. In Figure 4, mobilization puts
several processes in place that are all likely dotéemnore lobbying, all of which feed
back on themselves
Figure 3. AgendBriven Growth

Political Agenda / Mobilization /
Environment » | Increased Activity

Figure 4 LearninDriven Growth

More information v\

—®| Internal advocates [$—— More Lobbying

\ More competence /

Mobilization

Lobbying as a Reaction to the Political Agenda

How well does the political agenda explain the apd downs of company lobbying
efforts in an industry? Moreover, does the agenda primarily consist of threats to the
industry? Or are the big fights changes to the status quo that companies are pushing for,
suggesting that companies may be doing sometbislgape the agenda? This section is
an attempt to test the hypothesis that lobbying can mostly be explained as a reaction to
the changing political agenda.
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Figure 5 (below) tracks the growth of company lobbying by industry, aggregating the
total lobbyhg presence of all companies across 50 industry catejofiigs. first thing to
note about growth by industry is that most of the growth since 1981 actually turns out to
be the growth of lobbying in only a handful of industBié¢tigh-Tech, Defense,
Teleammmunications, Pharmaceutical, Utilities, Banking, and Insurance. The rest of the
industries are basically flat, and a few are even declining. However, once industries reach
a threshold size (about 100 lobbyists) growth starts to accelerate. This desgpsto
generally in the mid990s.

Figure 5.Industry Lobbying Growth
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In this section, | will look in more detail at four industries: Telecommunications,
Pharmaceuticals, Financial Services, and Higbh (Computers and Software). For each
industry, Iwill compare the lobbying history of the industry with congressional hearings
(a measure of government attention to the industry). The industry lobbying is simply the
sum of all lobbyists representing S&P 500 companies in the indflisegrings data are
from the Policy Agendas ProjééfThese case studies also summarize the major policy

Y The industry categorization scheme is an odbtheme | developed to deal with the problem that the
commonlyused SIC codes do not often map well onto coherent political clusters of interests. For a
thorough discussion of how these categories were constructed, see Drutman, 2009.

18 One slight cavedh interpreting the data here is that 1996 is an unusual year. For some reason, a lot of
new companies and a lot of new lobbyists show up iMtashington Representativasectories. Partially,

this could be because there are a lot of new lobbyiste&ina¢ to Washington that year (It was the year
Republicans took control of the House). More likely, it has to do with the fact that the Lobby Disclosure
Act of 1995 alerted the editors of the Washington Representatives directory to a number of loblbyists tha
they otherwise missed.

19 Seehttp://www.policyagendas.org/
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battles looking at what issues made £@ Weelds yeand legislative wrapps. (I
assumed that if it made it to the yesard wrapup, it was relatively important and
attracted at least a decent amount of attention.)

Each of the case studies is an attempt to figure out: 1) To what extent the company
lobbying presence in each of these industries follows the political agenda; and 2) to what
extent the political agendaomprises attempts by companies to change that status quo as
opposed to attempts to defend it.

An important assumption underlying this approach is that large (in this case, S&P
500) companies do lobby in response to indusidg issues and are not imnilied by
a collective action problem. There is good reason to suspect this is the case. In other
research (Drutma009), | have shown that large companies tend to be quite active on
industrywide issues because they see value in shaping the actuatietalitsy
Additionally, two dozen studies on the determinants of corporate political activity have
failed to find evidence for OlsonOs hypothesis that companies in less concentrated
industries will have a harder time mobilizing than companies in more cwatzd
industries (Hansemt al. 205), which offers more evidence that companies do indeed
lobby for industry goods.

Telecommunications

The total lobbying presence of S&P 500 telecommunications firms in Washington
(represented by the dotted line) mased nearly siold between 1981 and 1998, then
dipped slightly. Meanwhile, congressional attention to the industry (represented by the
straight line) had one major peak: 198800, following the implementation of the
Telecommunications Act of 1996. (Fagure 47.)

Figure 6.Telecommunications Lobbying and Hearings
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In reconstructing the political story of telecommunications lobbying, there is one
watershed event: The Telecommunications Act of 1996, which came into law following
more than a decadd tobbying by the regional Bell companies, who pushed year after
year to be allowed to expand into manufacturing and information services and repeal or
significantly amend the Communications Act of 1934. Though the push for the
telecommunications reformlbdated back to the 1980s, it really began to pick up speed
in the 1990s. By 1992, the industry won passage of the bill in the Senate. In 1994, the
House passed two different telecom deregulation bills. In 1995, the House and the Senate
both passed billgnd in 1996, the Senate and House finally passed the same bill rewriting
the rules of competition in telephony and information services, and President Clinton
signed it into law. This was a major legislative battle, and the concurrent increase in
lobbyingreflects this. Companies put substantive resources into this battle. But they did
So in attempt to pass the legislation, rather than to stop it from happening.

After the 1996 passage the industry only slightly reduced its lobbying efforts. No doubt,
there were good reasons to stay active. Thalblkgated many decisions to the Federal
Communications Commission, and not surprisingly, those companies who didnOt like the
way things had turned out tried to change portions of the2faw.2001, the Bells @&re
fighting to enter Internet service markets on equal footing with the cable companies, and
in 2002, President Bush signed legislation allowing the FCC to auction off airwaves to the
highest bidder, as opposed to doing so by lottery (as large compthresjhested). With
technology continuing to change and the government playing a major role in regulating
the industry, companies clearly have a reason to be involved.

