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~CHAPTER 1-INTRODUCTION~

1 CHAPTER 1: INTRODUCTION

Strategy research has paid little attention to the implications on firm performance of
the so-called “non-market” environment of the firm, until recently. Non-market
environment of the firm consists of the forces that shape and constrain the markets firms
operate in. Baron (1995: p.48) defines the non-market environment as “(the) set of forces
[that] are manifested outside of markets but often work in conjunction with them [and]
consists of the social, political, and legal arrangements that structure interactions among

companies and their public”.

While “market” strategies aim at shaping interactions with competitors, customers and
suppliers in the market place, non-market strategies consist of actions “specifically designed
to influence the institutional players” that determine public policy, and shape the “rules of
the game” that govern interactions among firms, competitors and consumers in their market
environment (Holburn & Vanden Bergh, 2002). Firms are constrained by institutional players
that determine the rules of the game, be it regulators, political actors, or the society. For the
purposes of simplicity, in this dissertation, the “non-market” term will be used as it pertains
to the relationship between firms and politicians; and firms and society. Firm strategies
targeted towards those players in the non-market environment may have important
consequences on firms’ performance in the market environment, since non-market actors
have the power to change the business landscape and the competitive positions of firms.
Therefore, designing and deploying strategies towards those non-market players is crucial

for a firm, and by no means less important than “traditional” strategic actions.
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~CHAPTER 1-INTRODUCTION~

At a very broad level, this dissertation is going to focus on performance implications of
firms” non-market strategies. Before defining the gaps in the literature, in the next section, I
will first discuss the importance and relevance of firms’ relations with the political and social

environment.

1.1 FIRMS AND THE POLITICAL ENVIRONMENT

Political environment of firms is a source of uncertainty for the firm. A firm’s political
environment poses uncertainty for the firm for three reasons: First, the firm has limited
ability to predict accurately the future state of governmental policies. There are two
dimensions to this sort of inability: perceived inability to predict effects of future policy
states on the firm, and perceived inability of managers to predict consequences of response
choices. Second, regulators may disagree on regulatory direction and uncertainty may also
arise as a result of this disagreement on how to implement regulations, as well as from
definitions, measurements, and rules (Haley & Schuler, 2011). Third, key interest groups in a
firms” non-market environment, such as NGOs and trade unions may disagree on the targets
of regulators, i.e. what should be achieved through regulations, and how to achieve those
targets; and apply strategies to affect these policies, putting the firm under the pressure of

competing demands (Haley & Schuler, 2011; Pfeffer & Salancik, 1978).

Uncertainties created by the political environment, as well as the discretion of political
actors over the markets result in firms” dependency on the political environment. Managing
this dependency can have important implications for the competitive position of a firm.
Policies may directly impact industries, as well as macro-economic conditions, which will
consequently impact an individual firm’s survival chances and performance. Specifically
firms which operate in industries that are highly regulated, or firms which are highly

dependent on the government, such as firms with a high proportion of sales to, or contracts

11



~CHAPTER 1-INTRODUCTION~

with the government (e.g. defense contracts), or with heavy cost burdens imposed from
public policy will be more impacted by this uncertainty created by the political environment;
and will be more inclined to engage in political action to shape public policy (De Figueiredo
& Tiller, 2001; Hansen & Mitchell, 2000; Hillman, Keim, & Schuler, 2004; Schuler, Rehbein, &

Cramer, 2002).

To manage their dependency on the political environment, and to obtain firm-specific
benefits, firms deploy various strategies, both individually and collectively with other firms.
Firms form political action committees (PACs), operate a government relations office,
contribute to politicians” campaigns, appoint politicians on the board of directors of the firm,
form coalitions (such as trade associations), get into advocacy advertising, among others.
Political strategies may provide firms with various benefits, such as first mover advantages
in foreign markets (Frynas, Mellahi, & Pigman, 2006). “Domestic” benefits are also obtained
through exchange relationships firms build with politicians: For instance in exchange for
private gains, politicians may provide benefits to firms, through price fixing, restrictions on
the market entry, or policing cartel agreements (Stigler, 1971). Firms may mitigate regulatory
risks in merger and acquisitions through their political strategies (Clougherty, 2003, 2005).
Holburn and Vanden Bergh (2013) show that utilities companies increase their election
campaign contributions to politicians the year before they announce a merger, targeting to

secure regulatory merger approvals.

