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ABSTRACT 
 
 

This dissertation consists of three papers that are linked through the topic of 

organizational capabilities.  The first paper, entitled “Organizational Core Capabilities, 

Strategic Intent and Performance: A Study of the Pharmaceutical Industry,” looks at the 

association between capabilities, strategic intent and performance.  Employing 

capabilities theory and the strategic intent literature, I model (i) the association of firm-

level capabilities and rigidities on performance, (ii) the association of strategic intent and 

performance and (iii) the interaction effects of capabilities and strategic intent upon 

performance.  Our sample consists of pharmaceutical firms during the years 1993 to 2003 

and I find that both capabilities and strategic intent are negatively associated with firm 

performance.  The interaction of the two main effects is positively related to performance 

conditional on firms having high strategic intent.  The findings point to potential evidence 

of core rigidities theory as well as strategic intent theory, which has yet to be empirically 

tested by scholars. 

The second paper is entitled “The Impact of Political Capabilities on Firm Performance: 

An Empirical Investigation.” In this paper, I integrate capabilities theory with the 

literature on corporate political activity (CPA).  The CPA literature has been robust in 

addressing the determinants of a firm’s choice to engage in political activities but has 

been less robust in modeling the CPA-performance link.  I address this by first 

integrating capabilities theory and political action and then by testing a number of 

constructs on a sample of Fortune 500 firms from varying industries.  Specifically, I find 

that political action committee (PAC) intensity and lobbying intensity is associated with 

higher firm performance.  I then interact PAC intensity with lobbying intensity and also 
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find positive association between this interaction and performance, denoting that these 

two activities are complements and not substitutes.  Finally, I moderate these 

relationships with industry concentration and find that performance increases for 

politically active firms as industries become more concentrated.   

The third paper is titled “Political Capabilities and Rigidities: The Case of AT&T’s 

Acquisition Attempt of T-Mobile USA.”  This paper studies, in an in-depth case study, 

the political capabilities of American Telephone and Telegraph (AT&T), focusing on the 

years 1984-2011.  Using capabilities and rigidities theory from management, I provide 

detailed evidence of (i) AT&T’s intent to compete on political capabilities, (ii) the 

success derived from these political capabilities and (iii) situational failure resulting from 

an over-reliance on these political capabilities.  In the empirical section, I show how the 

firm failed to assess external information that it needed to adjust its competitive strategy 

and, as a result, failed to acquire a key competitor.  This paper makes contributions to 

capabilities research, rigidities research and corporate political activity. 
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CHAPTER 1 
 

ORGANIZATIONAL CORE CAPABILITIES, STRATEGIC INTENT AND 
PERFORMANCE: A STUDY OF THE PHARMACEUTICAL INDUSTRY 

 

 

Introduction 

 

 How do firms separate themselves from their competition?  This basic question 

has been the center of much scholarly work in management1that focus on both resources 

(Wernerfelt 1984; Barney 1991) and capabilities (Yeoh and Roth 1999; Makadok and 

Walker 2000; Hatch and Dyer 2004) under the umbrella of the resource-based view 

(RBV) of the firm.  RBV-focused literature has centered on the unique and strategic 

resources that firms possess to both garner, and sustain, an advantage vis-à-vis rivals.  As 

a part of the RBV, capabilities research (Nelson and Winter 1982; Leonard-Barton 1992; 

Amit and Schoemaker 1993) has strengthened the resource-performance link by 

attempting to explain how firms must exploit resources and not just possess them.  More 

recent capabilities research, based on dynamic capabilities theory, has pushed the 

conversation further by integrating organizational learning and recombination in the link 

between resources and performance.2 

 Prior to implementing strategies based on resources and capabilities, firms make 

ex ante decisions in order to turn inputs (resources) into outputs (goals) based on 

processes (capabilities).  In order to accomplish this progression, firm management must 

                                                           
1 Hall 1993; Henderson and Cockburn1994; Hoopes, Madsen and Walker 2003; Makadok and Walker 
2000; Reed and DeFillippi 1990 
2 See Kogut and Zander 1992; Grant 1996; Teece, Pisano and Schuen 1997; Eisenhardt and Martin 2000 
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intentionally formulate strategies to compete in the marketplace (Child 1972).  The 

intended result of this competition is two-fold:  first, firms must survive from one time 

period to the next and then, conditional on survival, firms must distinguish themselves in 

order to thrive.  Some scholars have termed this notion “strategic intent,” which is 

defined as the ambition of corporations that outweigh their current resources (Hamel and 

Prahalad 1989).  Strategic intent has also been defined as “stretch” because of the 

misalignment between current resources/capabilities and future goal ambition (Hamel 

and Prahalad 1993; Sitkin, See, Miller Lawless and Carton 2011).  Intent is theoretically 

important because it must precede the actions that lead to outcomes, either successful or 

unsuccessful.  

 While there have been many theoretical and empirical papers written about 

capabilities (See Newbert 2007 for a comprehensive list), there has been little attention 

paid to strategic intent in management journals.3In a rare empirical paper, Doving and 

Gooderham (2008) measured strategic intent as the propensity for offering new advisory 

services in small accounting firms.  However, the variable was found to be insignificant.  

Since intentions are an inherently important first step toward goal attainment, this void in 

the literature should be addressed.   

In addition to the lack of empirical research on strategic intent, empirical research 

on the association between capabilities and performance has yielded contradictory results 

(Newbert 2007).  While it may seem intuitive that capabilities are a positive driver for 

firm performance, inefficient resource exploitation has also been noted in the literature.  

The terminology for this inefficiency has differed amongst scholars.  It has been labeled 

                                                           
3 exceptions include Hamel and Prahalad 1989, 1993; Hamilton, Eskin and Michaels 1998; Lengnick-Hall 
and Wolff 1999; Doving and Gooderham 2008 
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core rigidities (Leonard-Barton 1992; Post 1997), managerial myopia (Park 2000; Miller 

2002; Tsang 2002; Henningsen, Henningsen, Eden and Cruz 2006), strategic 

persistence/commitment (Sleesman, Conlon, McNamara and Miles 2012) and corporate 

inertia (Kumar 2004).  The commonality amongst these different literature streams lies in 

defining corporate inefficiency resulting from outdated or inappropriate capabilities. 

In this paper, I will address the relationship between strategic intent, capabilities 

and performance in a number of ways.  First, I test the relationship between capabilities 

and performance and their potential non-linear relationship.  Secondly, I test the effect of 

strategic intent on performance and hypothesize a negative relationship, followed by an 

attenuation of this negative relationship over time.  Finally, I test the interaction between 

strategic intent and capabilities.  I found, in a sample of pharmaceutical firms during a 10 

year period, that capabilities—measured by patents—are negatively associated with firm 

performance as is strategic intent.  Furthermore, our results indicate that the negative 

association between performance and strategic intent attenuates over time, which is 

predicted by the strategic intent literature.  Finally, the interaction between strategic 

intent and capabilities is positively related to firm performance.  I know of no other 

papers that have tested this interaction to date. 

Our contribution to the literature is three-fold.  First, I test if capabilities are 

positively related to performance.  While capabilities theory generally predicts a positive 

relationship, the literature on core rigidities hypothesizes that capabilities may catalyze 

managerial commitment, thereby inhibiting performance. Secondly, I add to the literature 

on strategic intent by including empirical findings to the limited theoretical body of 

knowledge.  Finally, I test the interaction of capabilities and strategic intent in an attempt 
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to test a central construct in the strategic intent literature—optimal misalignment—and to 

mesh the capabilities and strategic intent theories.   

The rest of the paper is organized as follows.  In the next section, the relevant 

literature is reviewed to develop the main concepts of capabilities and strategic intent as 

well as hypothesize about the direct and joint effects within the pharmaceutical industry.  

Section III identifies the methods undertaken including the sample selection, variable 

operationalization and the estimation procedures.  In Section IV, I report results and, in 

Section V conclude our findings and discuss the ways that this study adds to both the 

theoretical and empirical understanding of these constructs.   

 

Theory and Hypothesis Development 

Resource-Based View (RBV) and Capabilities 

 Literature on core capabilities derives from the resource-based view (RBV) of the 

firm.  The RBV framework (Penrose 1959; Wernerfelt 1984; Barney 1991) posits that 

resources that are valuable, rare, inimitable and non-substitutable may create a platform 

upon which firms can attain a competitive advantage.  However, the link between 

resources and advantage is not direct; instead, firms that possess these resources must 

also possess capabilities that allow full, if not optimal, utilization of the firm’s strategic 

assets. Capabilities have been defined as embedded firm-level processes that have an 

intended and specific purpose (Winter 2003).  Additionally, and following Winter (2000), 

capabilities are not ad hoc, meaning that they are repeated processes that the firm 

intentionally practices for two purposes.  The first purpose is to improve the capability 

and the second purpose is to create firm value relative to its rivals (Drenevich and 
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Kriauciunas 2011).  These repeated processes are considered organizational routines 

(Nelson and Winter 1982) that allow firms to operate and profit in their chosen markets.  

As part of the RBV, capabilities have had an increasingly important role in explaining 

heterogeneous outcomes as scholars have deemed resource stocks a necessary but 

insufficient condition for competitive advantage (Powell 2002).   

 In order for a capability to lead to an advantage, resources must be effectively 

deployed.  The explicit intent to compete along certain capabilities has been described as 

a top-down process within the firm and, therefore, managerial capabilities are crucial 

(Adner and Helfat 2003).  Managerial capabilities include not only which strategies to 

follow but also how to execute these strategies.  Therefore, while it may appear that 

competitors are competing along very similar dimensions, it is the firm-level processes 

that lead to advantage vis-à-vis rivals.  Noda and Bower (1996) theorize that competitive 

advantage resides in the iterative choices made by management even if competitors 

appear to be operating along similar lines.  These iterative choices are sometimes re-

combinations of existing resources as new information is processed by management 

(Kogut and Zander 1992).  Dynamic capabilities theory (Teece, Pisano and Shuen 1997) 

posits that sustained competitive advantage is earned only if firms learn through feedback 

loops; in other words, if firms have routines to improve their routines.   

 The ultimate goal for firms is competitive advantage and superior economic 

returns (Barney 1991; Amit and Schoemaker 1993).  There are a number of papers which 

have provided evidence that capability development, deployment and proficiency lead to 

such goals.4 

                                                           
4 See Prencipe 1997; Argyres and Silverman 2004; Cho and Puckik 2005; Sampson 2005; Dutta, 
Narasimhan and Rajiv 2005; Kotha, Zheng and George 2011; Yam, Lo, Tang and Lau 2011; Combs and 
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Core Rigidities 

Capabilities are generally as positively linked to firm-level performance. 

However, as Drenevich and Kriauciunas (2011) point out, capabilities have associated 

costs.  Some theorists posit that capabilities may actually be potentially dangerous to 

corporate health in certain instances.  Leonard-Barton (1992) proposed the concept of 

“core rigidity,” which reflects a successful firm’s myopic behavior.   According to this 

view, managerial disability may lead to a non-linear relationship between capabilities and 

performance because of “…a gap between current environmental requirements and a 

corporation’s core capabilities (Leonard-Barton 1992: 118).”  Too much success can 

blind management to alternative information or innovative techniques as an over-

investment (in either time or money) in current capabilities fosters inertia at the expense 

of opportunity exploration (Park 2000; Miller 2002; Henningsen, Henningsen, Eden and 

Cruz 2006).   

 The mechanism for such decline is as follows.  High levels of capabilities may 

also generate a commitment that drives strategic persistence to the point of diminishing 

firm performance (Lant, Milliken and Batra 1992; Grossman and Cannella 2006.  The 

accumulation of pivotal capabilities will initially improve operational performance; 

however, the magnitude of this effect tends to diminish as the value delivered is 

outweighed by the costs of developing and maintaining the firm’s capability.  Ultimately, 

this relationship can turn negative as the external environment shifts the competitive 

parameters that lead to success.  This overinvestment in previously needed capabilities 

                                                                                                                                                                             
Ketchen 1999; Rothaermel and Deeds 2004; Nooteboom, Van Haverbeke, Duysters, Gilsing and van den 
Oord 2007; Langford and Brown 2004; Laamanen and Keil 2008 
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may be indicative of poor resource allocation by management through the failure to 

iteratively change strategy (Noda and Bower 1996). 

 The causes of the hypothesized performance decline reflect aspects of inertia and 

path dependence (Tripsas and Gavetti 2000).  As organizations learn how to accumulate 

capabilities, decision-makers within the firm become focused on those traits that yield 

high performance.  However, as this benign focus becomes a more malignant myopia, 

inertial pressures constrain management, which further entrenches their current 

commitment.  The initial capabilities become institutionalized and self-reinforcement 

then poses obstacles to beneficial adaption (Peteraf 1993).   The mechanism through 

which rigidities affect corporate performance may stem from managerial overconfidence 

in the observed positive outcomes of prior decisions. 

 The literature on environmental scanning and sequential updating (Powell 2001; 

Hansen et al. 2004; Hahn and Doh 2006) is crucial to understanding this information.  

Environmental scanning is the ability for decision makers within the firm to gather and 

process external information.  Management teams that are prolific at environmental 

scanning have the ability to pick out crucial environmental signals.  More importantly, 

these teams have the ability to distinguish between unimportant information (i.e. noisy 

information) and usable information (i.e. signals) that are crucial for effective decision-

making.  The converse is also true.  Firms with entrenched and overcommitted 

management lack proper scanning skills which can lead to performance decline.  There is 

some empirical evidence of such.  Christensen (1997) argued that the “lock-in” created 

by existing competitive advantages led to dominant hard-drive producers to be replaced 

by newer, more nimble competitors.  Onyeiwu (2003) found that new technologies 
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rendered some existing competencies obsolete in technology-platform fields. Recently, 

Drenevich and Kriauciunas (2011) found that capabilities were negatively associated with 

performance as environmental conditions shifted yet management did not. 

 Integrating capabilities theory and rigidities theory, I propose: 

 

Hypothesis 1: There exists a non-monotonic relationship (inverted-U) between a 
firm’s capabilities and its performance. 

 

 

Organizational Strategic Intent 

 Strategic intent represents a crystallized vision of an organization’s aspired 

direction of growth and plays a pivotal role in shaping organizational resource allocation 

and capability development (Hamel and Prahalad 1993; Hamilton, Eskin and Michaels 

1998).  More specifically, strategic intent is defined as management’s vision of the firm 

that creates a misfit between current resources and future ambition (Hamel and Prahalad 

1989).  Conversely, firms with low levels of strategic intent have a “scarcity of ambition” 

and frequently have trouble with effective goal setting.  Hamilton et al. (1998) posited 

that firms must be optimally misaligned in order to use strategic intent for value creation.  

Optimal misalignment entails a firm that seeks a competitive goal that is seemingly 

improbable given the firm’s current capabilities.  Striving for the seemingly impossible 

goal guides management in obtaining the capabilities necessary for successful 

competition (Sitkin, See, Miller, Lawless and Carton 2011) by enacting observable, firm-

wide goals.  In order to capture the essence of strategic intent, I consider both the ability 

and the willingness of a firm in deploying competitive assets. 
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 A substantive strategic intent requires capabilities to achieve a vision (Mantere 

and Sillince 2007) which eventually yields corporate action (Chen 1996).  The vision, 

which is directed from the top of the organization, conveys a sense of direction, discovery 

and destiny (Hamel and Prahalad 1994) for a firm’s employees.  While some scholars 

have argued that vision may flow from employee segments other than the top of the 

organization (Weick and Roberts 1993); most have defined vision as a top-down process 

(Burgelman 1994; Burgelman and Grove 1996; Noda and Bower 1996; Lovas and 

Ghoshal 2000).  Once the vision is formalized, then internal processes are utilized to 

reach specific goals, which are explicitly set from the vision.  Strategic intent can be 

thought to be a semi-parallel construct to a vision; however, there are differences.  

Whereas firm’s tend to have one overarching and broad vision, strategic intent may be 

more specific (Lovas and Ghoshal 2000) and more numerous.  In other words, firms may 

have one central vision that is then decomposed into multiple intents.   