Pharmaceuticals

Like telecommunications, the pharmaceutical industry achieved a tegjslative
victory at one point during this periddithe 2003 Medicare Modernization Act, which
added a prescription drug benefit to Medicare without requiring the government to
negotiate bulk pricing. Friedman (2009) estimates that this legislatiancptbd $242
billion surplus for pharmaceutical firms over ten years. Though prescription drug
coverage had originally been a Democratic proposal, Republicans and drug companies
took it on and made one key change: instead of the government buying thendsuths
companies would still get to compete on the market. It took three years and much
lobbying by the industry before the drug benefit became law by the narrowest of margins,
much to the delight of the industry.

D see, e.g. Mark LandlerStymied, SBC Seeks to Void Portion of LaNgw York Timdsly 3, 1997.
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Figure 7.Pharmaceuticals Lobbyirdeamnings
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Certainly, the government has long played a role in the pharmaceutical industry since
all drugs are required to be approved by the Food and Drug Administration (FDA). But
the major legislation affecting the industry in the 1980s was linfitedlOrphan Drug
Act passed in 1983, giving drug companies incentives to develop drugs with small
markets. In the mid980s, there was some attempt by the pharmaceutical industry to
ease bans on exporting drugs to the third world and reduce liabiltaéaines. The first
big battle came in 1992 with the passage of the Prescription Drug User Fee Act (PDUFA),
which allowed drug companies to pay more to fund the FDA in order to speed up the
drug approval process generally (this accounts for the firstrpdakg industry hearings).
This was a welcome and sougffiter law, since pharmaceutical companies found that
delays in bringing drugs to market were eating up their profits.

The federal government also began devoting substantial attention to healtiscea®
around this time, and the pharmaceutical industry had obvious interests in the debate

over nationalized health care. Said one pharmaceutical lobbyist:
Up until 1994, | think the pharmaceutical industry was just sort of drifting along. The
industry vas selling to private payers, and even though there was support in regulating
the products, Congress wasnOt as involved in that process. But there was a sense that the
Clinton healthcare plan was going to demonize two industries primarily, and that
included pharmaceutical companies.

The late 1990s were a time of major growth for industry lobbying efforts, and even
after the prescription drug benefit became law in 2003, the industry did not pull back. In
2004, for example, the industry won the passageopé® BioShield, a $5.6 billion
program to Oto accelerate the research, development, purchase, and availability of
effective medical countermeasures against biological, chemical, radiological, and nuclear
(CBRN) agents2D

2 http://www.hhs.gov/aspr/barda/bioshield/index.html.
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With the exception of the badi over healthcare reform, the major issues affecting the
pharmaceutical industry during this period (Orphan Drugs, PDUFA, Medicare
Modernization Act, Project Bioshield) have all been changes to the status quo that were
welcomed by the industry. As withettelecommunications industry, pharmaceutical
company lobbying was not simply a response to the government agenda, but also
involved lobbyists who are looking for issues to shape. Moreover, it also involved an
upward secular trend.

Financial Services

Hearings activity in the financial services industry peaks in response to the Savings and
Loan crisis of 1989 and the Salomon Brothers bond trading scandal of 1991. But neither
of these scandals triggered a major rise in industry lobbying. Rather, theobtegpd
increases took place before and after these crises. In particular, the rapid increase
between 1996 and 2000 correlates with the push for major financial services industry
deregulation, which came in 1999. Sixteen years after Ronald Reagaryipragdbsed
allowing banks to conduct business in securities, real estate and insurance and after a
number of fits and start§ongress finally passed the GrarheachBliley Act, a repeal
of the 1933 GlasSteagall Act. The bill allowed commercial bankggstment banks,
securities firms, and insurance companies to enter each others' markets. This paved the
way for a massive consolidation on Wall Street.

Figure 8:Financial Servicalsbying and Hearings
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This was the second major industry restructurmgive years. In 1994, after more
than 10 years of eand-off lobbying by the biggest banks, Congress passed a bill to set up
a nationwide branch banking system. Previously, banks that wanted to open branches in
other states had to set up and capitadigparate subsidiary banks. Big banks estimated
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they would save $50 million per year in reduced overhead and promised that customers
would benefig?

Following the passage of the GrareachBliley Act, of course, issues remained. In
2000, the industry sgessfully fought to deny the Commodity Futures Trading
Commission (CFTC) oversight of swaps and thus set up ground rules for a burgeoning
market in financial derivatives, which many believe was a key contributing factor in the
financial crisis of 2008. IR003, following Enron and the accounting scandals, Wall
Street came under scrutiny for its role again, but the one major piece of legislation passed,
the Sarbane®xley Act, only addressed the accounting industry and left the finance
industry largely untoched. In the years that followed, the industry enjoyed great freedom
to spread out into a wide range of complicated and hebaxiraged financial positions.
And when those positions turned out poorly, threatening the financial markets, the U.S.
governmehin 2008 provided TARP funds to ensure solvency at of all the major
investment banks, save dfie.