In extreme cases, firms may try to penetrate the political environment, and co-shape
regulations with the government, “blurring” the distinction between business and political
institutions (Dieleman & Sachs, 2008). Co-shaping regulations with the legislators might alter

the competitive positions of certain groups and distribution of profits within an industry, as
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a result of inter-firm variability towards the impacts of those regulations (Pashigian, 1984;

Thomas, 1990).

1.2 FIRMS AND THE SOCIETY

One other component of a firm’s non-market environment that creates uncertainty
for the firm is society, which can be defined as the community of people living in a particular
region and having shared customs, laws, and organizations, in the simplest sense. Strategy
research has been primarily concerned with obligations of firms to their shareholders, i.e. to
maximize shareholder wealth. Given the current way capital markets operate, this
prioritization is inevitable for a firm if it wants to survive. However, this does not mean that

firms do not have other obligations they need to fulfill to survive.

Apart from fulfilling their obligations to the shareholders, and to the regulatory
institutions, firms need to secure a “social license” to operate. Social license “governs the
extent to which a corporation is constrained to meet societal expectations and avoid activities
that societies (or influential elements within them) deem unacceptable, whether or not those
expectations are embodied in law” (Gunningham, Kagan, & Thornton, 2004). Meeting the
expectations of the society is primarily about the perception of whether the firm is doing
“good enough” as a result of its actions. In other words, the society “evaluates” the means
firms use when conducting business and assesses whether the business itself can be justified
with the benefits it provides to the society. Actions by firms that are deemed “unacceptable”
will be sanctioned; and firms may face direct revenue losses as well as reputation losses as a
result of those unacceptable actions (King, 2008; Pruitt & Friedman, 1986; Pruitt, Wei, &

White, 1988).

On the other hand, in exchange for the “benefits” provided by a firm to society, the
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society may in return award the firm with more willingness for providing resources the firm
needs (Backhaus, Stone, & Heiner, 2002; Frooman, 1999); such as legitimacy (Heugens, van
den Bosch, & van Riel, 2002; Selsky & Parker, 2005); reputational capital (Fombrun,
Gardberg, & Barnett, 2000); and greater tolerance if the firm suffers from negative events
(Godfrey, Merrill, & Hansen, 2009).

Therefore, how firms manage their social environment will have implications for firms’

performance in the market environment.

1.3 RESEARCH GAPS

Prior research has investigated firms’ relations with their non-market environment,
both in terms of firms’ relations with political actors and with society. However, there are
many issues that remain to be further investigated to provide a more fine-grained analysis of
firms’ non-market strategies as well as the performance implications of those strategies.
Below, I will discuss three main gaps in the literature on firms’ non-market strategies and the

research questions that arise from these gaps, which this dissertation addresses.

First of all, before moving into the performance implications of firms’ non-market
strategies, there is a need to provide a more granular analysis of the actors in the firms” non-
market environment, as well as of how these actors interact with the firm. No matter how
strong a firm’s desire or motivation to manage its non-market environment, this will not
necessarily match with its ability to do so. Many attributes related to the firm and the players
in the non-market environment will moderate the outcome of any interaction between the
parties. To understand why a firm acts the way it does, we need to more carefully consider
the attributes that make this action possible (King, Felin, & Whetten, 2010). Likewise, to
understand what the outcome of any interaction between a firm and its non-market

environment will be, we need to carefully consider the attributes of the players on both sides,
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and the conditions under which the interaction between the firm and the non-market player

takes place.