 Literature on corporate action and competitive dynamics is a useful parallel as it 

links a firm’s strategic posture with mechanisms to achieve the goal.  Chen’s (1996) 

awareness-motivation-capability (AMC) perspective posits that firms must be aware of 

their competitive environment and motivated to act.  Competitive motivation (Gimeno 

1999) is similar to strategic intent since both constructs precede corporate action such as 

attacking or counterattacking rivals’ action (Baum and Korn 1999; Ferrier, Smith and 

Grimm 1999; Gimeno 1999; Ferrier 2001; Basdeo, Smith, Grimm, Rindova and Derfus 

2006; Derfus, Maggitti, Grimm and Smith 2008). 

While ambition (i.e. intent or motivation) is crucial, tangible resources are 

fundamental (Sitkin et al. 2011).  Inherent in corporate action is the capability to deploy 
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financial resources, specifically slack resources (Cyert and March 1963; Galbraith 1973).  

Furthermore, having greater slack resources enhances organizational learning through the 

reduction in effort to obtain needed inputs for learning (Sitkin et al. 2011).  While slack 

resources are needed, unabsorbed slack resources are critical since they are the residual 

effects of both prior success and current deployments (Bourgeois 1981).  Unabsorbed 

slack resources may support trial and error periods when a firm’s strategy is not initially 

successful (Young, Smith and Grimm 1996).  Therefore, firms have a higher propensity 

to overcome short-term obstacles in order to reach longer-term goals when slack 

resources are more abundant. 

 There are two competing interpretations of how strategic intent is related to firm 

level performance.  On one hand, strategic intent should intuitively be a positive predictor 

of performance as a firm’s intent should expand its expertise or scope.  However, since a 

firm’s intent initiation may require capability development, profitability will suffer due to 

the additional strategic intent development costs.  Firms that obtain the capabilities 

necessary to support the heightened intent will be rewarded with superior returns albeit 

during a future time period.  

 Competitive action research has identified several different areas in which firms 

can commit strategically: (i) financial, (ii) human capital, and (iii) capacity (Ferrier et al. 

1999; Ferrier 2001; Basdeo et al. 2006; Chen et al. 2007; Derfus et al. 2008).  The 

allocation of resources in these areas indicate a TMT commitment to either exploiting 

current resources or exploring new ones.  Aggregated actions lead to higher reputational 

capital (Basdeo et al. 2006) and more complex repertoires (Ferrier 2001).  While these 

characteristics have future profitability benefits, reputation and complexity also have 
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short-term increased development costs.  Ferrier et al. (1999) found that aggregated 

actions lead to more market share erosion of the focal firm, suggesting that actions 

reflecting intent may have an inverse relationship with performance.   

 More direct evidence of this negative relationship comes from the exploration 

literature.  Rothaermel and Deeds (2004) find that exploration is negatively related to 

products in development.  Nooteboom, van Haverbeke, Duysters, Gilsing and can den 

Oord(2007) find that exploration reduces a firm’s patenting propensity.  He and Wong 

(2004) found that firms that explore more than exploit have negative sales growth.  

Finally, Mudambi and Swift (2011) find that diversification negatively affects firm-level 

sales growth and that diversification negatively moderates the positive relationship that 

exists between R&D volatility and sales growth.   

 This empirical evidence parallels the small theoretical literature on strategic 

intent.  Hamel and Prahalad (1989, 1993) argued that strategic intent in the long run is 

positive but may be costly in the short-term.  Their use of the word “stretch” in the 1993 

work implies that the firm must stretch current resources and capabilities to impose their 

competitive position.  This stretch, by definition, has associated costs that diminish 

profitability.  Hamilton et al. (1998) argued that firms must be “optimally misaligned” in 

order to have an aggressive strategic intent.  They posit that a firm’s short-term 

profitability suffers for the benefit of longer term competitive sustainability.  Sitkin et al. 

(2011) theoretically proposed that stretch goals are those which are “…seemingly 

impossible.”  The authors suggest that “…as goals become more extreme, there are 

complex yet predictable organizational effects that are likely to be negative except under 
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a limited set of specifiable circumstances.”  The associated empirical and theoretical 

underpinning is the foundation for our second hypothesis: 

 

Hypothesis 2:  Firm-level strategic intent is negatively related to short-term firm 
performance. 
 

Additionally, the level of strategic intent matters for short-term performance.  

Firms committed to new strategies are betting firm resources on a future payoff, although 

specific payoff dates are difficult to predict.  Therefore, as the level of intent increases, I 

should observe an increasingly negative payoff due to the amount of resources committed 

to such endeavors.  Since increases in both the ability and willingness of a firm to commit 

resources to match its strategic intent should be realized, a negative relationship between 

the level of commitment and the immediate negative payoff is to be expected. 

 

Hypothesis 3: There exists a negative relationship between the level of strategic 
intent and the magnitude of short-term performance. 

 

 Since the negative effects of strategic intent on performance should be eliminated 

over time, the payoff should become positive (Hamel and Prahalad 1989).  In a lengthier 

time window, however, the negative effects as posited in Hypothesis 2 should at least be 

dampened over time.   In other words, measuring strategic intent on performance will 

lead to negative returns but these negative returns should become less negative over time.  

Therefore, I posit: 

 

Hypothesis 4: The negative short-term effects of firm-level strategic intent will 
attenuate over time. 
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Joint Effects of Core Capabilities and Strategic Intent 

The effects of any intented strategy are based on the appropriate execution and 

partly constrained by the firm’s available resources and capabilities (Mishina, Pollock 

and Porac 2004; Gary, 2005). Hamel and Prahalad (1993) warned about the downside of 

strategic intent when “resource commitments outpace the accumulation of customer and 

competitor insight” (p. 84). Hence, I need to examine the interaction of 

resource/capability repertoire and strategic choice, i.e., how the firm’s core capability 

interacts with its strategic intent to affect performance.  

Organizational core capabilities, as a unique phenomenon, result from iterative 

evolutionary procedures, i.e., they both are the input and outcome of the existing products 

and operations. As capacity growth builds upon direct replication of the existing products 

and offerings, the execution of capacity growth relies on the current core firm-level 

capabilitiesto a significant degree (Hitt, Bierman, Shimizu and Kochhar 2001; Kor and 

Leblebici, 2005). Firms with higher core capabilities than their rivals have a deeper pool 

to draw from in expanding their capacities (Mishina et al. 2004). In addition, the 

substantial investment in developing and maintaining core capabilities suggests that, for 

firms with relatively higher core capabilities, capacity growth will generate greater future 

financial performance benefits. 

Adaptation and acquisition of new capabilities particularly face obstacles in firms 

with a high level of core capabilities. First, resources are finite and there is a tradeoff in 

their allocation. Concentration on current core capabilities inevitably limits the available 

resources for acquiring new capabilities (Mishina et al. 2004). This uncertainty, however, 
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may be explained through a competing effects framework.  Firms that have a large stock 

of capabilities may be able to mask losses of current expenditures related to strategic 

intent due to the residual nature of the capability stocks.    Therefore, I propose: 

Hypothesis 5:  The interaction of firm-level core capabilities and strategic intent 
is positively related to firm performance. 

 

Data and Methods 

Data 

Firm-level data was compiled on the pharmaceutical industry for the years 1993 through 

2003.  I used pharmaceutical data due to the industry’s reliance on intellectual property 

protection.  This was important for the study because capability-building around 

intellectual property is a central theme in research based on this industry (Henderson and 

Cockburn 1994; Yeoh and Roth 1999; DeCarolis 2003).  I used a single setting to control 

for industry effects.  Pharmaceutical firms as defined as those that are involved in the 

research, development and innovation of new drugs (IBIS World Industry Report).  Using 

industry codes issued by the Occupational Safety and Health Administration (OSHA), the 

pharmaceutical industry is identified under the two digit SIC Code 28 (Chemicals and 

Allied Products).  More specifically, I identified three four digit SIC Codes: (i) 

Pharmaceutical Preparations (SIC 2834), (ii) In Vitro and In Vivo Diagnostic 

 
 
 
 
 
 

Capabilities 
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Figure 1.1—Hypotheses Predictions 
 
 

Three sources were used to compile the firm-level data: (i) financial data was 

compiled using Compustat Fundamentals Annual; (ii) patent data was compiled using the 

National Bureau of Economic Research’s patent database, which is an open and publicly 

available data set.  NBER contains patent data on over 32 million utility patents from 

1976 through 2006; and (iii) additional patent data was compiled from the United States 

Patent and Trademark Office (USPTO).  The USPTO data set served two purposes.  First, 

it was used to corroborate data compiled from the NBER.  Secondly, in certain instances, 

 
Firm       
Performance 

ore  

Interaction: 

Core Capabilities x 
Strategic Intent + 

H2/H3- 
H4/+H5 Strategic Intent 

H1 



16 

 

it was not possible to aggregate patent information to the firm level using only the NBER.  

In these cases, the USPTO was the only other information source.   

After searching several databases, including IBIS World Industry Report and 

Lexis-Nexis Corporate Database, I compiled a list of publicly traded firms with primary 

four-digit SIC codes of 2834, 2835, and 2836.  Next, I checked for evidence of 

acquisitions during our sample period in order to separate the count of patent applications 

for firms that were merged together presently yet were not integrated from 1993-2003.   

Since I have data that is both cross-sectional and time-series in nature, I integrated 

the data into a final data set where the units of observation is the firm-year.  The final 

panel dataset contains 225 firm-year observations from 1993 to 2003.  There are a total of 

28 firms included in the sample, which accounted for over 90 percent of industry sales 

(Basdeo et al. 2006).  While many companies had a full 11 years of data, some firms that 

were either founded within that time period or that were acquired during that time period 

had less than 10 years of data.  See Table 1.1 for a list of firms included in the sample. 

Estimation 

The most common panel data estimation techniques include either a fixed-effects 

or random-effects regression.  Random-effects regression is powerful when attempting to 

explain differences across entities (as opposed to within entities) and, therefore, this was 

the technique employed.  The model used is as follows: 

 

Y it = α + β’X i(t-1) + W’Z i(t-1) + Uit + εit    (1.1) 
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Table 1.1—Sample Firms 

ABBOTT LABORATORIES 
WYETH 
AMGEN INC 
BIOGEN INC 
BRISTOL-MYERS SQUIBB CO 
FOREST LABORATORIES  -CL A 
GENENTECH INC 
GLAXOSMITHKLINE PLC 
JOHNSON & JOHNSON 
LILLY (ELI) & CO 
MERCK & CO 
MYLAN INC 
PAR PHARMACEUTICAL COS INC 
PFIZER INC 
SCHERING-PLOUGH 
BARR PHARMACEUTICALS INC 
CELGENE CORP 
TEVA PHARMACEUTICALS 
NOVEN PHARMACEUTICALS INC 
ALLERGAN INC 
ROCHE HOLDING AG 
WATSON PHARMACEUTICALS INC 
ASTRAZENECA PLC 
ENDO HEALTH SOLUTIONS INC 
NOVARTIS AG 
KING PHARMACEUTICALS INC 
SHIRE PLC 

DR REDDY'S LABORATORIES LTD 
 

 

where Y is the dependent variable represented in this study by return on assets (ROA), 

return on sales (ROS) and return on invested capital (ROIC). β�X is a vector of parameter 

estimates and explanatory variables and W�Zare vectors of parameter estimates and 

control variables.  Uit is defined as the between-entity error and εit is defined as the error 

term, which incorporates all other factors such omitted variables.  
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However, post hoc tests of the random-effects model resulted in serial correlation, 

a common issue in random-effects models.  Using the Wooldridge Test for Serial 

Autocorrelation, I determined that random-effects would be biased because the resulting 

standard errors may be inflated.  In the case of inflated standard errors, coefficients may 

appear to be significant (or more significant) when they are actually not statistically 

different from zero.  Frain (2005) recommends using a special case of the Generalized 

Least Squares (GLS) for panel data that may suffer from both heteroskedasticity and 

serial correlation.  This model is also known as a cross-sectional time series feasible 

generalized least squares (FGLS) and is specified as: 

 

Y it= ∝ + β’X i(t-1)   +W'Zi(t-1)+ ϵ     (2.1) 

 

where Yisa vector of performance measures represented in this study by return on assets 

(ROA) return on sales (ROS), or return on invested capital (ROIC);�′	 are vectors of 

parameter estimates and explanatory variables and 
�� is a vector of parameter 

estimates and control variables.  FGLS allows us to relax the assumptions of 

homoscedasticity and non-correlation and to return maximum likelihood estimates for the 

specified variables. 

 

Variables 

Dependent Variable 

Since this study is concerned with firm-level performance effects, the dependent 

variables used in this study consist of three commonly used return measures 
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(DeCarolis 2003; Derfus et al. 2008): Return on Assets (ROA), Return on Sales 

(ROS) and Return on Invested Capital (ROIC).  Specifically, they are 

operationalized as follows: 

 

ROAit= Earnings Before Interest and Taxes (EBIT)it/ Total Assetsit  (3.1) 

ROSit= Earnings Before Interest and Taxes (EBIT)it/ Total Revenueit (3.2) 

ROICit= Earnings Before Interest and Taxes (EBIT)it/ Invested Capital –  

Cashit (3.3) 

 

     Primary Explanatory Variables 

Firm Capabilities.  A firm’s core capabilities are measured using patent data 

following other studies of similar industries (Henderson and Cockburn 1994; 

Hall, Jaffe and Trajtenberg 2001; DeCarolis 2003; Lin and Chen 2005; Kotha, 

Zheng and George 2011).  Since the pharmaceutical industry depends heavily on 

intellectual property protection, technological capabilities are the most 

appropriate to use.  Following these studies, I measure a firm’s capabilities as the 

number of patents applied for by the firm in a given year.  Additionally, since the 

number of patent applications will be at least partially dependent upon the size of 

the firm, I normalize the patent count by the revenues of the firm.  Both the patent 

application count and the revenues are lagged by one year with respect to the 

dependent variable.  Since this measure has a wide range of values, I calculated 

the natural log for the estimation. Specifically, I measure capabilities as follows: 
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Ln [Capabilitiesi(t-1) = Number of Patent Applicationsi(t-1)/Total Revenuesi(t-1)] 

          (4.1) 

Core Capabilities Squared.  Since I am hypothesizing that core capabilities may 

become core rigidities, I also include a square term of equation 4.1 as an 

additional explanatory variable to pick up the predicted non-monotonic effects.   

Strategic Intent.  Strategic intent has not been the focus of many empirical papers 

in the literature to date and, therefore, there is less precedent for the appropriate 

mechanism to measure this construct.5  One paper that addresses strategic intent 

(Hamilton et al. 1998) proposed specific measures for future empirical papers.  

The authors suggested that researchers use accounting measures to approximate 

corporate intent.  Specifically, they proposed the use of capital expenditures, 

R&D intensity and marketing intensity to discern corporations that were intent on 

entering new markets or introducing new products (amongst other actions). 

Since competitive action and dynamics literature is compatible with 

strategic intent conceptually, I employ similar variables in this paper.  The 

competitive action literature (Chen 1996; Baum and Korn 1999; Ferrier et al. 

1999; Ferrier 2001; Basdeo et al. 2006; Chen et al. 2007; Derfus et al. 2008) 

includes different types of firm action for which intent is a necessary condition.   

One empirical difference between this literature stream and that used in 

this paper is that the former has tended to use content analysis to measure 

corporate intent and action.  For example, Ferrier et al. (1999) measured corporate 

                                                           
5 In fact, there has been one quantitative empirical paper (Doving and Gooderham 2008) which has directly 
measured the strategic intent construct.   
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actions by counting the number of specific keywords such as “price, rate, discount 

and rebate” as evidence of pricing action.  In all, the authors identified specific 

action categories aligned to pricing, marketing, new products, capacity, legal, and 

signaling.  Many subsequent papers used both the same methodology and the 

same keywords (Ferrier 2001, Basdeo et al. 2006, Derfus et al. 2008).  Additional 

categories were added for service (Ferrier 2001), distribution, licensing, 

agreements (Basdeo et al. 2006) and geographic expansion (Derfus et al. 2008).   

While these papers are incredibly important to the management literature, 

I see two potential problems with this methodology.  First, since the authors were 

gathering data from published news sources, there may exist a bias toward larger 

firms.  Large firms have more resources to “get the word out” and, therefore, the 

number of articles found in the popular press may be correlated with size.  A 

second potential problem with this methodology is that it counts potential and 

actual actions.  As an example, the quote “Reebok…vows to retake lead in 

athletic shoe market by end 1995” (quote taken from Ferrier et al. 1999, page 379) 

is not equivocal to specific actions taken to accomplish this task and does not give 

information on whether the task was accomplished at all. 