Of all the industries examined here, the financial services industry has come under the
most scrutiny during the last three decades. Yet even here, thioeads correlate with
the increases in lobbying. The major rup in financial services lobbying in this period
was to push a major deregulatory bill that the big banks wanted. Also important to note is
that, like in the other industries, the resolutiomahajor political battle did not lead the
industry to reduce its lobbying presence. Even when the battle over financial services
deregulation was over, companies maintained the capacity that they had committed,
finding new issues on which to stay active.

HighTech

It is often said of the computers and software industry that many companies had a
long-standing aversion to Washington, DC, imbued as they often were with eOdésit
libertarianism that made them uninterested in getting involved in pqiiites 2002). In
interviews, industry lobbyists frequently cited the 1998 Microsoftrastisuit as a wake
up call. The data, however, show that the industry was already on a growth trajectory,
though clearly the growth continued pd$98.

22 Andrew Taylor, ONationwide Branching Bill Finally Clears the Sen@@,WeeklySeptember 17, 1994

3t is worth noting that the one bank that did not get bailed out, Lehman Brothers,-imassted in

lobbying relative to other firms of compale size. Meanwhile, AlG, which received the biggest bailout,
overinvested in lobbying relative to other firms its size. See ODoes Lobbying Buy a Better Bailout,0 Lee
Drutman, blog post on The Monkey Cage, December 15, 2008,
http://www.themonkeycage.org/2008/12/does_lobbying_buy_a_better_bai.ht8de also, Deniz Igan,
Pracchi Mishra, and Thierry Tressel, OA Fistful of Dollars: Lobbying and the Financial Crigts,0 IM
Working Paper, December 2008ttp://imf.org/external/pubs/ft/wp/2009/wp09287.pdf , on evidence

that more lobbying led lenders to engage in riskier lending.
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Figure9. HighTech_obbying and Hearings
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Of the four industries examined in this chapter, Higth generally enjoys the best
reputation in Washington. Innovation is one of those things that all politicians like to be
for, and supporting the higtech indwstry is generally a good way for politicians to
burnish their innovation bona fides. Thus, the political history of the-teigi industry is
mostly the history of programs protecting intellectual property, encouraging overseas
sales, or setting up favotaltax regimes to help innovation and the development of the
Internet.

The first significant development for the industry came in 1984, when Congress passed
the Semiconductor Chip Protection Act. The bill, pushed by the semiconductor industry,
gave leyear patent exclusivity to any original semiconductor pattern. As early as 1989,
legislation setting aside $320 million to promote technology programs was getting some
attention in Congress, but it never gathered the momentum to become law. As early as
1992, high-tech companies were pushing for a relaxation on technology export controls,
trying to do away with what they felt were antiquated national security concerns that
were hurting their ability to sell abroad. But the higbh industry didnOt have thesuie
to get these bills through. In 1998, software companies ramped up their efforts to
reduce export controls, Internet companies succeeded in maintaining an Internet tax
moratorium, and Congress passed a law giving protection for digital worksjngclud
computer software (though some Internet service providers were unhappy about the
digital copyrights in movies and music).

Figure 9 highlights the fact that the turn of the century was marked by extensive
federal interest in what to do about the Y2kKoplem, though it was never clear that this
posed any particular threat to the industry. In the 2000s, the Internet tax moratorium
continued to be a major issue, as did the ability to export potential-Qska@l
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technologies. The higtech industry was asable to fight off regulations regarding
privacy and confidentiality of personal information, preferring tereglilate. By 2007

08, when | was conducting interviews, industry companies were working very hard to
reform the patent laws (in order to makenore difficult for secalled Opatent trollsO to
hold up technology companies) and to increasiEBH/isa quotas to attract top talent
from around the world.

Though the technology industry has obviously increased its lobbying, it is hard to
pinpoint a major battle that could have politicized so many companies, unlike in the
other three industries. Rather, it appears that once industry companies decided
Washington was important, they continued to find reasons to devote their resources to
political activiy.

Case Study Conclusions

In setting out these case studies, there were two main questions. 1) How closely did
industry lobbying activity correlate with the political agenda? and 2) How much of
lobbying was reactive (defending the status quo) as oppgsexhctive (attempting to
change the status quo)? | now turn to the answers.

1) Industry lobbying levels only loosely correlate to the ups and downs dfdb&epblitical agenda.
(below) summarizes the correlation between lobbying presence antjbdhaxclude
1996 because of concerns about the oddities of the data. | also use it as a potential turning
point because it seems that sometime around 1996, all the industries shifted into higher
gear with regards to their lobbying efforts). One thirag toes emerge is that prior to
1996, hearings and lobbying seem to be somewhat correlated in three of the four
industries, but post996, the correlation is negative for the same three industries.
Telecommunications is the one exception. But while govemaittention to almost all
issues tends to go through ups and downs (Baumgartner and Jones 1993), the lobbying
presence in all of these industries follows a steady upward trend, really picking up in the
mid-to-late 1990s. In two of the industriéselecanmunications and financial servid@s
major buildups of lobbying presence correlate with major legislative battles. In the other
industries, the buildips less closely follow particular issue battles. But in all four
industries, once the presence get# i, it does not diminish, and it usually continues to
grow.