As a first step, we need to define the actors in the non-market environment in a more
granular way. For example, firms’ relations with “government” have been of interest to
scholars, specifically in international business literature. The government is taken as a
“variable, rather than a constant or a given”, since government has an impact on
multinational firms” entry, operation and exit decisions (Boddewyn & Brewer, 1994). Most of
the time, however, political strategy literature considers the government as a unified body,
an individual level actor on its own (Shaffer & Hillman, 2000), whereas firms do not really
interact with a “government” but rather with politicians within the government. This
politician level interaction has only recently started to get attention from scholars (Faccio,
2006; Gehlbach, Sonin, & Zhuravskaya, 2010; Hillman, 2005). Once we shift the focus to firm-
politician dyads, then we will be able to provide a more granular analysis of the interaction
between a firm and a politician, taking into account both parties” attributes and how these
attributes will interact with each other within the dynamics of the relation as well as the
context. Firms differ in their capability to successfully manage their political environment,
but also differ in their susceptibility vis-a-vis the politicians in terms of being subject to rent
extraction. Rent extraction by politicians is inherent in relationships between the firm and the
politician, since these relations are based on exchanges between the parties, and exchanges
by nature consist of transfer of resources from one party to another. Therefore, it is crucial
for us to understand the factors that may lead to rent extraction by politicians, to be able to
assess whether political strategies will be “effective” without compromising the firm'’s
financial performance. If not well understood and foreseen, such rent extraction by
politicians may result in ex-post poor firm performance. Therefore, one research question

that this dissertation addresses is:
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What are the factors that impact politicians’ rent extraction from firms?

Second, a common perspective in the literature is that firms that have linkages with
politicians use these linkages to manipulate the economic and legislative environment in the
best interests of the firm. So linkages with politicians are supposed to serve as means to
“absorb” the uncertainty arising from the political environment and to shape and create a
more “favorable” environment for the firm (Hillman & Hitt, 1999; Hillman et al., 2004;
Pfeffer & Salancik, 1978). Even though such linkages might aim to manage the dependency
of a firm on the political environment, the risks arising from a partner’s potential
misappropriation of firm resources is disregarded (Katila, Rosenberger, & Eisenhardt, 2008).
In other words, the literature focuses on the ex-ante conditions for building linkages with
politicians, assuming that once the exchange is in place, firms are able to derive positive
returns from those exchanges. However, linkages with politicians may backfire as politicians
who hold the power to bestow benefits to the firm also hold the power to extract benefits for
themselves. The question regarding whether firms draw positive financial returns from
political linkages therefore remains a relevant one. Moreover, prior literature does not
distinguish between the different types of linkages firms can build with politicians!, whereas
political linkages might take many forms and different forms might have different
implications in terms of their implications on firms” performance. Therefore, there is a need
for a more granular analysis of the impacts of different types of linkages, and their
characteristics in terms of how they impact the exchange between a firm and a politician, to
better understand the eventual financial performance consequences for the firm. So, another

research question this dissertation addresses is:

1 One exception is Okhmatovskiy (2010) who distinguishes between government ownership
linkages and board linkages.
2 In alphabetical order: France, Germany, Greece, Ireland, Latvia, Lithuania, Poland and the
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Do firms draw positive financial returns from their political linkages, and if so,

through what types of linkages?

Third, while both the political environment and the social environment of firms have
received attention in terms of how they impact firms’ financial performance, the integration
of different strategies addressing different dimensions of the non-market environment has
received very limited attention in the management literature (Doh & Lucea, 2013). Some
theoretical work suggests that firms should simultaneously target different non-market
actors through their strategies, and should diversify their non-market strategies (Baron,
2001a, 2003, 2011; Lord, 2000). However, systematic investigation of the joint use of different
non-market strategies and the implications of this simultaneous deployment of strategies on
financial performance of a firm remains to be conducted. Such integration of non-market
strategies is particularly relevant given the changes in the few last decades: Firms, civil
society and the public sector have increasing interactions among them. With the rise of
global interconnectedness, as well as improved communication means, civil society has more
power on firm actions, since firms may be directly targeted through social protests,
shareholder resolutions, consumer boycotts, in other words, through what is conceptualized
as “private politics” (Baron, 2003; Baron & Diermeier, 2007; Davis, Morrill, Rao, & Soule,
2008). Civil society has also more power on the governments. Civil protests became part of
modern life. They occur with greater frequency, and with more diverse constituencies, and
claims are of a wider range. Governments’ power is challenged by many new international
actors such as NGOs, regional blocs, scientific networks, epistemic communities, which focus
both on post-material issues such as consumer issues, environmentalism and minority rights,
as well as economic issues such as import duties, manpower training or price support (Berry,
1999). This changing business landscape, increasing co-dependence between business,