We argue that accounting measures that reflect strategic intent are a more 

appropriate method.  Nair and Selover (2012), in a competitive dynamics study of 

the beverage industry, used accounting measures to operationalize competitive 

action.  Specifically, they used sales intensity, capital expenditures and capital 

intensity to model corporate action.  Hamilton et al. (1998) advocated using 

financial accounting measures, amongst other types, including R&D intensity, 
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capital expenditures and marketing intensity.  Therefore, I propose using a similar 

logic used in the competitive action literature and integrating this logic with 

Hamilton et al. (1998) and Nair and Selover (2012).  

 We posit that by studying a firm’s expenditures in certain categories, the 

data will portray firms that have spent finite resources in specific areas previously 

defined.  To capture the velocity and direction of intent, I take the difference in 

these measures from one year to the next.  Therefore, strategic intent was 

operationalized in the following manner: 

Strategic Intent Operationalization 1 

First, I measure three intensity constructs: (i) ∆ R&D intensity, (ii) ∆ 

marketing intensity, and (iii) ∆ fixed capital intensity: 

∆R&D Intensity i(t-2→t-1) = ∆R&D Expenditures i(t-2→t-1)/∆Total Revenues i(t-2→t-1)  (5.1) 

∆Marketing Intensity i(t-2→t-1) = ∆SG&A Expenses i(t-2→t-1)/∆Total Revenues i(t-2→t-1) (5.2) 

∆Fixed Capital Intensity i(t-2→t-1) = ∆PP&E Assets i(t-2→t-1)/∆Total Revenues i(t-2→t-1) (5.3) 

Next, I aggregate these three measures to calculate our strategic intent variable.  

Strategic Intenti(t-2→t-1)= Σ (∆R&D Intensity, ∆Marketing Intensity,  

∆Fixed Asset Intensity) i(t-2→t-1)  (5.4)  

 

 Strategic Intent Operationalization 2 

 Strategic intent changes over time as intentions aggregate over time.  

Therefore, I included a measure of strategic intent that aggregates two lagged time 
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periods.  This measure is similar to those expressed above with the exception that 

the difference between two years is replaced by the aggregation of the differences 

between two consecutive time periods.  Specifically, this is calculated as: 

∑ ∆R&D Intensity i(t-2→t-1) , ∆R&D Intensity i(t-3→t-2)   (5.5) 

∑∆Marketing Intensity i(t-2→t-1), ∆Marketing Intensity i(t-3→t-2)  (5.6) 

∑∆Fixed Capital Intensity i(t-2→t-1),∆Fixed Capital Intensity i(t-3→t-2) (5.7) 

Strategic Intenti(t-3→t-1)= Σ (∆R&D Intensity, ∆Marketing Intensity,  

∆Fixed Asset Intensity) i(t-3→t-1)  (5.8) 

Strategic Intent Operationalization 3 

Our third measure of strategic intent included a categorical 

operationalization that accounts for both the willingness and ability that firms 

may have.  In other words, firms can signal their level of intent through both 

measures of willingness (i.e. the previous measurements of strategic intent in this 

paper) and ability (i.e. the current resources that the firm possesses).  Ability is 

measured as the slack resources that firms possess and are available to allocate.  

Attempts at incorporating ability into the first two operationalizations were not 

possible because of the misalignment between the sign of the resultant equation 

and its interpretation.  For example, I could measure strategic intent as follows: 

Σ (∆R&D Intensity, ∆Marketing Intensity, ∆Fixed Asset Intensity) i(t-2→t-1)/ 

∆Current Ratio i(t-2→t-1) (5.9) 
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where firm i’s current ratio is calculated as the difference between its current ratio 

from year t-2 to year t-1.  The current ratio is a measure of a firm’s current assets 

divided by its current liabilities.  By dividing the original strategic intent variable 

by the firm’s slack, I can control for both the willingness (numerator) and ability 

(denominator) with respect to the intentions of the firm.  However, I encounter an 

issue from the fact that both the numerator and denominator can take both 

positive and negative values, which becomes problematic for interpretation.   

Figure 1.2 provides a matrix of such outcomes derived from the equation.  

As portrayed, the result is positive in both the top left and bottom right quadrants.  

This is not necessarily problematic because as willingness is increased or 

decreased and ability follows in the same direction, there is consistency in the 

overall interpretation of the firm’s strategic intent.  The problem lies in the top 

right and bottom left quadrants where the result of equation 5.9 is negative.  

Obviously, the two ways in which the product can be negative is either if the 

willingness (numerator) is positive and the ability (denominator) is negative or 

vice-versa.  In the former case, increased resource allocations in the face of 

reduced slack is a signal of strong strategic intent.  In the latter case, the opposite 

conclusion may be offered since, as firms increase their ability to invest yet hold 

back on their willingness, these firms may be classified as having low or weak 

strategic intent.  I attempt to detect these differences by operationalizing the 

strategic intent variable into three categories based on the different outcomes from 

Figure 1.2.  Specifically, I categorized strategic intent as 0 if the firm has a 

negative value for willingness and a positive value for ability (Figure 1.2, bottom 
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left), 1 if the firm has an increase or decrease in both willingness and ability 

(Figure 1.2, top left or bottom right) and 2 if the firm has positive willingness but 

negative ability (Figure 1.2, top right).  The estimation results will use the lowest 

measure of strategic intent (coded as 0) as the reference category.6 

Firm Capabilities and Strategic Intent Interaction.  The interaction of the study’s 

main effects is important to our hypothesis testing.  The first method of 

operationalizing this interaction term is simply the product of the continuous 

variables used in the main effects models.  However, I also assessed the 

interaction using categorical interactions to test for the effects of firms that are 

“optimally misaligned.”  Therefore, I also interacted the logged capabilities 

variable with the categorical strategic intent variable (Strategic Intent 

Operationalization #3). 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
    

                                                           
6Strategic intent was also operationalized as the difference between the R&D spending of consecutive years 
similar to operationalizations numbers one and two but with only R&D spending.   
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Ability 

+   - 

 

   +  +   - 
Willingness  

-  -   + 

   
Figure 1.2—Strategic Intent Ability-Willingness Matrix 

 
 

Control Variables 

We controlled for time effects, industry-level effects and firm-level effects.  With 

respect to time effects, I controlled for each year in our sample period.  At the 

industry level, I control for inter-industry effects by concentrating on a single 

industry.  Additionally, I control for the primary sector within the pharmaceutical 

industry by coding the three sectors (SIC 2834, 2835, 2836) in order to control for 

the differences between them.  No firm had a primary four digit SIC code of 2835 

and, therefore, this became a dichotomous variable coded 0 for SIC code 2834 

and 1 for SIC code 2836. 
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At the firm-level, I controlled for firm size, firm location, prior 

performance and financial slack.  Firm size was measured as the natural log of a 

firm’s total assets in year t.  Firm location is a binary variable that is equal to 1 if 

the firm is headquartered in the United States and equal to 0 otherwise.  Past 

performance is controlled for by including the lagged performance measure in the 

specific estimation.  For example, firm i’s 1999 return on assets was used as a 

control measure when modeling the dependent variable return on assets for firm i 

in year 2000.  Financial slack was used by calculating the firm’s current ratio, 

which is its current assets divided by its current liabilities.   

 

Results 

Table 1.2 gives the summary statistics for the sample used in the study and Table 

1.3 is the pair-wise correlation table by year.  The results of the feasible generalized least 

squares (FGLS) models estimated in STATA are included in Table 1.4.  I first tested a 

controls-only model and then added the explanatory variables and interactions in 

different iterations.  Hypothesis 1 posited that there would be an inverted-U shaped 

relationship between a firm’s capabilities and its performance.  Capabilities are measured 

as the logged value of the number of patents that a firm applied for in a given year 

divided by its revenues for that year.  The non-monotonic effects were measured by 

squaring this capabilities measure.   

 
 
 
 



 

Table 1.2—Summary Statistics
  

Variable 
  

ROA 
ROS 

ROIC 
Capabilities 

Ln Capabilities 
Strategic Intent 

Strategic Intent (Multi- Year)
Financial Slack 

Firm Size  
  

 
 
 
Table 1.3—Correlation M

 
 

Model 2 incorporates the

control-only model.  In both cases, the coefficient is significant; however, the sign is 

opposite that which was hypothesized (b= 

Hypothesis 1 states, there is a non

performance and the non

means that performance would increase with capabilities until a point at which the 

buildup of capabilities would induce rigidities.  At this point, performance would 

decrease, leading to the downward slope when the squared term is added.  However, as 

28 

tatistics 
      
N Mean  St. Dev 
      

225 0.126 0.266 

225 -0.121 1.819 

225 0.202 0.539 

225 79.568 520.753 

225 3.120 8.755 

225 -0.121 3.778 

Year) 225 -0.328 4.533 

225 2.857 2.112 

225 15.095 2.021 

      

Correlation Matrix 

incorporates the capabilities and capabilities squared 

only model.  In both cases, the coefficient is significant; however, the sign is 

opposite that which was hypothesized (b= -0.001 p= 0.000 and b=0.001, p=0.000

1 states, there is a non-monotonic relationship between capabilities and 

performance and the non-monotonicity is in the form of an inverted-U.  The inverted

that performance would increase with capabilities until a point at which the 

abilities would induce rigidities.  At this point, performance would 

decrease, leading to the downward slope when the squared term is added.  However, as 

    
Min Max 

    

-2.722 0.415 

-22.642 0.458 

-6.748 0.963 

0.239 5347.590 

0.000 107.400 

-35.538 38.483 

-50.432 36.447 

0.828 13.093 

9.387 18.576 

    

 

and capabilities squared variables to the 

only model.  In both cases, the coefficient is significant; however, the sign is 

and b=0.001, p=0.000).  As 

monotonic relationship between capabilities and 

.  The inverted-U 

that performance would increase with capabilities until a point at which the 

abilities would induce rigidities.  At this point, performance would 

decrease, leading to the downward slope when the squared term is added.  However, as 
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can be seen in Model 2, not only is the capabilities coefficient significant and negative, 

the square term is significant and positive, also the opposite of what is posited in 

Hypothesis 1.  Therefore, while non-monotonicity is apparent, it occurs in a U-shape, 

which is both counter to Hypothesis 1 and counter-intuitive. 

Table 1.4—Feasible Generalized Least Squares Estimation Results (DV=ROA) 

 
 
 
 
 
 Hypothesis 2 stated that a firm’s strategic intent is negatively related to its 

performance.  Model 3 adds the continuous measure of strategic intent as operationalized 

by equation 5.4.  Hypothesis 2 has strong support as the coefficient for the strategic intent 

variable is both negative and significant (b= -0.009, p= 0.001).  Hypothesis 3 stated that 

there was a negative relationship between the level of strategic intent and the magnitude 

of short-term performance.  For this hypothesis, I used the strategic intent 

operationalization from equation 5.9 in order to determine the relationship between the 

three categories of strategic intent and performance.  I proposed that as firms went from 
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one category to the next, there would be increased negative short-term performance.  

Model 4 includesthe categorical strategic intent variable (0=low intent, 1=moderate 

intent, 2=high intent) as designated by equation 5.9.  Since the baseline in the model is 

Category 0, I have listed Categories 1 and 2 in Table 1.4.  Moving from the low intent 

category (Category 0) to the moderate intent category (Category 1), the coefficient is 

negative and significant (b= -0.067, p=0.026).  Moving from low intent (Category 0) to 

high intent (Category 2), the coefficient is increasingly negative (b= -0.088, p=0.030) and 

significant.  Therefore, Hypothesis 3 is supported. 

Hypothesis 4 then posited that the magnitude of such a negative relationship 

would diminish over time since a firm would expect an improved payoff for its efforts.  

While not predicting a positive relationship, I expected the magnitude of the coefficient 

would attenuate after including a multi-year measure of strategic intent as operationalized 

in equation 5.8.  However, this hypothesis was not supported as the coefficient for the 

multi-year strategic intent variable was significant but increasingly negative in Model 5 

(b= -0.021, p=0.002).   

Finally, Hypothesis 5 was concerned with the interaction of capabilities and 

strategic intent.  The hypothesis predicted that the interaction would result in positive 

firm performance due to the competing effects of current capabilities and outlays for 

future plans (i.e. strategic intent).  I tested the interactions with both the categorical 

strategic intent variable (Model 6) and the continuous strategic intent variable (Model 7).  

I found mixed support for Hypothesis 5.  The hypothesis was partially supported in 

Model 6 as the coefficient on the high intent category was positive and significant 

(b=0.025, p=0.000).  At the same time, the coefficient on the middle intent category was 
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negative.  This leads us to conclude thatthere is support for Hypothesis 5 but conditional 

on firms belonging to the highest intent category.  The continuous interaction (Model 7), 

however was not supported as the coefficient was significant but negative (b= -0.000, 

p=0.000).  Therefore, I conclude that Hypothesis 5 has mixed support. 

Figures 1.3 and 1.4 are contour plots of the interaction of capabilities and strategic 

intent.  While some of the test statistics give us the opposite conclusion as that 

hypothesized, there is information in these plots that should be noted.  The high 

performance segment, denoted by red and yellow in Figure 1.3 and red and light green in 

Figure 4, shows that firms with high strategic intent and low capabilities outperform 

competitors in the sample with other mixes of these variables. Specifically, these plots 

provide evidence that higher performance is difficult to attain with low levels of strategic 

intent irrespective of capability attainment.  Firmsthat had both high levels of strategic 

intent and high levels of capabilities were the poorest performing firms.  These results 

have interesting implications for current theory and will be discussed further in the 

Discussion Section of the paper.   
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Figure 1.3—Interaction Plot of Capabilities and Strategic Intent 
 
 

 
Figure 1.4—Interaction Plot of Log Capabilities and Strategic Intent 
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Robustness 

 We performed several robustness checks to address consistency of finding and 

reverse causality.   

Consistency of Findings 

 Logged Variables 

In order to test for the robustness of our findings, I used both the logged and non-

logged variables.  I was unable to take the logged value of a number of the 

variables, however, since some of them took negative values.  Results were 

consistent for both logged and non-logged versions of the variables for which I 

were able to test both ways.   

Multiple Dependent Variables 

We also tested the models using different dependent variables.  In addition to the 

ROA dependent variable, return on sales (ROS) and return on invested capital 

(ROIC) were estimated as additional dependent variables. Tables 1.5 and 1.6 

report these results, which included some inconsistencies.  Results were consistent 

between the ROA and ROIC models (See Table 1.6).  The most notable changes 

include the flipped signs in the capabilities and capabilities squared coefficients 

with the ROS dependent variables (See Model 2, Table 1.5).  The coefficients in 

this model, while contradicting the findings in our results section, confirm our 

Hypothesis 1 where I posited an inverted-U relationship.  Additionally, in the 
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ROS model the interaction coefficients (See Models 6 and 7, Table 1.5) are 

inconsistent with both the reported ROA findings and the ROIC findings. 

Tobit Estimation 

Since our dependent variables are ratios, there may be truncation in our dataset.  

Therefore, as an additional robustness check, I estimated panel data tobit 

regressions using the xttobit command in STATA.  Table 1.7 reports the 

significant coefficients for these models for the three dependent variables.  Note 

that empty cells denote non-significant findings.  The results of the tobit models 

are consistent with those of the random effects models reported in Tables 1.4-1.6.   

Alternative Strategic Intent Variable 

Table 1.8 reports the coefficients for an alternative strategic intent variable where 

only the R&D portion of equation 5.4 was measured.  The findings are counter to 

the models reported in the results section.   The R&D Strategic Intent variable is 

positive and significant in the ROA and ROIC models (not significant in the ROS 

model), which is opposite that of the equation 5.4 calculations and opposite of the 

hypothesized direction.   

Simultaneous Main Effects 

Table 1.9 reports the results of the coefficients for capabilities and strategic intent 

in models where these two main effects were input into the estimation 

simultaneously.  I estimated models for both random effects and tobit models.  

The results for capabilities are consistent with other findings.  However, the sign 
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for the strategic intent variable moved from negative to positive in the tobit 

models. 