Table 4.Correlations between hearings and lobbying

ALL YEARS 19811995 19972004
(excluding 1996) correlation correlation

Pharma 0.469 0.602 -0.365
Tech 0.212 0.239 -0.522
Fin. Service -0.205 0.516 -0.445
Telco 0.495 0.072 0.897
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2)Most major lobbying has been proactive lobbying to changkbst sthnfstioeo.
issues that are big enough to make it to@GkeWeeklyearend wrapups are issues on
which the industry was t@mpting to change the status quo, as opposed to defending the
status quo. In three of the four industries there was at least one watershed legislative
victory. Both telecommunications and financial services won a major rewrite of the
regulatory rules ohe industry, and the pharmaceutical industry won Medicare
prescription drug coverage without having to submit to government price negotiations.
The fourth industry, highech, won a series of smaller battles. Only the financial services
industry appears thave spent a significant time playing defense, but this is also an
industry that won two major legislative victories in the 1990s.

The story of lobbying activity as a pure response to government threats doesnOt hold
up well. Lobbying levels often appéatbe quite independent of the government issue
agenda, and where lobbying does grow in response to government activity, it is generally
in the form of industrsupported changes to the status quo. The story that emerges
instead suggests companies buildhgir capacity (often independent of the ebbs and
flows of government activity) and then use the enhanced capacity to push for desired
changes to the status quo, consistently maintaining that capacity regardless of the battles
of the moment.

Reasons fabbying

Table 5 (below) reports the results of a survey | conducted as part of my interviews,
asking lobbyists to rate the reasons for maintaining a government office. Defensive
lobbying (ONeed to protect against changes in government policyO)ps¢asdn,
averaging 6.2 out of 7 across surveys. But offensive lobbying (ONeed to improve ability to
compete by seeking favorable changes in government policyO) comes in right behind at
5.7 out of 7, as does ONeed to maintain ongoing relationships vidggmyakers,O which
points to a view among company lobbyists that lobbying is an ongoing process.
Meanwhile, issues of competition (Orespond to criticsO and Obecause other companies in
the industry are politically activeO) do not seem as important, garnegargrankings of
4.3 and 4.2, respectively, suggesting that an arms race story is not likely to explain the
growth of lobbying.

If lobbying were primarily reactive and purely in response to government activity,
company lobbyists presumably would notkdine seeking of favorable changes so highly
as a reason for keeping an office. Rather, lobbying has both an offensive and a defensive
quality to it. Companies want to make sure that they keep the gains they have already
obtained, but also are confidentamh to push for changes.
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Table 5.Reasons Company Lobbyists Give for a Washington Office
(each on a scale of 1 to 7)

Reason Mean Median SD
Need toprotectagainst changes in government policy (or other
government actions) that could be harmful. 6.2 7.0 1.1

Need to improve ability to compete by seeking favorable chan
in government policy. 5.7 5.0 1.4

Need to maintain ongoingelationshipsvith policymakers. 5.7 6.0 1.6

Need to navigate compliance, licensing, and otegulatory

interactionswith the federal government on a regular basis. 4.4 5.0 2.3
Need to respond toriticsand counter negative publicity. 4.3 4.0 2.2
Becausether companies the industry are politically active. 4.2 4.0 2.1

Government is a direct purchaser of comp@s products or
services. 3.6 2.0 2.6
N=31

Testing the Learning Hypothesis

There is good reason to suspect that learning is a key factor in the growth and
persistence of corporate lobbying. For a company, political mobilization sheds light on
what was previously a murky and unfamiliar world of politics. It puts in place internal
advocates for continuing and expanding political activity. It instills political activity with
the power of routine. It changes the way a company acquires and interpretapolit
information, with potentially direct consequences for the ways in which managers make
decisions about when and how much to lobby. More information and experience can
make managers feel more confident that their companyOs lobbying could alter a given
outcome. Moreover, with an already established operation, the marginal cost of
additional lobbying is greatly reduced. All this is more likely to make lobbying seem
worthwhile and encourage companies to do more of it.

The section tests three observablplioations of the learning hypothediast, if there
is a stickiness to lobbying, as this hypothesis suggests, once companies have lobbyists they
should generally stick around Washington at very high rates. That is, there shouldnOt be a
lot of inrand-out activity. Second, there should be a high degree of autocorrelation in a
companyOs annual lobbying efforts that extends back at least a few years. Both of these are
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guantitative indicators measuring the extent to which lobbying has an inertia of its own,
even as government attention changes.

The third observable implication is qualitative. There should be direct evidence that
lobbyists do educate corporate managers about the value and importance of Washington,
and some evidence that this education caker@mpanies value political activity more
over time. Also there should be evidence that information matters, that companies that
are more informed about Washington lobby more.

Quantitative tests of lobbying stickiness

To test the stickiness of lobbyifdgure 10 (below) tracks the y¢adyear persistence
rates among S&P 500 companies. This is a measure of how many companies who were in
the Washington Dirediioeyprior year and had not gone out of business were still listed in
the current yeaf? Among companies with even just one Washington lobbyist, the year
to-year persistence rates are consistently in the 97 percent range. And for companies with
a Washington staff of six or more, the persistence rate approaches 100 percent. Even
companies that onlrire outside lobbyists (companies sometimes will hire an outside firm
to represent them) stay on a reasonably high rates, particulad$98&twhich the
persistence rate among such companies hovers around 90 p&ineatgovernment
attention to isswgeof concern for any given industry tends to ebb and flow, all of this is
highly suggestive of a process whereby once companies learn to lobby, they keep
lobbying.