politicians and society and a “rebalancing of power” among those actors is an important
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characteristic of the last decades (Doh & Lucea, 2013). And it calls for a more systematic
investigation of how strategies towards different actors in the non-market field interplay
among each other and how this interplay impacts firms’ financial performance. A final
research question the dissertation addresses is:

What is the impact of integrating non-market strategies targeting different non-

market fields on firms’ financial performance?

14 MAIN RESEARCH QUESTION AND THE ESSAYS

Through the above three research questions, this dissertation aims to answer the
following main research question:

What impact do non-market strategies have on firms’ financial performance?

This dissertation consists of three essays, each one addressing a separate research
question defined above. It draws attention to the double-edge nature of non-market
strategies, and the importance of forming a right portfolio of such strategies. The first essay
discusses theoretically the contingency factors that are likely to result in a firm’s exposure to
rent extraction by politicians. The second essay, through empirical investigation, looks into
the relation between a firm’s political engagement and financial performance while
distinguishing between different types of political linkages the firm has. Finally, the third
essay analyzes the impact of simultaneous deployment of strategies targeting multiple fields
of the non-market environment, i.e. strategies towards politicians and society at the same

time, on firm performance.

Essay 1 provides a conceptual framework on rent extraction by a politician as
determined by a multitude of factors which all change the power dynamics between a firm

and a politician. Rent extraction by politicians is inherent in the relationship between a firm
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and the politician, and if not well calculated, such rent extraction by the politician may result
in deterioration of firm performance. Therefore the research question this paper aims to
answer through the conceptual framework, i.e. what factors are likely to result in rent
extraction from a firm by a politician, is a relevant one to be able to assess whether a linkage
with a politician will indeed prove to be beneficial. The aim of the conceptual framework is
to shed light first into the variation among both firms and politicians in terms of their power
within the exchange relationship they build, and then to understand how the dynamics of
the relationship as well as the characteristics of the political environment change the rules of
the game within the exchange. In other words, I first look into the exchange partners’
characteristics, i.e. firm characteristics and politician characteristics, which determine the
resources the exchange partners may potentially bring into the exchange, thus the potential
dependence of the exchange partners on each other, hence the power each party will hold
over one another. Then I discuss the exchange characteristics, i.e. relationship dynamics,
which determine whether the power the parties behold will translate into the use of this
power. I additionally take into consideration the political environment characteristics, which
may change the rules of the game between the parties through dispersing the power in the
political arena, and which change the power-dependence dynamics between the exchange
partners; and therefore impact rent extraction by politicians.

Drawing on work from multiple fields, with this framework, I hope to shed some
light on the relationship between firms and politicians, since “understanding the relationship

between business and politics remains an enigma.” (Lux, Crook, & Woehr, 2011).

Essay 2 investigates whether firms draw positive financial returns from their political
linkages. This essay looks into the relation between firm political linkages and financial
performance through distinguishing between different types of political linkages. It argues

that the potential reach of firm influence, and whether the firm is going to achieve positive
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outcomes through its political linkages is going to be determined by whether a linkage
creates incentives for the politician to reciprocate, while limiting ex-post dependencies
between the firm and the politician. Put more specifically, this essay argues that linkages that
create a pseudo lock-in situation and decrease incentives for the politician to reciprocate
since they reduce the uncertainty about continuity of future exchanges, will decrease the
benefits the firm may draw from the exchange and increase the rent extraction by the
politician from the firm; and thus will impact the firm’s financial performance negatively.
Linkages that create incentives for the politician to reciprocate since they preserve the
uncertainty regarding future exchanges, and that limit the ex-post dependency of the firm on
the politician, on the other hand, will increase the likelihood for the firm of obtaining
benefits and decrease the rent extraction by the politician from the firm; hence will impact

the firm’s financial performance positively.