Reverse Causality  

We tested for reverse causality by regressing lagged performance measures 

against our capabilities variable (Ln Capabilities).  I used two different lags—1 year and 

3 year—and estimated random effects models.  In total, there were six models estimated 

(two lags and three independent variables).  The coefficients for the performance 

variables in all models were insignificant.  The lowest p-value for any of the coefficients 

was 0.34 leading to the conclusion that prior performance does not predict future 

capabilities in our sample. 

Table 1.5—Feasible Generalized Least Squares Estimation Results (DV=ROS) 
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Table 1.6—Feasible Generalized Least Squares Estimation Results (DV=ROIC) 

 
 
 
Table 1.7—Tobit Estimation Results 

 
 
 
Table 1.8—Alternative Strategic Intent Measure 

 
 
 
 
 
 
 
 
 
 

Hypotheses Expected Sign Supported? Variable ROA ROS ROIC

H1 Inverted U No ROA, ROIC Ln Capabilities -0.022*** 0.048*** -0.074***

Yes ROS Ln Capabilities Sq 0.000*** -0.002*** 0.000***

H2 (-) Yes Strategic Intent -0.009*** -0.024***

H3 (-) Yes ROA Strategic Intent (Category 1) -0.066***

Strategic Intent (Category 2) -0.087*** -0.518***

H4 (-) Yes Strategic Intent (Multi-Year) -0.022*** -0.057***

H5 (+) No Ln Capabilities x Strategic Intent (Category 1) -0.048*** -0.122*

(+) Ln Capabilities x Strategic Intent (Category 2) 0.009***

H5 (+) No Ln Capabilities x Strategic Intent -0.006***-0.009*** -0.018***

ROA ROA ROA ROS ROS ROS ROIC ROIC ROIC

Ln Capabilities  -0.007*** -0.007*** -0.155***-0.153*** -0.012***-0.012***
SI (∆R&D) 0.014*** 0.014*** 0.012*** 0.017 0.036*** 0.006 0.026*** 0.027*** 0.023**
Ln Capabilities x SI (∆R&D) 0.001** 0.010*** 0.001
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Table 1.9—Simultaneous Main Effects Models (RE and Tobit) 
  ROA ROS ROIC ROA ROS ROIC 
  RE RE RE Tobit Tobit Tobit 

Variable Combinations             

              

Ln Capabilities -0.007*** -0.156*** -0.011*** -0.020*** -0.182*** -0.036*** 

Strategic Intent -0.009*** -0.010** -0.024*** 0.039*** 0.042** 0.036** 

              

 

Discussion, Limitations and Future Research 

Discussion 

 In this paper, I measured and tested firm-level capabilities and strategic intent.  

While there have been many theoretical and empirical papers focused on capabilities, our 

paper makes several significant contributions.  The most notable of these contributions 

lies with the construct of strategic intent.  Strategic intent research began over two 

decades ago with seminal works by Hamel and Prahalad (1989, 1993) in which they 

challenged static competitor analyses.  However, although strategic intent should be a 

focus of strategic management literature, it has been largely neglected. 

 Our paper uses an aggregated measure for strategic intent that includes the 

differences in intensities (over time) of three items: R&D, Marketing, and Fixed Assets.  

In addition, I controlled for a firm’s ability to absorb the costs of its actions by dividing 

the aggregated measure by firm-level slack.  While not a perfect measure, it captures the 

intent of a firm in terms of three main sources of competitive advantage: technology, 

marketing and capacity.  In all main effects models, intent was significant and negatively 

associated with performance.  This was the predicted effect considering that a firm’s 
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stretch capabilities are a short-term cost that reduces current profitability for the hope of 

long-term sustainability.   

An interesting finding is the interaction of capabilities and the categorical 

strategic intent variable.  Our findings indicate that firms with the highest level of 

strategic intent and high levels of capabilities have higher performance (ROA) on 

average.  What might cause this result?  One explanation could be that there is a 

competing effect within firms where the positive effects of capability attainment 

outweigh the short-term losses from high levels of strategic intent.  In this case, firms 

with an optimal level of profit producing capabilities have the ability to invest in future 

aspirations while remaining profitable.  Another explanation, counter to the first, is that 

firms thatearn outsized profits from previous capability build-up are more able to produce 

short-term gains from current investment (i.e. strategic intentions).  In other words, there 

is a learning curve that the firm has optimized by targeting investment in winning short-

term proposals.  

Figures 1.3 and 1.4 add another layer of interest to the interaction results since 

these plots break down the interaction and its relationship to performance.  These figures 

show that firms that are high performers in the sample have one thing in common, which 

is that they have high levels of strategic intent.  This is certainly an avenue for future 

empirical studies considering that optimal misalignment is a tenet of strategic intent 

theory.  Firms with both high levels of strategic intent and capabilities were segmented 

into the lowest performing firms in the sample.  It is worth noting that the number of 

firms in any one of the groups at the performance extremes (high or low performers) may 
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be too small to derive conclusions from; however, this is an opening into future research 

and empirical tests. 

 Another interesting, counter-intuitive finding was the negative relationship 

between capabilities and performance.  This was a consistent finding in our sample as it 

was robust in iterations using different dependent variables (ROS and ROIC) and 

different estimation techniques (Tobit).  There are two very different potential 

explanations.  The first is that the industry is mature and, therefore, firms could be 

overspending already on capabilities that are unnecessary.  This was part of the argument 

given for core rigidities.  While I measure core rigidities as the squared value of 

capabilities, it could be that firms are, on average, already in a state of non-optimality and 

are suffering from rigidities.  An opposite interpretation is that firms are not, on average, 

optimizing their capability build-up.  This is partially supported by Model2 where the 

squared value of capabilities is positive.  This would mean that if the firms had the 

squared value of the capabilities that they have actually obtained, positive performance 

would be predicted.  While intuitively I argue that the former argument is true, our 

evidence supports the latter conclusion.  The negative coefficients on the capabilities 

variable, however, is an interesting finding for another reason.  There are only a few 

papers thatposit a negative association between capabilities and performance (Leonard-

Barton 1992; Mishina et al. 2004).  While many papers do not find a significantly 

positive association (Newbert 2007), none has found a negative association except 

Drnevich and Kriauciunas (2011). They found a positive association between ordinary 

capabilities and performance but a negative association between dynamic capabilities and 

performance. 
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 Our contributions to current theory are most notable in the strategic intent arena.  

I have confirmed a number of major tenets in this literature stream, most notably the 

negative returns to stretch goals and the benefits of optimal misalignment. These results 

need to be further tested in different industry settings as these are the first significant 

empirical results of strategic intent to date.  However, our contributions to capabilities 

theory and, more notably, rigidities theory are also interesting.  Depending on the 

interpretation of our results, one could argue that the negative capabilities-performance 

relationship is evidence for rigidities in the pharmaceutical industry.  The logic would 

follow that firms, on average, are over-investing in capabilities that are not conducive to 

superior performance, thereby lending credibility to the notion that patent applications are 

no longer capabilities and, instead, have turned into rigidities.  If this is true, then the 

industry may be competing along different lines as it once did.   

Limitations 

 As with all papers, ours has limitations.  One limitation that I have is in the 

construction of our strategic intent variable.  While ours is not a perfect measure, the lack 

of precedent for the construct makes the acceptance of a new measure potentially 

problematic.  I argue that strategic intent is an important topic, both theoretically and 

empirically, and is in need of more attention.  Since there was a lack of precedent in 

measurement, I think I have made a sound and logical argument for our measure although 

other measurements may also suffice.  One such measure that was initially proposed was 

through a content analysis similar to the methodology in the competitive action literature.  

This was not utilized as it could be argued that corporate announcements may be biased 

against smaller firms in the sample. 
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Another limitation is that our study incorporates the actions in one industry and is 

less generalizable than in a multi-industry study.  More specific to our industry setting, 

another limitation is the use of patent counts as the measure of capabilities.  While there 

is much precedent for this measure, transferring our findings to other industries with 

limited intellectual property protection is questionable.  A separate issue, but one still 

concerning our measure of capabilities, is the question if patent applications are 

themselves the best proxy for firm-level capabilities.  While I argue that patent 

applications indicate the ability for firms to innovate, it is possible that this measurement 

is not optimal. 
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CHAPTER 2 
 

THE IMPACT OF POLITICAL CAPABILITIES ON FIRM PERFORMANCE: AN 
EMPIRICAL INVESTIGATION 

 
 

 
Introduction 

 
 A central concept in the strategic management literature revolves around the 

attainment of competitive advantage in a population of heterogeneous firms.  According 

to the resource-based view (RBV) of the firm (Penrose 1959; Wernerfelt 1984; Barney 

1991; Peteraf 1993), organizations that possess idiosyncratic strategic resources are 

predicted to earn a competitive advantage vis-à-vis rivals.  There is evidence that 

resources indirectly catalyze superior performance (Newbert 2007); however, capabilities 

are necessary mechanisms that optimize resources and, therefore, must also be present.  

While different types of capabilities have been empirically studied7, political capabilities 

have not been the focus of much recent empirical work.8 

The literature that explicitly focuses on political capabilities is sparse (Bogner and 

Thomas 1994; DeCarolis 2003; Oliver and Holzinger 2008) although there is a robust 

literature on corporate political activity (CPA).9The difference between these two arenas 

is a focus of this paper.CPA research has primarily focused on measuring the firm or 

industry-level determinants that are associated with the choice to engage in political 

activities.  However, the link between this choice and firm-level performance has been 

                                                           
7See Prencipe 1997; Argyres and Silverman 2004; Cho and Puckik 2005; Sampson 2005; Dutta, 
Narasimhan and Rajiv 2005; Kotha, Zheng and George 2011; Yam, Lo, Tang and Lau 2011; Combs and 
Ketchen 1999; Rothaermel and Deeds 2004; Nooteboom, Van Haverbeke, Duysters, Gilsing and van den 
Oord 2007; Langford and Brown 2004; Laamanen and Keil 2008 amongst others 
8I am defining political capabilities as those defined in the CPA literature to include political action 
committee (PAC) formation by corporations as well as regulatory capabilities including lobbying. 
9Shaffer 1995; Hillman and Hitt 1999; Hillman, Zardkoohi and Bierman 1999; Schuler, Rehbein and 
Cramer 2002; Hillman, Keim and Schuler 2004; Hillman 2005; Bonardi, Holburn and Vanden Bergh 2006; 
Oliver and Holzinger 2008; Lux, Crook and Woehr 2011 
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less frequent.  In this paper, I will add to the literature on both corporate political activity 

and capabilities research by integrating the political choices that firms make (CPA) in 

organizations with both finite resources and competing interests (capabilities).   

 A number of studies have modeled the determinants to CPA and found that firm 

size (Hillman et al. 2004), corporate strategy (Baron 1997), the existence of blockholders 

(Hadani 2012), the level of sales to the government (Hart 2001), industry-level 

concentration (Grier, Munger and Roberts 1991), industry-level regulatory intensity 

(Stigler 1971) and political systems (Hillman 2003) are all associated with the propensity 

to be politically active.  Still other papers have measured themost common political 

activities conditional on firm or industry-level characteristics (Schuler et al. 2002; 

Ansolabehere, deFigueirdo, and Snyder 2003).  In the CPA literature, the outcome 

variable has primarily been the choice of political strategies (i.e. political donations, 

lobbying or a hybrid strategy) or the level of such commitment.  The number of 

management studies that directly focus on performance effects of such strategies, 

however, is fairly limited (Hillman et al. 1999; Shaffer, Quasney, Grimm 2000; 

DeCarolis 2003; Hillman 2005; Bonardi et al. 2006).   

Theoretically, measuring firm performance in competitive environments has been 

the focal goal of resource-based scholars.  Even though the RBV focuses on the resources 

and capabilities that allow firms to garner an advantage and abnormal profits (Barney 

1991), only one empirical paper has incorporated capabilities and political 

action(DeCarolis 2003).  I propose, as Oliver and Holzinger (2008) have requested, to 

incorporate capabilities theory with the choice for corporations to engage in political 

activities.  It is important to frame political action into a capabilities’ framework 
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considering firms have a choice to compete in what Baron (1995) has termed the “non-

market.”  This is true because, as firms seek competitive heterogeneity, external pressures 

are exerted upon them by societal institutions.  Institutions, both formal and informal, act 

as a constraining force on ex ante managerial decision-making and compress the vector 

of strategic options available to top managers.  Neo-institutionalists (DiMaggio and 

Powell 1983; Scott and Meyer 1983; Scott 1987; Scott 1995) argue that formal pressures 

diminish heterogeneity yielding greater firm similarity.  This isomorphism may create 

competitive convergence (Porter 1996), which places relatively fixed parameters on 

corporate choice.  Firms that operate in regulated industries must develop specific 

capabilities to navigate through the rules dictated by a governmental authority.  These 

political capabilities are firm-specific routines and processes that enable firms to gain 

advantage over rivals in institutionalized space.   

This paper has two primary contributions.  First, I integrate capabilities theory 

with the literature in CPA.  This is important considering that a firm’s decision to engage 

in the political realm is just that—a choice.  Since corporate resources are finite, this 

choice comes at the expense of alternative choices the firm could have made.  Some firms 

will go further and develop a capability for operating politically.  Firms that take on such 

a challenge must develop their capabilities through activities that alter the competitive 

environment.  Following the theoretical work by Oliver and Holzinger (2008), I propose 

that capabilities theory best explains firm-level outcomes that these choices result in. To 

address this gap in the literature, I incorporate capabilities theory to explain performance 

effects from political activity. 
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 Second, prominent CPA scholars have addressed the lack of empirical results of 

the CPA-performance link (Shaffer 1995; Hillman, Keim and Schuler 2004; Lux et al. 

2011).  There is adequate evidence for the motivation to engage in CPA, but there is 

much less evidence of the effects of such activity.  There are a limited number of papers 

thatdirectly test performance associated with political activity (Hillman, Zardkoohi and 

Bierman 1999; Shaffer, Quasney and Grimm 2000; Hillman 2005; Bonardi, Holburn and 

Vanden Bergh 2006; Lee and Baik 2006; Richter, Samphantharak and Timmons 2009).  

While the overwhelming majority of tests in these papers show a positive relationship 

between CPA and performance, they are all quite different from one another.  For 

example, the types of CPA tested as explanatory variables vary from political 

connections of employees and board members of the firm (Hillman et al. 1999; Hillman 

2005) to anti-dumping lobbying of the U.S. Customs Service (Lee and Baik 2006) to 

repeated interactions with regulators (Bonardi et al.  2006). Additionally, the sample 

industries represented are both limited and, in some cases, idiosyncratic.  Bonardi et al. 

(2006) use electric utilities as their sample.  While this paper increases our knowledge of 

the CPA-performance link, it has limitations as utilities are often monopolies whose 

output prices are set by a utility commission.  As such, the competitive nature of the 

industry is idiosyncratic since price competition is substituted by the presence of a price 

regulator.  These empirical CPA papers differ widely in their (i) sample selection, (ii) 

methodologies, (iii) specific political activities studied, and (iv) performance variables. It 

is, therefore, not surprising that recent papers have called for further testing of this 

important relationship.  I contribute to this further testing. 
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 In addition to this broader empirical contribution, I also use a diverse sample in 

our study.  Whereas politically-focused management papers have often used samples of 

highly regulated firms (Shaffer et al. 2000; Bonardi et al. 2006), I recognize that the 

political environment, and especially the regulatory environment, has broad implications 

for all industries.  In other words, firms in nearly all industries have multiple regulators 

that they must take into account during the decision-making process.  Finally, I test the 

interaction of two commonly known political activities—PAC formation and lobbying—

to test the effects of firms that are more committed to a political strategy.  To our 

knowledge, ours is the first paper to test this interaction. 

The paper is broken down as follows.  The next section (Section 2) is the 

theoretical foundation where I discuss the role of capabilities in competitive space that 

contains non-market parties (i.e. regulators and politicians).  Section 3 contains our 

hypotheses.  Section 4 will discuss the data and methods utilized in the current study.  

Section 5 is the results of the estimation.  Finally, Section 6 is a discussion including 

limitations and avenues for potential future research. 