** For example, if the persistence rate for 1982 is 98 percent, this means that 98 percent of the companies
who had lobbyists in 1981 and were still in business in 1982 also still had at least one Washington lobbyist
in 1982.
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Figure 10.The Stickiness of a Washington Office

Year-to-year S&P 500 persistence rates
(by DC office size)
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A second way to test the stickinedslalfying is to use a tirrgeries regression to see
how much of the variation in lobbying is explained by a companyOs prior lobbying,
controlling for size, year, and industry effects. Most-8arées data involves a high
degree of autocorrelation, sinceatlyou did yesterday is always the best predictor of
what you will do today. But in order to test for true stickiness, | add not juseandags,
but also tweand threeyear lags for: 1) total lobbying presencéh(nse plus outside); 2)
in-house lobking presence; and 3) outside lobbying presence. Since we are mostly
interested in the effects of setting up an actual Washington office, | am going to limit the
sample here to just those companies with a Washington office. Thus, | estimate:

Model 1: Totd Lobbying = ! 1 Total Lobbying (1) +! > Total Lobbying #2) +! 3 Total
Lobbying (t3) +! sSales H sSales (i) +! 1Sales () +! 6:Sales (8) +! 7 Industry
Effects H gYear Effects

Model 1: Inrhouse Lobbying =! 1 In-house Lobbying {1) +! 2 In-house Lobbying {2)
+ !'31In-house Lobbying {8) +! sSales H sSales (i) +! 1Sales (R) +! 6:Sales (8) +! 7
Industry Effects + gYear Effects

Model 1: Outside Lobbying 2 1 Outside Lobbying {1) +! > Outside Lobbying {) +
I 3 Outside Lobbying {B) +! sSales H sSales (1) +!1Sales (R) +! 6:Sales (8) +! 7
Industry Effects +gYear Effects
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The data used are th&/ashington Representativgag histories for S&P 500
companies from 1981 to 2005. The results are reported below in Tablalbihnee
models, one, two, and three years of lagged lobbying are all substantial and significant
predictors of current lobbying levels, suggesting that lobbying is very sticky indeed, and
much of the variation can be explained by what companies didsnygars?

Table 6.Testing the OStickinessO of Lobbying
1: Total 2:In-house 3: Outside

Lobbying TYear Lag

0.760** 0.722% 0.755*
(0.014) (0.014) (0.015)

Lobbying 2YearLag ggges 0.064% 0.118*
(0.018) (0.017) (0.019)

Lobbying 3Yea Lag 5gpe 0.109% 0.052%*
(0.014) (0.014) (0.015)

Sales 0.112% 0.053% 0.059**

(0.011) (0.007) (0.008)

Sales ivear Lag -0.073* -0.040% -0.030%
(0.017) (0.011) (0.012)

Sales 2vear Lag -0.037* -0.016 -0.022*
(0.019) (0.012) (0.013)

Sales 3rear Lag 0.005 0.011 -0.004
(0.015) (0.009) (0.010)

(Intercept) 0.122 0.333 -0.188
(0.496) (0.321) (0.339)

Adj R squared 0.8877 0.8681 0.8166

N* 4825 4825 4825

* The N here is over 21 period209838); The number of coaspzaries from year to year
because this only includes active companies.

So far, the quantitative evidence is suggestive of there being a learning process that
keeps firms hanging around Washington. But what does this process look like? One way
of underganding the process of learning is to explore the role that education and
information play in the relationship between company lobbyists and corporate
headquarters. As the behavioral, resotvased, and ageffitased theories of the firm all
suggested, edation and information should play key roles in how firms make decisions
about whether and how much to lobby, with more education and more information
making firms more favorably disposed to lobbying. The algas¢d theory especially

% also tested 4ear lags. At four years, however, theeett are no longer significant.
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highlighted the incemtes that individual lobbyists have to educate and inform corporate
managers about the value of Washington.

In conducting interviews | observed key distinctions in both the extent to which
lobbyists had to educate managers on the importance of Washewgdahe frequency
of information gathering. In general, the more companies believe in Washington, and the
more communication there is, the more active the companies are in lobbying. This is not
a surprise. But delving into the details of how this happelps to show that there is
process of learning that involves lobbyists actively educating and informing managers
about the benefits of Washington, and that over time, this process can make companies
value politics more.

The Learning Process

Roughly hal of the lobbyists interviewed described a need to educate their superiors
on what it is that they do, because management remains skeptical of how lobbyists
actually benefit the company. | call these companies OdoubtersO to reflect their
skepticism. Herera some typical comments from these doubter company lobbyists

We do a lot of work to educate the highgrs. My purpose is to communicate what we are
doing. The dots are being put together so they get why weOre doing this.

Half of my job is internal labying, letting the internal clients know weOre here, that we have a
Washington office. 1tOs telling our tech guys that thereOs money here, and helping us to
identify particular needs so we can identify champions and construct programs. 1tOs an
iterativeprocess that goes back and forth.