I test the proposed relationships in the second essay using a unique longitudinal
dataset (2002-2011) covering different types of linkages between politicians and all publicly
listed firms in the UK. Three different types of linkages to politicians are investigated: board
directorship of politicians; gift giving to politicians; and sponsorships provision to
politicians. These three types correspond to different points of a continuum in terms of the
uncertainty regarding future exchanges they inherit and the ex-post dependencies they
create. The findings confirm the predictions and have important strategic implications. They
imply that by choosing ex-ante which types of linkages to establish with politicians, firms
can actually avoid the negative consequences of having political linkages and may be able to

draw positive financial returns from such linkages.

Finally, Essay 3 analyzes how the integration of non-market strategies targeting two

different dimensions of the non-market environment, namely politicians and society, impact
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the financial returns for a firm. This essay explicitly takes into account the portfolio like
nature of non-market actions and looks into the impact of simultaneous deployment of
political linkages and community engagement on firms’ financial performance. The essay
investigates how community engagement targeting the social environment of the firm may
serve as leverage in other non-market fields, such as the political environment of the firm. It
argues that community engagement by firms may actually increase the likelihood of the
linked politician’s reciprocity through increasing the value of the “package” offered by the
firm within the exchange; and also alter the asymmetry of dependence between the parties in
favor of the firm, since it increases the likelihood of the firm to find alternative sources to
obtain benefits in the political arena. This essay takes a step to treat the external environment
of the firm “as the multi-faceted concept it is”, and does not consider the social and political
environment of the firm as conceptually discrete (Henisz & Delios, 2002). Moreover, it argues
that firms” community engagement acts as a complement to their political linkages.

I empirically assess the financial implications of such integration of two non-market
strategies using data collected on political linkages of UK firms from 2002 to 2011, which is
combined with community engagement data provided by an extra-financial rating company,
Asset4. As predicted, the findings indicate that firm actions in one non-market field, such as
community engagement targeting the social environment, serves as leverage in other non-
market fields, such as the political environment. Therefore, through community engagement,
while firms secure resources from the society and avoid sanctions, they also improve the

returns from their political linkages.

Through these three essays, first by investigating the factors that determine rent
extraction from firms by politicians, then looking into the consequences of political linkage
characteristics on the value drawn from them, and finally analyzing the complementary

nature of political and social engagement, the final goal of this dissertation is to contribute to
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identifying the boundary conditions for firms” ability to manage their dependencies on their
non-market environment. By taking into account the potential risks and costs arising from
dependency management moves and investigating the consequences of these moves, firms’
non-market actions offer us a fertile context to contribute to resource dependence
perspective, and investigating the limitations of the theory, as called for (Hillman, Withers, &

Collins, 2009).
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Figure 1-1: Structure of the dissertation
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1.5 EMPIRICAL SETTING AND DATA

1.5.1 Empirical Setting

The empirical setting used in this dissertation is the United Kingdom. Most studies
on firms’ political linkages have been conducted using the North American context or
emerging economies. The UK provides an interesting case for analysis of linkages between

firms and politicians for various reasons:

First of all, the legislative environment in the UK results in a high level of
transparency of linkages between firms and politicians. The members of the parliament
(MPs) are required since 1974 to disclose any type of linkage with firms that may result in
the clash of interests, meaning any exchanges with firms that may actually raise doubts
about the MPs” complete fulfillment of their public duties. The disclosure levels in the UK
stands out compared to other European countries. In a recent report by Transparency
International, it is stated that 11 of the 25 European countries do not cover all relevant
aspects of MPs' interests and/or disclose only partial information (Transparency
International, 2012). Only 8 of the 25 countries have a code of conduct for parliamentarians2.
Since 1996, the requirements in the UK for disclosure have become stricter, and been defined
more clearly (Torres-Spelliscy & Fogel, 2012). Throughout time, some minor changes have
been made and new requirements such as the requirement of the declaration of any family
member employed by MPs are added?. In sum, in the UK, any benefits received by the
Members of the Parliament, and in some cases by the family members of the MPs, both in

terms of value and sources are disclosed extensively (Djankov, Porta, Lopez-de-Silanes, &

2 In alphabetical order: France, Germany, Greece, Ireland, Latvia, Lithuania, Poland and the
UK.

3 The most recent version of the rules regarding the declaration can be found here:
http:/ /www.publications.parliament.uk/pa/cm/cmcode.htm
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Shleifer, 2009). Failure to disclose any sort of relation with firms may result in suspension of
the MP from the House of Commons as well as a reputational scandal for the MP and
his/her party*.