 

Theory 

Resource-Based View (RBV) and Capabilities 

 Literature on capabilities derives from the resource-based view (RBV) of the firm.  

The RBV framework (Penrose 1959; Wernerfelt 1984; Barney 1991) posits that resources 

that are valuable, rare, inimitable and non-substitutable may create a platform upon which 

firms can attain a competitive advantage.  However, the link between resources and 

advantage is not direct; instead, firms that possess these resources must also possess 
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capabilities that allow full, if not optimal, utilization of the firm’s strategic assets.  The 

literature on capabilities has matured yet is still a work in progress.  Capabilities research, 

however, can be categorized by the order of capabilities (Prahalad and Hamel 1990; 

Javidan 1998; Ljungquist 2007).  Low order capabilities, labeled ordinary capabilities 

(Winter 2003), are those which firms employ daily in order to make a living (Helfat and 

Winter 2011).  More complex capabilities, labeled dynamic capabilities, allow firms to 

reconfigure existing platforms, resources and ordinary capabilities.  Dynamic capabilities 

have both a temporal element as well as a learning element.  The temporal element is not 

literally calendar time; instead, the term dynamic may refer to the firm feedback effect 

(Teece, Pisano and Shuen 1997).  The learning through feedback processes enables firms 

to reconfigure the bases for competitive advantage to avoid imitation and duplication 

(Barney 1991). 

Furthermore, dynamic capabilities are processes and organizational routines that 

allow the firm to gather, disseminate and integrate new information from both internal 

and external sources to enhance a firm’s current competitive advantage.  Thus, ordinary 

capabilities yield competitive advantage but dynamic capabilities are needed to attain a 

sustained competitive advantage.  The sustainability is a result of the firm’s ability to 

reconfigure corporate assets (Kogut and Zander 1992) in accord with the dominant logic 

of its industry.  In hypercompetitive markets (D’Aveni 1994), firms that have flexibility 

in this reconfiguration have dynamic advantages (Eisenhardt and Martin 2000) since 

firms mired in path dependent and inertial routines lack the capacity to change with 

environmental conditions. 
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 The sources of advantage through dynamic capabilities (Adner and Helfat 2003) 

are rooted in several factors.  All of the factors have one aspect in common, namely the 

role of human capital and, specifically, managerial capital (Teece et al. 1997).  These 

factors may be attributed to general human capital (Castanias and Helfat  1991), social 

capital (Burt 1992) or cognitive processes (Hambrick and Mason 1984).  Therefore, an 

ordinary capability such as the management of R&D is enhanced (or not) by the ability of 

top managers to change the firm functional processes as the market demands.  TMT that 

have this ability enhance the ordinary capability (R&D) by offering a dynamic capability 

of learning through constant feedback.  This Bayesian updating (Powell 2001; Hansen, 

Perry and Reese 2004; Hahn and Doh 2006) approach enhances the firm’s continuous 

position in order to increase the probability of sustained competitive advantage. 

 

Political Capabilities and the Institutional Environment 

 Firm-level decisions must be considered in an institutional context (Selznick 

1957; Meyer and Rowan 1977; DiMaggio and Powell 1983; Scott and Meyer 1983; Scott 

1987; Scott 1995).  Ex ante managerial decision-making is confined by the institutional 

environment in which the firm competes due the constraining pressures put upon 

management.  In competitive space regulated by governmental authorities, legitimacy is 

imposed by either authorization or imposition through coercive isomoporhism (DiMaggio 

and Powell 1983; Mizruchi and Fein 1999; Bowerman 2002).  Coercive isomorphism 

captures the ability for a governmental authority to exert formal pressure upon 

corporations.  Coercive isomorphism “…stems from political influence…” and “…results 

from both formal and informal pressures exerted on organizations upon which they are 
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dependent…(DiMaggio and Powell 1983: page 50).”  The pressure forces a firm to 

garner legitimacy (Parsons 1956a and 1956b; Maurer 1971; Aldrich and Fiol 1994) from 

others in its competitive space, including the authority.  Legitimacy has been defined as 

justification for a firm’s right to exist (Maurer 1971) with the understanding that the right 

is provided to the firm by that authority that grants it.  In order for an organization to be 

granted peer legitimacy, it must follow the norms dictated by those with formal and 

informal power.  Since all actors in an organizational space tend to share the same 

legitimacy-granting authorities, actors tend to become more like one another over time 

(i.e. become isomorphic).   

 Battling coercive isomorphism is important to stave off competitive convergence 

(Porter 1980).  As firms’ behavior is conditioned on other parties, they become more 

homogenous.  This move towards homogeneity makes it increasingly difficult to gain 

advantages over rivals since the activities of industry participants begin to coincide.  

Firms that build capabilities that are meant to manage their environment have the ability 

to remain legitimatized while also having the ability to separate themselves from the 

competition.  Political capabilities are a partial solution to counteract coercive 

isomorphism induced by governmental authorities (Bowerman 2002). 

Similar to coercive isomorphism, Aldrich and Fiol (1994) focus on sociopolitical 

legitimacy to explain the convergence of organizational behaviors.  Sociopolitical 

legitimacy is the “…extent to which a new form conforms to recognized principles or 

accepted rules and standards.”  As firms adopt these accepted rules, each firm begins to 

look similar to its peers.  This similarity may include the markets in which it operates, its 

organizational structures and the specific competitive strategies that it deploys.  This 
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convergence may be even more profound in institutional fields where governmental 

authority is consistently present. 

Therefore, coercive isomorphic pressures and sociopolitical legitimacy pressures 

alter firm strategy by limiting corporate discretion (Porter 1996).  An additional issue 

facing corporate managers is their dependence on a central authority in highly 

institutionalized fields.  As markets and industries become more dependent upon 

authorities, firms that operate in these spaces must either comply or resist the authority.  

Firms can enact both strategies by complying with rules or laws that have low variance 

effects on firm performance and then selecting the arenas to resist regulatory bodies. 

Through a firm’s proactive resource allocations (Noda and Bower 1996), it has 

the ability to persuade governing authorities to make changes to the rules by which firms 

must play (i.e. compete).  Therefore, firm performance increases as the capability for 

political dealing becomes more proficient.  This proficiency, and the resultant 

performance increases, derives from one of two mechanisms.  Either the firm becomes 

more efficient through cost savings that it earns through political capabilities or the firm 

becomes more powerful due to constraints that are placed on industry entry (Stigler 

1971).  This power results in either greater market share or increased profitability (or 

both). 

 

Hypothesis Development 

Political Capabilities 

Resource-based theories predict a positive relationship between a firm’s level of 

capabilities and its performance.  In multiple studies, scholars have empirically tested 



51 

 

different types of specific capabilities that firms possess.10  Research based on political 

capabilities is less common.  Bogner and Thomas (1994) found that some pharmaceutical 

companies held advantages due to regulatory competence.  This regulatory competence 

with the Food and Drug Administration (FDA) was in addition to typical sources of 

competence in the drug industry, most notably R&D and marketing.  DeCarolis (2003) 

found that regulatory competence in the pharmaceutical industry was associated with 

both higher return on assets (ROA) and market to book value.  McNamara and Baden-

Fuller (2007) measured the effects of companies’ efforts to progress along the Food and 

Drug Agency’s (FDA) approval process and found that firms reaching the final process 

(i.e. NDA) are associated with abnormal positive returns.  Kassinis and Vafeas (2007) 

also find a positive relationship between environmental regulatory interactions and 

performance.   

In non-pharmaceutical settings, Hillman et al. (1999) and Hillman (2005) test if 

higher performance is associated with different firm-government relations and found that 

firms with politicians on their corporate boards are associated with higher market 

capitalizations.  Shaffer et al. (2000) found that higher gross profits were associated with 

non-market actions in a sample of airline service firms.  It is important to note that there 

are different types of political action that firms can undertake.  One mechanism that firms 

utilize are political action committees (PAC), which are organizations that campaign for 

an issue or candidate by raising funds for that purpose (Center for Responsive Politics).  

                                                           
10These specific capabilities include marketing (Fahy, Hooley, Cox, Beracs, Fonfara, and Snoj 2000; Ritter 
2006; Golfetto and Gibbert 2006), R&D (DeCarolis 2003), technological and innovation (Prencipe 1997; 
Argyres and Silverman 2004; Cho and Puckik 2005; Sampson 2005; Dutta et al. 2005; Kotha et al. 2011; 
Yam et al. 2011), forecasting (Makadok and Walker 2000), alliance building (Combs and Ketchen 1999; 
Rothaermel and Deeds 2004; Nooteboom et al. 2007) and human capital (Fiol 1991; De Saa Perez, Falcon 
and Manuel 2004).   
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While funding a PAC is not a guarantee of political success, this evidence is inferred in 

several papers (Grier, Munger and Roberts 1991; Schuler et al. 2002; Hillman et al. 

2004).  Creating and funding a PAC is a mechanism by which firms can influence the 

election of public officials and is also a signal of a firm’s commitment to build political 

capabilities.  PAC contributions have the ability to increase firm performance by 

allowing firms to influence elections, which may positively affect their competitive 

conditions.  Therefore, I posit: 

 

Hypothesis 1:  Political capabilities, evidenced by the use of Political Action Committees 
(PACs), are positively related to firm performance. 
 

Lobbying 

Lobbying may also form the basis of a political capability.  Lobbying (Pinske 

1987) is a mechanism whereby a firm may contract with an outside company in an effort 

to exert influence on an existing political authority.   The authority may be an elected 

politician or an appointed regulator (McKay 2011).  Regulators have an important and 

profound effect on private industry as they are empowered to write specific, enforceable 

rules based on Congressional legislation.Firms must comply with these rules or face 

sanctions and, therefore, it is at the regulatory level where firms are most incentivized to 

contract lobbyists in order to help shape policy (McKay 2011). The lobbyists’ role is to 

influence those in authority to create a more profitable climate for their private clients, 

often firms.   

There is a large literature on lobbying, mostly in the fields of political science and 

public policy.  While this literature serves as an important platform here, most of these 
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works are not concerned with private firms as the unit of analysis.  Furthermore, those 

that look at private firms tend not to model firm-level performance outcomes against 

lobbying efforts.  For instance, in the management literature, several important papers 

study lobbying (Shaffer 1995; Schuler et al. 2002; Hillman et al. 2004; Lux et al. 2011).  

However, none of these papers models the association that lobbying has on firm 

performance.  Shaffer (1995) mentions lobbying in his survey of the CPA literature 

without testing for its performance effects while Lux et al. (2011), in a meta-analysis, 

groups all types of CPA activity without separating lobbying from PAC contributions.  

Hillman et al. (2004), in a more recent survey of the CPA literature, was interested in the 

determinants of lobbying as opposed to the outcomes of lobbying.  Schuler et al. (2002) 

looks at different determinants of both PAC and lobbying propensities of private firms 

but does not model firm performance.  Bonardi et al. (2006), however, does model firm 

performance in a highly regulated industry (electric utilities) and found that a firm’s 

experience in dealing with a government agency is positively associated with return 

measures.   

In the political science and public policy literature, there is scant evidence that 

lobbying leads to greater performance.  Richter et al. (2009) found that increased 

lobbying was associated with lower tax rates for firms.  While profitability per se was not 

measured, lower tax rates are an indirect measure of greater net performance at the 

corporate level.  Lee and Baik (2010) found that lobbying pressure was positively 

associated with anti-dumping disbursements in a sample drawn from the U.S. Customs 

Service between 2001 and 2003.  Finally, in a content analysis of the comment periods 
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during regulatory rulemaking, Yackee and Yackee (2006) found that business interests 

influence political rulemaking, an important precursor to increased performance.   

We posit that lobbying is positively associated with performance.  However, this 

position is embedded within a capabilities argument because firms must choose where to 

allocate finite resources.  By allocating resources in non-market activities (Barron 1995, 

1997; Boddewyn 2003), management teams are making clear strategic choices as to 

which allocation strategy will yield high payouts.  These political capabilities are utilized 

ex ante against a vector of other resource allocation combinations to yield what 

management hopes is an optimal repertoire of market versus non-market strategy.  The 

intensity that firms allocate these resources is indicative of the level of effort they are 

willing to put into developing political capabilities and, therefore, I posit: 

 

Hypothesis 2:  Political capabilities, evidenced by lobbying intensity, have a positive 
association with firm performance. 
 

High Status Lobbyists 

 In addition to the use and expenditure levels of lobbying, firms may hire lobbyists 

with varying degrees of status.  Status has been studied in several contexts, most notably 

in the context of top management.  Graffin, Wade, Porac and McNamee (2008) found 

that pay increased for top managers when the CEO for whom they worked had “star 

status.”  This status diffusion, a term to denote the positive payoff for actors associated 

with a person of high status, is also evident in other papers.  Zhang and Wiersema (2009) 

found that firms with high status CEOs had abnormal returns as did Wade, Porac, Pollock 

and Graffin (2006).  Hsu (2004) found that firms that used high-reputation venture 
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capitalists received a 14 percent discount on their equity capital.  Finally, Stuart, Hoang 

and Hybels (1999) suggested that firms with high-status alliances had higher valuations 

than those without these types of alliances.  Therefore, I argue that the use of high status 

lobbyists will produce similar effects for a firm’s performance.  As legitimacy becomes 

easier when a high status lobbyist is contracted by the firm, the firm’s net payoff to such 

a relationship would be predicted to be increasing.   

 

Hypothesis 3:  The use of high-status lobbyists is positively associated with firm 
performance. 
 

 

PAC and Lobbying Interaction 

 Hypotheses 1 and 2 argue that either PAC intensity or lobbying intensity will 

yield higher performance for firms.  The combination of these two activities may signal 

that firms are more engaged in the attainment of a political capability (Schuler et al. 

2002).  Additionally, since PACs usually focus on politicians in an election cycle and 

lobbying focuses on incumbent politicians or regulators, the combination of both 

activities should have a positive relationship on firm performance as they are 

complements.  There have been no papers to date that measure the interaction of PAC 

and lobbying activities on firm performance; however, at least one paper has looked at 

the combination of these activities.  Schuler et al. (2002) modeled the probability that a 

firm would engage in multiple political activities.  Factors that were associated with 

multiple political activities included firm size, industry political activity and the existence 

of a congressional caucus for an industry.  While not a finding, the authors also argue 
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theoretically that the two types of activities are complements and not substitutes.  Relying 

on this logic, coupled with the evidence of positive firm performance for the main effects 

(PAC and Lobbying), I posit: 

 

Hypothesis 4: The interaction of PACs and Lobbying is positively associated with firm 
performance. 
 
 

Industry Concentration 

We propose that industry concentration moderates the relationships between the 

main effects in Hypotheses one through three because, in highly concentrated industries, 

the incentive mechanisms to act in a collective manner differ from more fragmented 

industries (Knickerbocker 1973; Caves and Porter 1977; Porter 2008; Levin, McGill and 

Neviak 2009).  For example, in industries where concentration is low, a collective action 

problem (Grier et al. 1991)is exacerbated due to the high cost of coordination and the 

high probability of free-riding.  Since regulatory mandates are often industry-wide, those 

firms that do not incur expenses for political activity (i.e. lobbying) will reap the benefits 

if others partake in the activity (Ohlson 1965).  When markets are highly concentrated, 

this problem is reduced for two reasons.  First, regulators can apply policies more easily 

since there are few firms that may be affected.  Secondly, and more importantly, it is 

easier for a few firms to coordinate activities to avoid the free rider problem inherent in 

the collective action problem. 

The specific logic is as follows.  As industry concentration increases, political 

activity becomes both more probable and more profitable as cost sharing amongst firms 

increases.  Even if the political activity is done at the firm level, the efforts are reduced 
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considering other firms are contributing to the activity.  Because of this, the returns to 

political activities should increase as concentration increases.  Similar effects of increased 

performance in concentrated industries are found in Andres (1985), Grier et al. (1991), 

Ferrier, Smith and Grimm (2001), Schuler et al. (2002), Basdeo, Smith, Grimm, Rindova, 

and Derfus (2006), Derfus, Maggitti, Grimm and Smith (2008).  Therefore, I posit: 

 

Hypothesis 5:  The positive relationship between a firm’s political capabilities, through 
its use of PACs, and firm performance is positively moderated by industry concentration. 
 

Hypothesis 6:  The positive relationship between a firm’s political capabilities, through 
its use of lobbying, and firm performance is positively moderated by industry 
concentration. 
 