You have to justify yourself. On a daily basis we have to point to something that benefited the company
in a way you can quantify.

On the other hand, at half of the companies, lobbyists did not have this problem, and
reported that their bosses did place a high value on the role of government affairs in the
company. Here are a few typical statements from lobbyists representing these companies:

The good news is that our CEO and leadership understands how important gmrern
relations is.

They think very highly of us. Washington is doing a lot that affects usEand we try to
make our office part of the business and try to help the business grow

Government affairs is very involved in the deyday management of the compa |

understand the issues theyOre dealing with, what manufacturing and marketing people are
dealing with, regulatory affairs, and | have a voice in decisions. | clearly have the ear of
the chairman.

There is no significant difference in size amongwleetypes (mean annual sales of
$29.1 billion for doubters as opposed to $27.6 billion for believers), but the believers
lobby much more on average (mean annual lobbying of $3.6 million as opposed to $1.5
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million). Believers are more likely to have beemaddor a whileD63 percent set up
offices prior to 1999, as compared to 40 percent of the doubters. | argue that being
around longer makes one more likely to see Washington favorably.

The believers are also generally less likely to target their Igbtoyuard selective
issues. Presumably, the lobbyists at believer companies have more leeway to work on a
broader range of issues because they are not under so much pressure to clearly translate
what they do into bottom line numbers. Lobbyists for doubtenpanies, by contrast, are
presumably under greater pressure to connect what they do to the bottom line, and so are
more likely to focus on selective issues whose benefits are easier to quantify.

Table 7.Doubters vs. Believers

Mean / Median Mean/ Median Lobbying % In DC prior % Selective Issues

Sales to 1999
Doubters (15) $29.1B/ $15.8 B $1.5 M/ $960 K 40% 57%
Believers (16) $27.6 B/$15.2B $3.6 M/$2.1 M 63% 35%

Almost universally, company lobbyists say that they produce value for timgiacies.
As one pharmaceutical lobbyist put it, Ol say to lobbyists, if you canOt multiply your costs
by 10 times or 100 times, thatOs not doing your job.O Of thé8dse representatives
that | interviewed, at some point during the interview, 29 dlesdrspecific examples of
how they were making the company more profitable, either by adding to the companyQOs
sales (including direct sales to government) or by reducing the companyOs costs (mostly by
reducing taxes and costs of goods, as well as limetyodation). Consider these
representative statements:

We informally try to be a profit center. We have a new product coming out in two years. For
that product, the Medicare program pays for only three years of drug coverage. ItOs an
anomaly in Medicareso one of my tasks is to change the policy so these particular drugs are
treated like all other drugs, so instead of three years of government paying for them, there
will be indefinite payments. And we can quantify how much money that means.

| was abled get a provision into the budget worth $50 million to the company

Our CEO knows that itOs valuable... A team like our tax team has seen the monetary savings
and therefore appreciates our work.

However, lobbyists at half of companies (almost entirel@tmibtersO) said they put
special emphasis on finding ways to quantify the value, which they generally said can be
quite difficult to do. After all, a significant share of lobbying activity involves stopping
policies, and it is often hard to estimate ¢bsts of what would have happened had a
company not lobbied.

Looking at how lobbyists educate and show value highlights two important points.
First, at many companies, lobbyists do a fair amount of work to convince their managers
that lobbying is, in faca good investment. Even among those companies who have
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Washington offices, there is still some convincing to do. And this convincing may take
time. Among lobbyists at ObelieverO companies who had been around longer, there was a
general consensus thatrporate leadership hadnOt always been as keen on Washington.
OThe DC office used to be hire one person, and leave Oem there,O said one lobbyist. Olt
was difficult to show a bottotine value.O Moreover, the trend lines for even the growth
industries showhat the 1980s were a generally flat growth period. Perhaps this was
because many companies were still Odoubters,O skeptical and cautious about the value of
a Washington lobbying office.

The Role of Information

Another important thing that happens wha company opens up a Washington office
is that it gets more political information, which alerts managers to more possible reasons
to lobby. Organizational scholars find that more information in any area is likely to
increase a managerOs confidence iicpkar outcomes. And the more a manager is
confident that action X will lead to result Y, the more likely the manager will be to
commit to action X (Aldrich 1979; Daft and Lengel 1986; Thomas et al. 1993). Increased
information use in all areas also intses the likelihood that managers will see issues as
potential gains (Thomas and McDaniel 1990). This is especially important in politics,
where there is such uncertainty.