Apart from disclosure, the availability of disclosure information to public is another
factor that makes the UK a valuable setting to collect data. In many countries, even though
disclosure by politicians is required, the information is not publicly available in almost half
of the cases (Djankov et al., 2009). France, for instance, has disclosure requirements, however
by law they are not publicly available. The UK ranks as the top European country in terms of
disclosure and the public availability of this disclosed information, and the first country in
Europe to make this information publicly available. Therefore the disclosure levels in the UK
as well as its public availability makes it possible to collect data on linkages between firms

and politicians that go far beyond information based on firms” disclosure of such linkages.

Moreover, the legislation in the UK allows for direct corporate spending from the
corporate treasury for politicians and political parties. The Companies Act of 19855 has been
amended in 2000. Starting from 2000, firms were required to disclose political contributions
made by the firm to their shareholders.¢ This amendment required publicly traded firms to
disclose any political spending of over £2000 in the directors” annual report (equivalent of US
S.E.C. annual reports). A further amendment in 20067 resulted in even more shareholder

control over political spending, since it required publicly traded firms to obtain shareholder

4 Examples are numerous in the past, such as scandals of Mo Mowlam and Robert Wareing
of the Labour Party in the late 90s, or Keith Vaz of the Labour Party very recently.

5 Companies Act is an Act of the UK, which sets out comprehensively the responsibilities of
the companies, their directors, and secretaries.

¢Companies Act, 1985, c. 6, § 235(3), sched. 7 (U.K.); Explanatory Notes to the Political
Parties, Elections and Referendums Act, 2000, c. 41, 9§ 246,
http:/ /www legislation.gov.uk/ukpga/2000/41/notes/division/5/9

7 Companies Act, 2006, c. 46 (U.K.)
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consent for political spending over £5000 before the firm money is spent. Unless
shareholders do not consent, firms are prohibited to do any such political spending, for a
period that could go up to 4 years. And any directors who make unauthorized spending are
required to compensate for the amount spend, plus interest, plus any loss or damage
resulting from the unauthorized expenditure (Torres-Spelliscy & Fogel, 2012). Torres-
Spellicy and Fogel (2012) show that, after the 2000 amendments, some well-known publicly
traded companies stopped or decreased to a wide extent their political spending in terms of
sponsorships, such as Rolls-Royce and British Airways; and there has been an observed shift
from publicly listed to privately held companies in terms of contributors. These
amendments have important implications for the analyses in this dissertation, since such
political spending by UK firms, as they require shareholder consent, do not typically
represent an “agency” problem within the firm, i.e. firm executives fulfilling their personal
taste for politics through spending the firm’s money. They rather seem to constitute

“strategic” actions by firms to obtain benefits for the firm from the politicians.

Second, the mobility between business and politics in the UK is quite vivid since
there exists no regulatory prohibition against movement of politicians to private domains
and firm executives to public domains. Current politicians are allowed to take a seat at the
board of directors of firms, or work as consultants to firms, as long as they declare these
posts. There exists only an advisory body for advising on the mobility of politicians to
private sector, which is ACOBA, however ACOBA is not a statuary body and just an
advisory one, meaning that it has no discretion over the choice of the politician to serve in
the private sector. Actually, this extremely flexible mobility has been subject to criticisms
since MPs were seen as “cabs for hire”, whose outside directorships and employments raise
questions about the fulfillment of their role as MPs (Transparency International, 2011). A

very recent report from The Guardian states that over the last session of the British
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Parliament, the MPs have declared earnings more than £7 million from “outside” jobs such
as directorshipss. According to the report, some of the MPs have worked more than 1000
hours during the last parliament session of 2012-2013, and made ten times more money than
the parliamentary salary. Given this flexibility of the MPs for taking posts within companies,
and given the amount of financial benefits the MPs obtain from such posts, the UK becomes
a really appropriate and interesting setting to analyze the linkages between firms and

politicians, and to investigate what the firms gain from those linkages.