Hypothesis 7:  The positive relationship between the use of high-status lobbyists and firm 
performance is positively moderated by industry concentration. 
 
 

Data and Methods 

Data 

We were interested in measuring the effect of political capabilities in a wide 

variety of industry types.  This breadth of industries is important as regulation affects all 

large corporations and not just those in formally regulated industries (Bonardi et al. 

2006). Data for this study was drawn from three sources.  First, financial data was 

retrieved from Compustat.  Secondly, data pertaining to both lobbying efforts and 

political contributions were obtained from The Center for Responsive Politics (Schuler et 

al. 2002, Hillman et al. 2004; Richter et al. 2009; Hadani 2012), a database of corporate 

political activities.  Finally, industry structure was calculated using data from the United 
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Figure 2.1—Hypotheses 

 

 

States Census Bureau.  Our sample consisted of 106 publicly traded firms that were 

included in the Fortune 500 between the years 2005 and 2011.  Since there is entry and 

exit from year to year in the Fortune 500, a comprehensive list of firms that were 

included in the Fortune 500 at any time in the six year sample window was compiled.    
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Table 2.1—Sample List 

 

 

From this list of 567 firms, I took a random sample using the RAND function in 

Microsoft Excel, leaving 106 firms.  After dropping observations due to missing data, I 

was left with an unbalanced panel of 87 companies over a six year period and the final 

sample included 514 firm-year observations.  Table 2.1 contains the firms used in the 

sample. 

Estimation 

 Our estimation technique is a random-effects regression in STATA with the 

following specification: 

ABBOTT LABORATORIES FLOWSERVE CORP PARKER-HANNIFIN CORP

ABERCROMBIE & FITCH  -CL A FMC TECHNOLOGIES INC PENNEY (J C) CO

AGILENT TECHNOLOGIES INC GAMESTOP CORP PEPSICO INC

ALLEGHENY TECHNOLOGIES INC GILEAD SCIENCES INC PERKINELMER INC

AMGEN INC GOODRICH CORP PIONEER NATURAL RESOURCES CO

APACHE CORP GOODYEAR TIRE & RUBBER CO QUALCOMM INC

APPLE INC HEWLETT-PACKARD CO RAYTHEON CO

AUTOZONE INC HOME DEPOT INC ROCKWELL COLLINS INC

AVERY DENNISON CORP HOSPIRA INC SAFEWAY INC

BIOGEN IDEC INC IRON MOUNTAIN INC SCRIPPS NETWORKS INTERACTIVE

BMC SOFTWARE INC JABIL CIRCUIT INC SIGMA-ALDRICH CORP

CAMERON INTERNATIONAL CORP JOHNSON & JOHNSON SPRINT NEXTEL CORP

CATERPILLAR INC KB HOME ST JUDE MEDICAL INC

CELGENE CORP KELLOGG CO STANLEY BLACK & DECKER INC

CEPHALON INC LAUDER (ESTEE) COS INC -CL A SUN MICROSYSTEMS INC

CF INDUSTRIES HOLDINGS INC LEXMARK INTL INC  -CL A SYSCO CORP

CISCO SYSTEMS INC LILLY (ELI) & CO TARGET CORP

COCA-COLA ENTERPRISES INC LIMITED BRANDS INC TERADYNE INC

COMPUWARE CORP LOCKHEED MARTIN CORP TESORO CORP

CONSOL ENERGY INC LORILLARD INC TEXTRON INC

COSTCO WHOLESALE CORP MASSEY ENERGY CO TJX COMPANIES INC

CUMMINS INC MATTEL INC UNITEDHEALTH GROUP INC

DARDEN RESTAURANTS INC MEADWESTVACO CORP WALGREEN CO

DENTSPLY INTERNATL INC MERCK & CO WASHINGTON POST  -CL B

DOVER CORP MICRON TECHNOLOGY INC WASTE MANAGEMENT INC

EBAY INC NATIONSTAR MORTGAGE HOLDINGS WELLPOINT INC

ECOLAB INC NEW YORK TIMES CO  -CL A WESTERN DIGITAL CORP

EL PASO CORP NOBLE ENERGY INC WEYERHAEUSER CO

EQUIFAX INC NORDSTROM INC YAHOO INC

EXPEDIA INC NVIDIA CORP YUM BRANDS INC
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Y it = α + β’X i(t-1) + W’Z i(t-1) + Uit + εit    (1.1) 

 

Where Y is the dependent variable represented in this study by either return on invested 

capital (ROIC), return on assets (ROA) and return on sales (ROA), β�X are vectors of 

parameter estimates and explanatory variables and W�Zare vectors of parameter estimates 

and control variables. Uit is defined as the between-entity error and εit  is defined as the 

error term, which incorporates all other factors such omitted variables.  

  

Variables 

Dependent Variable 

Since this study is concerned with firm-level performance effects, the dependent 

variable used in this study consists of three commonly used financial measures: 

Return on Assets (ROA), Return on Sales (ROS) and Return on Invested Capital 

(ROIC).  Specifically, they are operationalized as follows: 

ROAit= Earnings Before Interest and Taxes (EBIT)it/ Total Assetsit (2.1) 

ROSit= Earnings Before Interest and Taxes (EBIT)it/ Total Revenueit 

          (2.2) 

ROICit= Earnings Before Interest and Taxes (EBIT)it/ Invested Capital -    

         Cashit (2.3) 
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Independent Variables 

Political Capabilities (PAC Intensity). Political capabilities are measured by the intensity 

that firms deploy resources geared toward political influence, namely PAC contributions.  

Intensity measures, such as marketing and R&D intensity, are widely used in the 

literature (DeCarolis 2003).  Since political capabilities have not been operationalized in 

many works, the amount of monies spent by a firm mirrors the logic behind other 

intensity measures.  Research that have used the term (or a variant of) political 

capabilities have been focused on the pharmaceutical industry and, therefore, have used 

idiosyncratic measurements to measure political capabilities.  For example, new drug 

application (NDA) approvals have been operationalized in previous papers (Bogner and 

Thomas 1994; DeCarolis 2003).  Political intensity, therefore, is calculated as the amount 

of a firm’s political action committee (PAC) contributions in year t divided by its annual 

revenues in year t.  This measure is lagged by one year relative to the dependent variable. 

 

Political Capabilities (Lobbying Intensity). Following a similar logic as employed in 

operationalizing PAC intensity, I measured lobbying intensity as the amount of a firm’s 

lobbying expenditures in year t divided by its annual revenues in year t.  This measure is 

lagged by one year with respect to the dependent variable. 

 

Political Capabilities (High-Status Lobbying). In addition to general lobbying, I also 

operationalized a firm’s use of high-status lobbyists.  As opposed to general lobbying, 

high-status lobbying was measured as the total expenditures that a firm spent on top 20 

lobbying firms.  Since this figure was typically a fraction of the total lobbying 
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expenditures, calculating this measure as an intensity may be problematic considering 

many values would be close to zero.   

 

Industry Concentration. Industry concentration was calculated as the CR4 levels of the 

firm’s primary six digit NAICS code (Snyman 2010).  This concentration measure 

calculates the market shares of the top four firms in an industry with higher numbers 

denoting highly concentrated industries. I calculated the market shares in each six digit 

NAICS code and included the figure as a whole number (i.e. 30% as 30).  The bounded 

range of both the CR4 and CR8 level is [0, 100]. 

 

Control Variables 

Federal Government Control.  I control for the two political parties that control the U.S. 

government: the Republican Party and the Democratic Party.  Considering the makeup of 

the U.S. government, it is important to control for both the executive branch and the 

legislative branch.  While the executive branch of government appoints the leaders of 

regulatory bodies, Congress has the power to fund, or withhold funding for, these 

regulators.  While there is evidence, or at least the perception, that the Republican Party 

favors less regulation and the Democratic Party favors more (Keim and Zardkoohi 1988; 

Grier and Munger 1993; Banker, Das and Ou 1997; Bonardi et al. 2006), I take no 

specific position.  I coded this control variable as 1 if both branches are controlled by the 

Republican Party, 2 if each party controls one branch, 3 if one party controls the 

executive branch and the legislative branch is split between the parties (e.g. in 2012, the 
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Republican Party controls the House of Representatives while the Democratic Party 

controls the Senate), and 4 if both branches are controlled by the Democratic Party.   

 

Firm Size. Firm size is measured by the natural log ofa firm’s total assets.  This term is 

lagged by one year relative to the dependent variable. 

 

Organizational Financial Slack.  I control for slack resources by measuring a firm’s 

current ratio (Derfus et al. 2008).  Considering that firms with greater amounts of 

organizational slack have more available resources and, therefore, more choice, it is 

important to control for this in all models.  Measuring slack using the current ratio is 

calculated as the firm’s current assets in year t divided by its current liabilities in year t.  

This measure is lagged by one year relative to the dependent variable. 

 

Sector.  I control for the sector that firms are grouped in according to the Standard and 

Poor’s.  These categories include consumer discretionary, consumer staples, energy, 

health care, industrials, information technology, materials, and telecommunications 

services.  These eight categories are controlled for to capture variation due to inclusion in 

a specific group.  Two sectors—financials and utilities—were removed as has been 

common in previous studies since there are idiosyncratic issues in these sectors.  For 

example, financials are often dropped in management studies since the accounting data 

found in financial companies are difficult to compare to non-financial companies.  

Additionally, utilities, while highly regulated, are often government-approved 
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monopolies without the power to set their own prices and, therefore, are not comparable 

to our sample. 

 

Prior Performance.  I controlled for prior performance by using Standard and Poors data, 

which measures the financial quality of companies that are publicly traded.  The rankings 

were transferred from letters to numbers by category (1=A+ range, 7=C at the extremes).  

While many other studies use the lagged version of the dependent variable for prior 

performance, this technique may lead to serial correlation.  However, there is another 

reason that I included the quality rankings.  S&P quality rankings encompass more than 

just the prior year’s financial performance; instead, they incorporate a wide variety of 

variables including performance as well as debt, bond ratings and liquidity measures. 

Year. I controlled for time-effects by including the year as an additional control variable. 

Table 2.2—Summary Statistics 

 

 

 

N Mean St. Dev. Min Max

ROA 534 0.1258   0.0862   -0.2172 0.6290      
ROS 534 0.1506   0.1148   -0.2998 0.5430      
ROIC 534 0.2201   0.1977   -0.3155 2.2710      
PAC Intensity 534 0.0020   0.0027   0 0.0128      
Lobbying Intensity 534 0.0111   0.0170   0 0.1102      
High-Status Lobbyist 534 83.470   197.71   0 1,246.0     
Industry Concentration (CR4) 534 47.184   20.654   8.4000 94.800      
Financial Slack (Current Ratio) 534 1.7094   1.0863   0 9.6410      
Size (Ln Total Assets) 534 9.1262   1.0407   6.8190 11.732      
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Table 2.3—Correlation Table by Year 

 

 

 

 

 

 

 

 

 

   1 2 3 4 5 6 7 8 

                  

 ROA 1               

                  

 ROS 0.5162 1             

  0               

                  

 ROIC 0.9355 0.3723 1           

  0 0.0003             

                  

 PAC Intensity 0.2725 0.4251 0.2412 1         

  0.0098 0 0.0228           

                  

 Lobbying Intensity -0.0637 0.266 -0.1226 0.5408 1       

  0.553 0.0118 0.2526 0         

                  

 High-Status Lobbying -0.0204 0.0616 -0.0094 0.4233 0.4785 1     

  0.8498 0.5662 0.9303 0 0       

                  

 Financial Slack 0.2055 0.3211 0.0026 0.05 0.3486 0.0136 1   

  0.0548 0.0023 0.9811 0.6439 0.0009 0.8997     

                  

 Firm Size -0.179 0.0465 -0.1876 0.2548 0.1079 0.3943 -0.1729 1 

  0.0932 0.6652 0.0784 0.016 0.3142 0.0001 0.1073   
 



66 

 

Table 2.4—Random Effects Estimation (DV=ROIC) 
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Results 

Table 2.2 contains the summary statistics from our dataset and Table 2.3 is the 

pairwise correlation coefficients by year.  Table 2.4 contains the results from eight 

random-effects estimation models calculated in STATA.  All eight models are highly 

significant and the range of R-squared values moves from the minimum of 0.3450 

(Model 4) to a maximum of 0.6435 (Model 7).  Model 1 is the control-only model.   

Hypothesis 1 predicted a positive association between PAC intensity and firm 

performance (ROIC).  The coefficient for the variable PAC Intensity is significant and 

positive lending support for our first hypothesis (b=0.996, p=0.005).  Hypothesis 2 

predicted that the use of lobbying would be positively associated with a firm’s 

performance.  Hypothesis 2 was measured using lobbying intensity and was highly 

significant (b=0.128, p=0.003).  Therefore, Hypothesis 2 was supported. 

Hypothesis 3 predicted that the status of the lobbyists that firms employ also 

matters.  Specifically, I posited that firms that utilized high-status lobbyists (i.e. top 

lobbyists) would be better performers than those that did not.  I found no support for 

Hypothesis 3 as seen in Model 4.  Additionally, Model 4 had less explanatory power than 

did the control only model. 

Hypothesis 4 dealt with the interaction of the two main activities that serve as a 

proxy for political capabilities within firms:  PAC and lobbying intensity.  I predicted that 

the interaction of these two activities would be positively associated with firm 

performance and our estimations confirmed this position.  Model 5 includes the PAC 
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Intensity x Lobbying Intensity interaction, which is significant (b=1.534, p=0.088) 

although only marginally significant.  This lends support for Hypothesis 4. 

Figure 2.2 shows the interaction plot of lobbying expenditures and PAC Intensity.  

In order to create this plot, I segmented each of these continuous variables into three 

categories, which were then graphed.  The y-axis is our dependent variable, ROIC, and 

the x-axis is represented by PAC Intensity.  The lobbying expenditures are represented by 

the colored lines.  An interesting finding from the graphical display of the interaction is 

that the middle lobbying group (Group 2=red) were not involved in intense political 

action spending even though the high and low groups were.  Another interesting finding 

from Figure 2.23 is that, on average, firms that were the heaviest PAC spenders but either 

had low or high lobbying expenditures had higher than average ROIC, although clearly 

those firms that were in the highest category in both had the highest ROIC.  This provides 

further evidencethat the interaction of the two political activities, which denotes heavier 

investments in political capabilities, is associated with superior performance. 

 

Figure 2.2—Interaction Graph (PAC x Lobbying) 
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Hypotheses 5, 6 and 7 were concerned with the moderating effect of industry 

concentration on the main effects.  The results that correspond with these hypotheses can 

be found in Models 6, 7 and 8.  Model 6 tests the moderating effect of industry 

concentration on PAC intensity.  Note that Model 6 has the highest explanatory power of 

all models in Table 2.4 (R-Square=0.6435).  The interaction coefficient is positive and 

significant (b=0.067, p=0.000) and, therefore, provides support for Hypothesis 5.  Model 

7 includes the interaction of lobbying intensity and industry concentration.  The 

coefficient is significant and positive (b=0.014, p=0.000), thereby providing support for 

Hypothesis 6.  Finally, Model 8 includes the interaction of lobbying expenditures and 

industry concentration.  As with Hypotheses 5 and 6, I find support for Hypothesis 7 as 

the coefficient in Model 8 is both positive and significant (b=0.002, p=0.050).   

 

Robustness 

 We performed several robustness checks to address (i) the consistency of our 

findings, (ii) self-selection bias and (iii) reverse causality.   

 

Consistency of Findings 

 In addition to ROIC, I tested models with two other dependent variables—ROA 

and ROS.  Tables 2.5 and 2.6 include the results from these estimations.  Results were 

robust between the ROA and ROIC models; however, in the estimations with ROS as the 

dependent variable, the significance on both PAC Intensity and the interaction between 

PAC intensity and lobbying intensity were no longer significant. 
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In addition to the random-effects models, I also estimated a Tobit model for panel 

data using the xttobit command in STATA.  This was done since the values of our 

dependent variables fall between -1 and +1.  It is true that, theoretically, the values of our 

dependent variables can vary between -∞ and +1 considering some firms have large net 

income losses with little to no revenue.  However, our sample does not consist of such 

firms.  The results of the Tobit models can be found in Table 2.7.  The findings in the 

Tobit models were similar with the exception of the loss of significance in the PAC 

intensity coefficients.   