Interviews revealed differences in the frequency of communication between
governnent affairs offices and top management. Among the 31 lobbyists, 20 (65%) said
they were in touch on at least a weekly basis, and five (16%) said they were in touch on a
daily basis. The remaining six (19%) were in touch on at least a monthly basis.i{8ee Ta
8)

Table 8 Companies by frequency of communication

Mean / Median Sales Mean / Median % In DC priorto % Selective Issue:

Lobbying 1999
Daily (5) $185B/$9.7 B $42M/$3.1 M 40% 67%
At least weekly  $31.1B/$18.3B $2.5 M/ $900 K 60% 39%
(20)
At least monthly  $27.1 B/ $10.7 B $1.1 M/ $650 K 33% 50%

(6)

Not surprisingly, the companies where there is the most frequent letabyist
management communication are the most active. These companies spend on average
$4.2 million annually orobbying, as compared to $2.5 million for the weekly
communicators and $1.1 million for the monthly communicators. The daily
communicators also tend to be smaller (mean sales of $18.5 billion, smallest of any of the
three groups), and three of five repartihe CEO. Three of five are also relative
newcomers to Washington, DC. Notably, this is the group with the highest percentage of
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selective issues (67%), which suggests targeted and aggressive lobbying on particular
issues. By contrast, the companies irclvlgovernment affairs communicates with
headquarters on an only Oat least monthlyO basis tend to spend the least on lobbying,
even though they are roughly the same size as the companies that communicate weekly.
Still, the fact that 25 out of 31 compan(86%) get at least weekly communication from

the Washington office ought to highlight just how much information is coming in.

With both information and expertise, there is a potential feedback process. The more
information that comes in, the more awaeganies will be of threats and
opportunities, and the more confident they will be that they can have an impact. This will
lead them to lobby more, which will further increase the amount of informdtigare
11 (below) posits a flow chart of how beconeidgcated and informed feedback once
companies open an office.

FIGURE 11.The effects of education and information

More info about \
/V political developments

7/ More lobbying
More education on /
benefits of lobbying

Conclusions and Implications

Open Office

The evidence presented here points to the growth of corporate lobbying ag aainl
path-dependent learning process with particular policy fights sometimes playing a
catalytic role. Companies may come to politics for a variety of reasons, but the act of
establishing a Washington presence sets in motion several reinforcing procssdesy |
more information, more competence, and internal advocates for lobbying. Companies
learn what it means to lobby, and become convinced that it yields valuable benefits.

One lobbyist (who took a decidedly proactive view of corporate lobbying)ipist i
way: OWhen [company] started, they thought government relations was something else.
They thought it was to manage public relations crises, hearings and inquiries. My boss
told me: YouOve taught us to do things we didnOt know could ever be diaeh.O A
lobbyist, who had been in Washington, DC since 1985, described the evolution as a
Ogradual process of educationO:

A lot of companies used to have somebody out in California and then hire somebody here, whoOd
educate and say this is why this is imaottand over the years you start to see it. The people in
Washington were able to speak to issues in a much more intelligent way than somebody just in
general counseltOs a gradual process of edfioeagehthe CEOs more involved, testifying on the

Hill, they get a little more familiar with the process and understand why itOs important.
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This story hews to the historical record. More than fifty years ago, when Bauer, Pool,
and Dexter (1972) surveyed the state of business lobbying, they fourgHidbyists to
be generally disorganized and disengaged, lacking both resources and competence. Other
accounts of business lobbying from the same time period reported similar findings.
(Matthews1960; Milbrath 1963; Wilson1981).Companies generally didt maintain
government affairs departments (or in the rare case that they did, the departments were
skeletal and not particularly connected to what the rest of the company was doing). This
meant companies were unlikely to have internal advocates focgladitigagement, and
corporate leaders were unlikely to be familiar and/or informed about politics and
generally distrustful and even disinterested in politics (BerdSt&®) Suttoret al. B56;
Vogel1978). So even though the politics of the time wegelg prebusiness, companies
didnOt devote a lot of resources to taking advantage of opportunities. In a sense, the state
of business lobbying was at an equilibridmithout lobbying capacity, business was
unable to make lobbying a worthwhile investmamigl without it being a worthwhile
investment, there was little reason to develop capacity.

But in the latel960s, the politics of Washington turned decidedly@rorate and
upset the equilibrium. Initially, business leaders were caught off guacdicaddt put up
much of a fight against the new social regulation. But as leaders increasingly felt their
autonomy and profitability under siege from a new array of government agencies, it
became apparent that there was enough at stake to merit a signifi@stiment in
capacitybuilding, and the second half of the 1970s saw a significant increase in business
political activity. (Vogel989; Harris1989)

By the 1980s, the rush to regulate had subsided and in some respects been rolled
back, and the growthfdobbying flattened out, reaching another equilibrium state. More
businesses now had Washington offices, but there was no real reason to expand those
offices. The threats had subsided, and companies were content to keep lobbyists around
in a mostly defemge mode. As long as government didnOt do anything major to challenge
business, business wouldnOt do anything major to challenge government. As one lobbyist
recalled, Oln the 1980s, the Washington office was dgtating goodwill ambassador,
as opposedta real policy professional. The guyOs slogan was: if youOre working more
than 30 hours a week, youOre doing something wrong.O

But in the 1990s, businesses began growing more aggressive their lobbying efforts,
entering a new state of disequilibrium tkad currently inhabit. This paper has argued
that this new period of more proactive lobbying is product of companies learning that
politics is important, and developing more comfort and confidence in their ability to
affect outcomes. Unlike the mostly desfiea lobbying growth in the 1970s, the more
recent lobbying reflects much more pressing to change the status quo. As one lobbyist put
it: Ol think 20 years ago, you have a Washington office to keep the government out of
your business, and | think peopleveaevolved to understanding now that there are
opportunities, partnerships with government. We donOt want to be a sort of business
versus government. That doesnOt work.O
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The growth in lobbying expenditures over the last ten years has continued to pick up
pace with each passing year. Will it continue to escalate? Based on the research presented
here, the answer appears to be yes. Lobbying seems to beeagmifing process, and
the amount of money is far from its upper limit. Companies still spendtavedy small
amount on politics (roughly $3 billion) as compared to the $200 billion a year they spend
on advertising or the $350 billion they spend a year on research and development.