Third, and finally, the UK provides an appropriate context to analyze the strategic
value of linkages between firms and politicians at the firm level, since alternative political
strategies such as lobbying are less relevant than in many other countries, such as the US.
Relations between firms and their political environment may be multi-layered, i.e. firms may
adopt strategies towards their political environment both individually and collectively with
other firms. In some countries such as the US, lobbying, which many firms in the same
industry usually do collectively, is quite effective and the lobbying industry reaches numbers
such as 3 billion USD per year, whereas the lobbying industry in the UK is much smaller
than its US counterpart (Vidal, Draca, & Fons-Rosen, 2011). Therefore, firm level political
linkages as means to manage the political environment become relevant and important in the

UK context.

1.5.2 Data on Linkages Between Firms and Politicians

I have hand collected data on linkages between firms and politicians from 2000 to

2011, i.e. from the date that the disclosure legislation has changed and the MPs’ linkages

8 http:/ /www.guardian.co.uk/politics /2013 /may /27 / mps-declare-income-other-jobs,
retrieved on May 28th, 2013.
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with firms are disclosed extensively, up to 2011°. This period covers three general elections,
which took place in 2001, 2005 and 2010. Whereas from 2000 to 2010, Labor Party was in

power, in the 2010 elections, the Conservative Party came into power.

The information disclosed by the MPs is extensive and covers information regarding
any board directorship of MPs; as well as remunerated employment of the MPs;
sponsorships received in the form of financial contributions; gifts and benefits received; or
expense coverage for overseas visits; as well as shareholdings of the politicians in firms; and
finally miscellaneous relations between MPs and firms. The disclosed information covers
both public and private firms, individuals, organizations as sources of any “benefits”
received by the MP; as well as by the MP’s spouse in some cases such as gifts received and
overseas visits that are paid for; and by the MP’s children in the case of shareholdings. These
types and their detailed definitions of are provided in Appendix A at the end of the

dissertation.

To identify the publicly listed firms that have any sort of linkage with an MP, I have
scanned the parliament registers that contain information disclosed by the MPs, and I have
matched the names of all publicly listed firms?0 in the UK with the names of firms mentioned
in the registers of the British Parliament. For details of the identification process, please refer

to Appendix B.

9 In the empirical analyses in Essay 2 and Essay 3, only linkages between 2002 and 2011 are
used for regressions, since the other databases merged with political linkages information
(i.e. financials and community engagement data) lacked information for before 2002. In this
chapter, I still describe the whole time period from 2000 onwards, since the focus here is on
political linkages.

10 For a firm to be included in the dataset, it is sufficient that it has been publicly listed at
least during one year during the investigated time window.
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There are 1148 MPs that hold office during the time window from 2000 to 2011, and I
identify 2500 unique linkages between all publicly listed firms and MPs, covering various
types of relations. The most frequently observed type of linkage between publicly listed
firms and the MPs are the shareholdings of the MPs, followed by expense coverage by firms
for the MPs’ overseas visits. Figure 1-2 provides the total frequency of each identified type of
linkage between firms and MPs, and Figure 1-3 shows the evolution of the frequency of

those types over the time period, from 2000 to 2011.

Figure 1-2: Frequency of all types of identified exchanges between firms and politicians,
2000-2011