 We also estimated models with multiple main effects tested simultaneously.  This 

was done for both random effects and Tobit models.  Again, the PAC Intensity variable 

does not seem to be robust to these different techniques.  However, lobbying intensity is 

robust to different models and estimations.  The results of these tests are contained in 

Table 2.8. 

 

Self-Selection 

 The choice to compete politically is non-random and, as such, results may be 

biased since firms self-select into this strategy.  I employed a Heckman Selection Model 

to test for this bias. The Heckman Selection Model is a two-step procedure where the first 

step is a selection equation.  The selection equation consists of a probit model where the 

dependent variable is binary (1=Engage in Political Activity, 0=Not Engage).  In the 

second stage, the inverse Mills Ratio is included as an additional regressor to correct for 

potential selection bias (Stock and Watson 2007).  This, however, is conditional on the 

Mills Ratio being statistically significant.  In our case, the coefficients on the Mills Ratio 
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were insignificant.  The interpretation of the insignificance is that our original models did 

not contain selection bias.   

 

Simultaneous Causality 

 We also test for simultaneous causality since it could be possible that high 

performance causes political activity in addition to, or instead of, political activity leading 

to higher performance.  The evidence to date in the field shows that there is no 

relationship between the performance in one time period and the political activities in 

future years (Schuler et al. 2002; Hillman 2005; Hadani 2012).  I also took this into 

account through two controls.  First, I controlled for past performance in all of our 

statistical models.   Secondly, our sample was chosen from the Fortune 500 and, while it 

is possible that some of these firms have financial constraints, it seem counter-intuitive 

that these firms would not have the means to operate politically if they so chose. 

 More specifically, I tested for simultaneous causality by regressing prior 

performance on both PAC Intensity and Lobbying Intensity.  I included two lagged time 

periods (One year and three year) for further robustness.  This resulted in a total of 12 

models (three performance measures, two lagged time periods, and two dependent 

variables). The coefficients on the performance variables were insignificant in the 12 

models leading us to conclude thatsimultaneous causality is not evident in our sample. 
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Discussion, Limitations and Future Research 

 

 In this paper, I have contributed to the literature on corporate political activity 

(CPA) as well as capabilities theory.  The goal of the paper was to integrate these two 

literature streams in a way that has heretofore only been done sparsely (Oliver and 

Holzinger 2008).  An additional, yet related, goal was to answer the call from several 

scholars who have recognized that there is a dearth in the political activity-performance 

link (Shaffer 1995; Hillman et al. 2004; Lux et al. 2011).  This literature gap is an 

important one to close since firms have become more politically active in recent years 

(Richter et al. 2009) and there is limited evidence that this political activity is profitable 

for firms.  It is important to note that the choice to iteratively allocate resources to pursue 

a capability platform (Noda and Bower 1996) has been well documented in the 

management literature, albeit in regard to non-political capabilities.   
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Table 2.5—Random Effects Estimation (DV=ROS) 
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Table 2.6—Random Effects Estimation (DV=ROA) 
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Table 2.7—Tobit Regression Results 

 

Table 2.8—Simultaneous Main Effects Models 
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Table 2.9—Hypotheses Summary 
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 Within the political capabilities context, I tested the relationship between three 

different areas of political activity and resultant performance.  In the main effects models, 

and as hypothesized, PAC intensity and lobbying intensity were both positive and 

significant.  Estimations of reverse causality were performed to determine if firm 

performance may cause more political activity, but I found no evidence of this 

relationship.  Why should a relationship exist between the contributions to PACs and firm 

performance?  There are two potential reasons.  First, as elected officials take office (or 

hold office), there may be a tacit understanding between both parties to work toward a 

similar goal.  Since a politicians’ success is at least partially dependent on contributions, 

they may make decisions that are in the best interests of their financial constituents (as 

opposed to residential constituents).  While this focus may be thought of as unethical 

(Alzola 2013) or corrupt (Campos and Giovanni 2007), it is one mechanism for a firm to 

manage its political environment in order to give it more favorable conditions.  As an 

example, Olson (2011) reported that of the 100 Congressmen who verbalized support for 

AT&T’s 2011 takeover attempt of rival T-Mobile USA, 99 were given PAC 

contributions by the firm in the previous election cycle.  While the merger was eventually 

blocked by the U.S. Department of Justice (DOJ), the wide support is potential evidence 

of a tacit quid pro quo between politicians and industry.  The second potential 

explanation for the positive relationship between PACs and performance is that firms 

help the politicians whom are favorable to their profitability win election races.  This may 

seem similar to the first explanation but the mechanism is different.  For example, firms 

may be allocating PAC resources by targeting politicians who have both a good chance of 

winning and are aligned with the firm’s strategy.  In cases like this, firms that have 
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proficient political capabilities may increase the marginal probability of getting this “pro-

business” candidate elected.  After winning, the candidate may support legislation that 

enhances the firm’s profitability. 

 We hypothesized a positive association between lobbying and performance and 

found strong support for this notion.  There have been very few papers that directly test 

the relationship between this political activity and firm profitability (Bonardi et al. 2006; 

Richter et al. 2009).  In both of these papers, lobbying and performance were positively 

associated with one another.  The present study adds credence to these findings.  The 

magnitude of the interaction term (PAC x Lobbying) was significant and positive 

although the significance level was marginal.  The evidence from our sample shows that 

when firms were politically engaged in both activities, the performance payoff was 

amplified.  Since no prior research assessed this interaction against performance 

specifically, I argue this represents new evidence that multiple platforms for political 

management have positive performance effects. 

 Our moderator variable—industry concentration—positively moderated our main 

effects.  This is important since our sample consisted of multiple industry types and, 

therefore, this variation in types allowed us to test the performance effects in 

concentrated vs. non-concentrated industries.  As predicted in both theoretical models, 

such as collective action theories (Ohlson 1965), and empirical models (Basdeo et al. 

2006; Derfus et al. 2008), industry concentration alters corporate behavior by 

incentivizing certain activities where the payoff to coordination amongst firms is high 

(Samuelson 1954). 
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Limitations 

 Like most papers, the present study has limitations.  Included in our limitations is 

the operationalization of the regulatory capabilities variables.  While I utilized measures 

from prior research, the values themselves are proxies for many of the activities that are 

nearly impossible to study within corporations.  For example, while our argument rests 

on the notion that managers, who have finite time and resources, make ex ante decisions 

that they believe are optimal, I can only observe the result of their actions (i.e. 

contributions or lobbying retention) and not the process that led to these actions.  This is 

a common issue in management research and one that limits our findings.  The 

unobservability of some political activities coupled with the fungibility of performance 

measures make complete associations and interpretations difficult. 

Future Research 

 The management community would be best served if future research on political 

capabilities focused more empirical studies that test the relationship between CPA and 

performance.  In addition to direct tests of accounting measures, other measures that are 

important include 1) market-based measures (e.g. market capitalization), 2) reputational 

effects and 3) industry position metrics (e.g. do firms maintain market share from year to 

year).  Secondly, case studies should be implemented for both theoretical and empirical 

reasons in the study of CPA.  While quantitative studies are important, the mechanisms 

behind the build-up of political capabilities, the mechanisms of capability implementation 

and the separation of the effects from different activities may be best served in a single or 

multiple case study format.  One way to do this is through a grounded theory approach 
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where the results of the existing quantitative literature are compiled in order to then 

ground the mechanisms behind these findings.  This would add richness to the findings 

that are difficult to extract in a statistical paper. 
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CHAPTER 3 
 

POLITICAL CAPABILITIES AND RIGIDITIES: THE CASE OF AT&T’S 
ACQUISITION ATTEMPT OF T-MOBILE USA 

 
 

 

 

Introduction 

 

 “ Few relationships are as critical to the business enterprise itself as the 
relationship to government. The manager has responsibility for this relationship as part of 
his responsibility to the enterprise itself. To a large extent the relationship to government 
results from what businesses do or fail to do."  Peter Drucker 
 

  

 

Firms engage in political activity in order to manage the uncertainty of the non-

market.  Research on corporate political activity (CPA) has primarily focused on the 

determinants of the decision to engage politically and, to a lesser extent, the effects of 

such decisions.  However, there exists a disconnect between a firm’s intent to operate in 

the political realm and the specific activities that it must master in order to accomplish 

such a goal.  In other words, do firms have specific political capabilities and, conditional 

on an affirmative answer, what exactly do firms do in order to establish a platform for 

competing in this arena?  In addition, once the capability is attained, do firms benefit 

from political activity? There is a plethora of anecdotal evidence from the popular press 

concerning CPA and its effects.  In a number of articles published in the Wall Street 

Journal in 2012 and 2013, Google’s lobbying efforts were chronicled in terms of both the 
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choice to lobby and the payoffs to such lobbying.  For example, Google spent $10 

Million lobbying certain states to allow testing of its new driverless cars (Efrati 2012).  In 

order to do so, Google needed to literally educate elected and appointed officials as to the 

safety issues with such technologies.  After connecting with influential lobbyists, and 

paying them handsomely, Google was able to convey information and persuade 

lawmakers to allow such technology.  A more negative view were the insinuations that 

Google spent $25 million on over a dozen lobbyists in order to quell an anti-trust 

investigation from the Federal Trade Commission (FTC).  The investigation was 

dropped, although the FTC denied that the decision was a product of the lobbying effort 

(Crovitz 2013). 

Firm-level capabilities have been viewed as a source of competitive advantage 

(Argyres and Silverman 2004; Rothaermel and Deeds 2004; Kotha, Zheng and George 

2011) although the evidence is by no means universal (Newbert 2007).  Capabilities 

theory is derived from the resource-based view (RBV) of the firm (Penrose 1959; 

Wernerfelt 1984; Barney 1991) as it extends the RBV’s mechanisms for competitive 

advantage.  According to capabilities research, strategic resources are necessary but not-

sufficient to garner firm-level advantage.  Capabilities encompass firms’ processes by 

which they convert resources into outputs.  On the other hand, some scholars have argued 

that capabilities may have the opposite effect, eventually turning into rigidities that 

negatively affect returns (Leonard-Barton 1992; Mishina, Pollock and Porac 2004; 

Drnevich and Kriauciunas 2011).  These rigidities are often caused by managerial myopia 
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if top management ignore environmental cues, which can lead to an escalation of 

commitment (Sleesman, Conlon, McNamara and Miles 2012).11 

 This apparent contradiction suggests that the use of the term capabilities may be 

too general as firms compete in idiosyncratic ways. Research on capabilities offers a wide 

typology of specific capabilities that firms possess.12  Firms that operate in markets that 

rely heavily on government intervention may have the need to invest in political 

capabilities, which can be defined as those processes that firms undertake in order to 

manage relations between themselves and a political authority.  In the case of U.S. firms, 

political authorities include elected and appointed officials in government-sanctioned 

offices (e.g. member of Congress and the Chairperson of the Department of Justice’s 

Anti-Trust Division respectively).   

 In the case of political capabilities, when the probability of firm-government 

interaction is high, firms may compete by gaining advantages in these relationships as 

opposed to exclusively competing on products and services.  While there is rather large 

body of literature on CPA, there is scant research on capability build-up in the political 

realm.  The CPA literature13 primarily focuses on the types of firm-level characteristics 

that lead to the use of political strategies; however, few of these papers address the link 

between the use of such strategies and firm performance (exceptions include Hillman, 

Zardkoohi and Bierman 1999; Shaffer, Quasney and Grimm 2000; Schuler, Rehbein and 
                                                           
11 Other earlier works on the escalation of commitment include Staw (1976), McCain (1986) and Staw and 
Ross (1987). 
12 These include technology based (Prencipe 1997; Cho and Puckik 2005; Dutta, Narasimhan and Rajiv 
2005), alliance formation (Combs and Ketchen 1999; Rothaermel and Deeds 2004; Nooteboom, Van 
Haverbeke, Duysters, Gilsing and van den Oord 2007), human capital (Fiol 1991; De Saa Perez, Falcom 
and Manuel 2004) amongst others. 
13 Seminal works in the management literature include Grier, Munger and Roberts 1991; Shaffer 1995; 
Hillman, Zardkoohi and Bierman 1999; Schuler, Rehbein and Cramer 2002; Hillman 2005; Oliver and 
Holzinger 2008; Lux, Crook and Woehr 2011; Hadani 2012; Sawant 2012 
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Cramer 2002; Hillman 2005; Bonardi, Holburn and Vanden Bergh 2006; Richter, 

Samphantharak and Timmons 2009).   

As firms come to rely on successful strategies, they may become complacent and 

myopic.  For example, political strategies that worked in one time period may be assumed 

to work in the future.  One reason for this myopia is caused by poor environmental 

scanning.  Successful management teams have the ability to scan the external 

environment for key signals and information that should be incorporated into the next set 

of decisions.  This updating (Powell 2001; Hansen, Perry and Reese 2004; Hahn and Doh 

2006) approach to strategic decision-making is crucial for firms to survive and, 

conditional on survival, to thrive.  However, if management becomes complacent and 

myopic with respect to past success, it may be too rigid to update its prior choices (i.e. 

rigidities) when contemplating future initiatives. 

 The contribution of this paper is three-fold.  First, I integrate capabilities theory 

with the literature on CPA.  This is important considering that a firm’s decision to engage 

in the political realm is just that—a choice.  Since corporate resources are finite, this 

choice comes at the expense of alternative choices the firm could have made.  Some firms 

will go further and develop a capability for operating politically.  Firms that take on such 

a challenge must develop their capabilities through multiple activities.  Whereas many 

CPA papers deal with the determinants of CPA (See Lux et al. 2011 for a survey), few 

have addressed the political activities as part of a cohesive plan to create a capability 

within the firm (Oliver and Holzinger 2008 is an exception).  Capturing this process is a 

major contribution of this paper. 
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 Second, prominent CPA scholars have addressed the lack of empirical results of 

the CPA-performance link (Shaffer 1995; Hillman, Keim and Schuler 2004; Lux et al. 

2011).  There is adequate evidence for what may motivate firms to engage in CPA, but 

there is much less evidence of the effects of such activity.  It is important that I address 

this point fully.  There are a limited number of papers that test the CPA-performance link 

with outcome variables typically seen in management (Hillman et al. 1999; Shaffer et al. 

2000; Hillman 2005; Bonardi et al. 2006; Lee and Baik 2006; Richter et al. 2009).  While 

the overwhelming majority of tests in these papers show a positive relationship between 

CPA and performance, they are all quite different from one another.  For example, the 

types of CPA tested as explanatory variables vary from political connections of 

employees and board members of the firm (Hillman et al. 1999; Hillman 2005) to anti-

dumping lobbying of the U.S. Customs Service (Lee and Baik 2006) to repeated 

interactions with regulators (Bonardi et al. 2006).  In addition, the industry-types 

represented in these works are both limited and, in some cases, idiosyncratic.  Fox 

example, Shaffer et al. (2000) test one hypothesis dealing with non-market activities in 

the airline industry and found that these activities were positively associated with 

performance.  Bonardi et al. (2006) test the effect of repeated interactions with regulators 

on the performance of electric utilities.  While these valuable papers increase our 

knowledge of the CPA-performance link, their CPA measures and settings are limited.  

The conclusion, therefore, is that the evidence for CPA’s effect on performance is in need 

of additional tests. 

 The third contribution that the present study makes is in showing that capabilities 

have the ability to escalate commitment within the top management team (TMT) and, 
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therefore, lead to declining performance.  These capabilities may become rigidities as 

management relies too heavily on activities that once induced success.  The mechanism 

for such a change, from positive to negative, lies in the ability for management to adjust 

its strategies as new information is collected from the environment.  While rigidities 

theory originated decades ago in a seminal work by Leonard-Barton (1992), testing for 

rigidities has been rare (Drenevich and Kriauciunas 2011).  Through an in-depth case 

study, I will show the progression of political capabilities of one firm (AT&T) over time 

as these capabilities became rigidities caused by inadequate TMT environmental 

scanning. In this sense, I contribute to capabilities-rigidities theory in the context of 

political activities.  