Perhaps political activity was always a good investthBat. becaus of the power of
routine and the costliness of informatigathering, as well as a generalized ideological
aversion to being involved in politics, few corporate managers historically thought to
devote substantial resources to polit@trporations needefirst to be mobilized in order
to pay attention to politics and then to develop enough capacity to affect outcomes before
politics seemed like a worthwhiigategy. Thus, AnsolabhereatOs puzzle, OWhy is
there so little money in politics?O (givenpbtential benefits) is only a puzzle if one
maintains fealty to the neoclassical assumptions of perfect information and frictionless
innovation. Focusing on education, information, and the slow process of capacity
building reveals that companies haditstfovercome institutional and cognitive obstacles
before becoming political.

Assuming companies are still in the learning phase (and that there is still money on
the table), we are likely at a disequilibrium point, during which companies will continue
to devote more and more resources into politics. There are, after all, many industries
whose political capacity has so far remained mostly dormant, and could be awoken if the
industry were challenged. For example, | conducted interviews with several retail
companies and trade associations. Retail is an industry that devotes comparatively limited
resources to lobbying (especially for its size), but industry lobbyists uniformly thought it
was because there hadnOt yet been a major political battle that eiladetid many in
the industry why politics matters. Were there such a battle, the industry presumably
would quickly expand its capacity, setting in motion thersgiforcing logic of political
activity. Meanwhile, companies already active will presuynadnitinue to expand as
long as the marginal impact of additional investment in politics exceeds the marginal cost,
which it will presumably continue to be the case for at least the foreseeable future.

There are two potential consequences of this incrglgsengaged and proactive
business lobbying. One is that as companies develop more and more confidence in their
ability to alter public policy, they will become increasingly greedy. So lobbying may
involve more and more companies trying to affect weeditsfer®small changes in the
tax code, contracts, appropriations, and other small benefits that fall in tsaliewce,
no-opposition penumbra of what Lowi (1964) called Odistributive politics.O Interviews
have suggested that many company lobbyrstsiader some pressure to show that their
efforts do in fact contribute to the bottom line, and as more companies lobby, there will

% The Carmen Group claims thiaOcollected $11 million in fees and delivered $illlbn in assistance to

its clients-- a ratio of less than 1 to 100.0 (See Jeffrey Birnbaum, OClientsO Rewards Keep K Street
Lobbyists Thiving,® Washington Post, February 14, 2006; Business Week offers probably a more realistic
estimate: 28o-1, also based on contracts, see: Olnside the Hidden World of Earmarks,O Business Week,
September 17, 2007.
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be more lobbyists, and in particular, more lobbyists looking for easily quantifiable reasons
to justify their services.

Consider changes to the tax cotle2005, a presidential panel noted that following
the Tax Reform Act of 1986: OThere has been nearly constant tinkemoge than 100
different acts of Congress have made nearly 15,000 changes to the taX thee.O
repottOs cover letter noted: OOur tax code is rewritten so often that it should be drafted in
pencil.OFigure 11 (below) shows that between 1974 and 2006, the number of pages of
federal tax rules more than tripled. More than half of those changes came b&88&en
and 2006, and more almost a third came between 2000 and*2@0.a merely a
coincidence that lawmakers have suddenly had so many new and creative ways to re
write the tax code?

FIGURE 11.Pages of Federal Tax Rules
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On the other hand, there is reason to think that as companies become more
comfortable with politics, they might be likely to see their interests more broadly. They
might be less concerned with their narrow bottom line and more willing to compromise
on a boad social benefit. This would fit with the Ocontemporary resurgenceO that
corporate social responsibility is enjoying (V@36b). More and more companies want
to be seen as good corporate citizens. As the scrutiny of their corporate political activity
has increased, there may be more and more pressure for companies to also show a public
spiritedness in their lobbying activitidfiese two consequences are not mutually
exclusive. Some businesses may push for narrow benefits in some areas, while others
become more and more part of the Washington community and see their role as social
leaders. But what does seem to be clear is that there has been a transformation in
corporate lobbying, and we are entering a new world, where growth comes more and

?"The PresidentOs Advisor Panel on TaxoRefNovember 2005, OSimple, Fair and-Browth:

ProposalOs to Fix AmericaOs Tax SystemO p. 16; Available at
http://www.taxfoundation.org/blog/show/1156.html

2 See Chris Edwards Olncome Tax Rife with Complexity and InefficiencyO Cato institute Tax & Budge
Bulletin, no. 33, April 2006 http://www.cato.org/pubs/tbbAbB04 33.pdf

34



more comes$rom business leaders increasingly realizing the importance of political
activity and feeling confident and justified in doing it, as opposed to simply responding to
shifts in the government agenda. And as more businesses continue to learn about
Washingtonand develop more and more confidence in the value of lobbying, political
activity will likely only continue to grow.
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