directorships
remunerated employment
spoonsorships

gifts and benefits
overseas visits

overseas gifts and benefits

shareholdings

miscellaneous

0 100 200 300 400 500 600 700 800

29



~CHAPTER 1-INTRODUCTION~

Figure 1-3: Evolution of the frequency of all types of exchanges between firms and
politicians, 2000-2011
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When these 2500 unique linkages between firms and MPs from 2000 to 2011 are
inspected more closely, we see that there are 248 different companies that are at least once
declared by an MP for the existence of a relationship, and 390 different MPs who declare at
least one sort of relationship with a firm. The MP whose name appears the most within the
2500 linkages is Jonathon Djanogly of the Conservative Party, who has served as the Trade
and Industry Spokesman shadowing the Department for Business, Enterprise and
Regulatory Reform. When further investigated, we see that he has shareholdings in more
than 10 companies, and holds these shares throughout the time window. Dominic Grieve of
the Conservative Party ranks as the second name, again as a result of his shareholdings. Ian
Taylor of the Conservative Party, on the other hand, ranks the third with 47 directorship
linkages throughout the time period, in addition to other types of linkages he has. The firm

name that appears the most (132 times), on the other hand, is British Airways, since the
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company’s name is disclosed many times under the gifts and benefits section, as a result of
free flights or class updates provided to MPs. Royal Dutch Shell ranks as the second firm
(with 104 linkages), with approximately 75 percent of its linkages in the form of financial
support for overseas visits of MPs. Barclays ranks as the third (with 103 linkages) firm, with
its linkages with politicians in various forms, such as overseas visits support, shareholdings,
gifts, remunerated employment and sponsorships. British Petrol (79 linkages),
GlaxoSmithKline (61 linkages) and National Grid (58 linkages) follow these companies in the

rankings in terms of the number of times their names are disclosed under a linkage.

As shown in Figure 1-4, we see that of these linkages between firms and politicians,
approximately 75 percent are with industrial firms, whereas 12 percent are with banks, and
the rest are with financial companies, insurance companies or mutual and pension funds,
and private equity firms!l. Approximately 95 % of the firms that are identified to have
linkages with politicians are “very large” companies, whereas 4 percent are “large”
companies and only 1 percent is “medium sized” and “small” companies (0.05 percent

each).12

11 Those are publicly traded private equity firms.

12 The classification of companies according to their size is made based on financial data
provided by Orbis: Companies that match one of the following criteria are considered as very
large: Operating revenue bigger than or equal to (>=) 100 million euros (130 million USD);
total assets (>=) 200 million euros (260 million USD); or number of employees (>=) 1000
people. Large companies are those ones that are not “very large” and still have either an
operating revenue of (>=) 10 million euros (13 million USD); or total assets (>=) 20 million
euros (26 million USD); or number of employees (>=) 150 people. Medium sized companies
include those that have either an operating revenue (>=) 1 million euros (1.3 million USD); or
total assets (>=) 2 million euros (2.6 million USD); or employees (>=) 15 people. Small
companies are those that do not fall into any of these categories in terms of their financials.
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Figure 1-4: Types of firms that appear in the identified linkages between firms and
politicians, 2000-2011.
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This dissertation is going to focus on only a subset of these identified linkages: The
second essay and the third essay (first and second empirical paper of the dissertation) focus
on board directorships of politicians, gifts given to politicians, and sponsorships provided to
politicians. All other types of linkages are also included in the analyses as controls; however
do not constitute the focus of the dissertation since they are not considered as “exchange”

interfaces between firms and politicians:

First, I do not investigate the impact of remunerated employment linkages, since after
investigation of the data, I realize that more than 50 percent of those declarations relate to
paid TV appearances or royalties for articles written in journals, and do not really constitute
a strategic link between a firm and a politician allowing for an “exchange”. Among the rest,
most also relate to fees paid to the politician for a seminar or speech. Otherwise, and only in
a small percentage of those declarations, these linkages relate to the expertise of an MP, such

as in judicial services, and although debatable, do not constitute a clear strategic non-market
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action by the firm but rather an outsourcing of a task to experts, including politicians. These

linkages are still included in the analyses to control for omitted variable bias though.

Second, overseas visits!3 linkages are also not treated as a main variable of interest.
The data show that these benefits are mainly provided with either through a group of UK
companies (rather than individual firms) that operate in the country of visit, most probably
for strategic purposes that may serve their overseas subsidiaries; or by foreign firms that are
not listed in the UK. Therefore this type of linkage does not allow for soliciting out firms’
individual level linkages, and does not constitute a dyadic relation between the firm and the
politician. Whereas it coul