 I accomplish this through the use of a case study methodology.  While 

quantitative empirical tests are incredibly important for work on both CPA and 

capabilities, the use of a case study has the ability to explain specific events that tie to 

theoretical constructs.  In this paper, I will show (i) the activities that AT&T undertook in 

order to establish its political capabilities; (ii) the link between the activities and AT&T’s 

market performance, both in terms of market power as well as profitability; (iii) the over 

reliance on these capabilities as new information became available but which 

management chose not to act upon.  I argue that a case study, while only studying one 

firm, is an appropriate methodology to establish these characteristics in depth since one 

can link the activities with the outcomes more directly.  A case study is not a substitute 

for empirical studies; instead, it complements findings in the management literature on 

both CPA and capabilities.   
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 The paper is structured as follows.  The first section incorporates several literature 

streams around capabilities theory, which is central to the paper.  The second section is 

the methodology section where the reasons behind the use of an in-depth historical case 

study are outlined.  The third section is the case study.  The last section is a discussion of 

the case study, limitations, and avenues for future research. 

 

Theory and Literature 

Resource-Based View (RBV) and Capabilities 

 Capabilities research is derived from the resource-based view (RBV) of the firm.  

The RBV framework (Penrose 1959; Wernerfelt 1984; Barney 1991) posits that resources 

that are valuable, rare, inimitable and non-substitutable create a platform to attain a 

competitive advantage.  However, the link between resources and advantage is not direct; 

instead, firms that possess resources must also possess capabilities that allow optimal 

utilization of the firm’s strategic assets.  The literature on capabilities has matured yet is 

still a work in progress.  I define capabilities as an embedded firm-level process that has 

an intended and specific purpose (Winter 2003).  Additionally, and following Winter 

(2000), capabilities are not ad hoc, meaning they encompass repeated processes that 

firms intentionally practice for two purposes.  The first purpose is to improve the 

capability and the second purpose is to create firm value relative to its rivals (Drenevich 

and Kriauciunas 2011).   

 Capabilities research, however, can be categorized by the order of capabilities 

(Prahalad and Hamel 1990; Javidan 1998; Ljungquist 2007).  Low order capabilities, 

labeled ordinary capabilities (Winter 2003), are those that firms employ daily (Helfat and 
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Winter 2011).  More complex capabilities that allow firms to reconfigure existing 

platforms, resources and ordinary capabilities are labeled dynamic capabilities.  Dynamic 

capabilities (Teece, Pisano and Schuen 1997; Eisenhardt and Martin 2000) have both a 

temporal element as well as a learning element.  The temporal element is not literally 

calendar time; instead, the term dynamic may refer to the firm feedback effect.  The 

learning through feedback processes enables firms to reconfigure the bases for 

competitive advantage to avoid imitation and duplication (Barney 1991). 

Furthermore, dynamic capabilities are processes and organizational routines that 

allow the firm to gather, disseminate and integrate new information from both internal 

and external sources to enhance a firm’s current competitive advantage.  Thus, ordinary 

capabilities yield competitive advantage but dynamic capabilities are needed to attain a 

sustained competitive advantage.  The sustainability is a result of the firm’s ability to 

reconfigure corporate assets (Kogut and Zander 1992) in accord with the dominant logic 

of its industry.  In hypercompetitive markets (D’Aveni 1994), firms that have flexibility 

in this reconfiguration have dynamic advantages (Eisenhardt and Martin 2000) since 

firms mired in path dependent and inertial routines lack the capacity to change with 

environmental conditions. 

 The sources of advantage through dynamic capabilities (Adner and Helfat 2003) 

are rooted in several factors.  All of the factors have one aspect in common; the role of 

human capital, generally, and management, specifically (Teece, Pisano and Shuen 1997).  

These factors may be attributed to general human capital (Castanias and Helfat 1991), 

social capital (Burt 1992) or cognitive processes (Hambrick and Mason 1984).  

Therefore, an ordinary capability such as the management of R&D is enhanced (or not) 
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by the ability of top managers to change the firm functional processes as the market 

demands.  TMT that have this ability enhance the ordinary capability (R&D) by offering 

a dynamic capability of learning through constant feedback.  This updating approach 

enhances the firm’s continuous position and, optimally, a sustained competitive 

advantage.  For a firm to be able to successfully update its strategy set, it must be able to 

scan the environment for information cues or signals (Peteraf and Bergen 1993; Day and 

Schoemaker 2004).  These cues can be considered external information that management 

needs in order to improve upon previous decisions.  

 

Overconfidence and Rigidities 

 Capabilities have been portrayed primarily as positively linked to firm-level 

performance.  However, contrary evidence exists that depicts capabilities as potentially 

dangerous to corporate health in certain instances.  Leonard-Barton (1992) proposed the 

concept of “core rigidity,” which reflects a successful firm’s myopic behavior.   

According to this view, managerial disability may lead to a non-linear relationship 

between capabilities and performance because of “…a gap between current 

environmental requirements and a corporation’s core capabilities (Leonard-Barton 1992: 

118).”  Too much success can blind management to alternative information or innovative 

techniques as an over-investment (in either time or money) in current capabilities fosters 

inertia at the expense of opportunity exploration (Park 2000; Miller 2002; Henningsen, 

Henningsen, Eden and Cruz 2006).   

 The mechanism for such decline is as follows.  High levels of capabilities may 

also generate a commitment that drives strategic persistence to the point of diminishing 
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firm performance (Lant, Milliken and Batra 1992; Grossman and Cannella 2006).  In 

some cases (i.e. stable environment), high levels of commitment may trigger firm-level 

success while in others (i.e. turbulent), market variability may diminish the value due to 

greater uncertainty.  There is a second explanation, however, for a non-linear relationship 

between the value of capabilities and performance. Capabilities at very low levels as well 

as very high levels seem to be theoretically tied to weaker performance.  The 

accumulation of pivotal capabilities will initially improve operational performance; 

however, the magnitude of this effect tends to diminish as the value delivered is 

outweighed by the costs of developing and maintaining the firm’s capability.  Ultimately, 

this relationship can turn negative as the external environment shifts the competitive 

parameters that lead to success.  This overinvestment in previously needed capabilities 

may be indicative of poor resource allocation by management through the failure to 

iteratively change strategy (Noda and Bower 1996). 

 The causes of the hypothesized performance decline reflect aspects of inertia and 

path dependence (Tripsas and Gavetti 2000).  As organizations learn how to accumulate 

capabilities, decision-makers within the firm become focused on those traits that yield 

high performance.  However, as this benign focus becomes a more malignant myopia, 

inertial pressures constrain management, which further entrenches their current 

commitment.  The initial capabilities become institutionalized and self-reinforcement 

then poses obstacles to beneficial adaption (Peteraf 1993).   The mechanism through 

which rigidities affect corporate performance may stem from managerial overconfidence 

in the observed positive outcomes of prior decisions. 
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 The literature on environmental scanning and sequential updating (Powell 2001; 

Hansen et al. 2004; Hahn and Doh 2006) is crucial to understanding this information.  

Environmental scanning is the ability for decision makers within the firm to gather and 

process information that comes from outside the firm.  Management teams that are 

prolific at environmental scanning have the ability to pick out crucial environmental 

signals.  More importantly, these teams have the ability to distinguish between 

unimportant information (i.e. noisy information) and usable information (i.e. signals) that 

are crucial for effective decision-making.  Sequential, or iterative, updating is the process 

by which firms (or individuals) constantly update their information set in order 

reconfigure prior decisions to match them to current reality.  Firms that fail to either scan 

the environment well or to update their decision sets after gathering information (and, of 

course, firms that fail at both) have a higher probability of decreased returns or even 

failure.  The inflection point between capabilities and rigidities is the point at which 

management stops making decisions based off of the changing environmental cues or 

signals and begins making decisions based off of historical internal information, namely 

information that was helpful at some point in time with respect to firm performance. 

 

Political Capabilities and the Institutional Environment 

 Successful strategies depend on the firm’s environment, especially the 

institutional environment in which it must compete (Selznick 1957; Meyer and Rowan 

1977; DiMaggio and Powell 1983; Scott and Meyer 1983; Scott 1987; Scott 1995).  In 

competitive space where institutions play a crucial role in managerial ex ante decision-

making, institutions impose legitimacy by either authorization or imposition through the 
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notion of coercive isomorphism (DiMaggio and Powell 1983).  Coercive isomorphism 

represents the ability for a central authority to exert formal pressure on corporations.  

Coercive isomorphism “…stems from political influence…” and “…results from both 

formal and informal pressures exerted on organizations upon which they are 

dependent…(DiMaggio and Powell 1983: 50).”  In order to counter these forces, firms 

must be able to navigate the rules imposed by the institutions.  For firms, especially those 

in regulated fields, these institutions are governmental entities that have the authority to 

“set the rules of the game.”   

 Battling coercive isomorphism is important to stave off competitive convergence 

(Porter 1980).  As firms’ behavior is conditioned on other parties, they become more 

homogenous.  As firms move toward homogeneity, it becomes increasingly difficult to 

gain advantages over rivals since the activities of industry participants begin to coincide.  

Firms that build capabilities that are meant to manage their environment have the ability 

to remain legitimatized while also having the ability to separate themselves from the 

competition.  Political capabilities are a partial solution to counteract coercive 

isomorphism induced by governmental authorities (Bowerman 2002).   

 Therefore, depending on its competitive landscape, a firm must make strategic 

choices in developing political capabilities.  In fields where governmental authorities are 

more prevalent, firms may seek legitimacy through investing in political capabilities.  

The literature on corporate political activity provides evidence that firms rationalize 

expenditures on specific strategies that are expected to yield a net positive payoff.  

Hillman (2005) found evidence that firms in which former politicians sat on the board of 

directors had better performance than those that did not.  Lux et al. (2011), in a meta-
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analysis on CPA, found that political action was positively related to firm performance.  

Bonardi et al. (2006) found, in a sample of regulated utilities, that there is a positive 

association between firm performance and firm-regulator interaction (i.e. firm lobbying). 

However, the majority of CPA research has dealt with the determinants of CPA; in other 

words, the central research question centers around what firm or industry characteristics 

lead to higher levels of CPA.  The two broadest documented CPA strategies that firms 

engage in are political action committees (PACs) and lobbying.14 

 PACs are entities funded by interest groups to promote or defeat a political issue, 

a piece of legislation or a political candidate (Center for Responsive Politics).  PACs 

have been in use in the United States since the 1940s and are an attempt by firms to mold 

the competitive environment.  Lobbying is a more directed corporate strategy since the 

goal of lobbying is to influence a specific legislature or regulator (Yackee and Yackee 

2006; Gabel and Scott 2011; McKay 2011).  Typically, firms will hire outside lobbyists, 

which are specialized companies whose focus revolves around gaining access to key 

political authorities.  Lobbyists add value to corporate political action by garnering access 

and persuasion to elected politicians and/or appointed regulators.  Therefore, PAC and 

lobbying efforts are specific activities that are meant to manipulate the competitive 

environment in which firms operate with the explicit or implicit goal of improving firm 

performance (Richter et al. 2009). 

 A political capability entails more than just spending money.  In order for a firm 

to develop a political capability, it must have systems and processes in place that produce 

a platform upon which it can compete.  However, if the firm has a dedicated function, 

                                                           
14

 The vast majority of CPA papers address these two activities as opposed to specific activities such as 

creating a Washington D.C. location, utilizing regulatory comment periods, and litigation. 
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either formal or informal, that exists to facilitate political activities, then the firm has 

made a clear and strategic decision to develop this specific capability to garner an 

advantage.  Firms with dedicated functions contain experts that can aid top management 

teams (TMT) to make more optimal decisions.  As discussed previously, however, these 

decisions must be consistently updated to incorporate new signals (i.e. information) from 

the external environment or the firm risks declining performance due to myopic and 

inertia.   

 

Methods and Data 

 In order to study the process of strategic decision-making around political 

capabilities, I employ an in-depth historical case study method.  The subject of the case 

study is centered on AT&T successfully competing with political capabilities but then 

ending with the failed acquisition attempt of T-Mobile USA in 2011.  Therefore, the 

primary concern of the case study is AT&T and its strategic decisions over time.  In order 

to study the evolution of political capabilities and rigidities at AT&T, I include a brief 

description of the firm from its inception until 1999.  I then delve into more detail on both 

the firm and the mobile communications industry from 1984 to 2005, focusing 

specifically on AT&T’s institutional environment.  This environment includes not only 

competitor firms (i.e. Verizon, Sprint, etc) but also key governmental authorities, 

specifically, the Federal Communications Commission (FCC) and the Department of 

Justice (DOJ) Division of Anti-Trust.   
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Case Study Methodology 

 A case study approach examining theoretical capabilities issues in this paper is 

warranted.  As Gibbert, Ruigrok and Wicki (2008) state, case studies “…are most 

appropriate as tools in the critical, early phases of new management theory.”  While the 

RBV is not particularly new, the measurement of capabilities and rigidities has been 

inconsistent in the literature to date (Tang and Liou 2010).  Additionally, the study of 

political capabilities has been sparse with few exceptions (Bogner and Thomas 1994; 

DeCarolis 2003; Oliver and Holzinger 2008).  A big concern in using the case study 

methodology is the generalizability of the results, considering that most case studies 

analyze a very small sample.  While case studies abound in the management 

literature,15this concern must be addressed.  Gibbert et al. (2008) explain that in order for 

a case study to be rigorous, it must incorporate four attributes: (i) internal validity, (ii) 

construct validity, (iii) external validity and (iv) reliability.  These four characteristics 

were paramount in the compilation of the case study section.  Furthermore, the 

incorporation of these characteristics is discussed at length following the empirical 

section. 

 

Data Collection 

 Data for this study was aggregated from a number of sources.  First, content was 

collected in Lexis-Nexis to gather all news articles written about AT&T, entities that 

merged with AT&T during the time frame, Deutsche Telekom, T-Mobile USA, the FCC 

and the DOJ.  Second, a separate analysis was performed on the same entities in the Wall 

                                                           
15 These includePenrose 1960; Pettigrew 1973; Burgelman 1994; Rosenbloom 2000; Tripsas and Gavetti 
2000; Amabile et al. 2001; Kamani 2007; Inkpen 2008; Arino and Ring 2010; Danneels 2010 
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Street Journal Database.  Third, annual reports for both AT&T (including SBC 

Communications and Cingular Wireless) and Deutsche Telekom (parent company of T-

Mobile USA) were collected for the years 1997 through 2012.  Fourth, historical 

information was retrieved from the website of AT&T (www.att.com).  Fifth, all existing 

FCC Annual Mobile Wireless Competition Report (www.fcc.com) were downloaded.  

Since 1995, the FCC has produced an extensive document on the mobile wireless 

industry.  The first two reports (1995 and 1997) were issued every two years; thereafter, 

the reports were issued annually.  The reports give information on industry mergers, 

alliances, revenues, market shares and regulatory actions.  Sixth, information on 

horizontal mergers and regulatory action in concentrated markets was found on the 

Department of Justice’s website, specifically the Anti-Trust Division’s webpage 

(www.justice.gov).  Sixth, financial data was collected from the Compustat database to 

complement financial information found in the firms’ annual reports.  Finally, data on 

political action committee PAC formation and lobbying for AT&T and its competitors 

were collected from the Center for Responsive Politics, a database of political spending 

done by private, for-profit corporations. Data from the Center for Responsive Politics is 

available from 1998 to the present and all relevant expenditures on the subject firms were 

collected from 1998 through 2011.   All told, nearly 7,000 pages of information were 

collected and analyzed for the case study. 

 

 

 

 



97 

 

Case Study Part I: Background 

AT&T: 1877-1984 

 Existing academic papers on AT&T have focused on the company as a local or 

long distance telephone provider (Irwin 1997; Hochfelder 2002; Christen 2005).  While 

this paper will focus on the near past, specifically the years where the firm competed 

primarily in the mobile communications market, it is appropriate to give a brief history of 

the firm prior to this period.  This history is meant to complement the more detailed 

recent history relative to the specific subject matter of the case, namely AT&T’s political 

activities.  

AT&T’s history is complex and convoluted; its origins began with the Bell 

Telephone Company’s incorporation in 1877.  While the firm was weak financially in the 

1870s and 1880s, it held one of only a few positions in the communications field.  A 

much stronger competitor, Western Union, dominated the telegraph market yet made 

multiple strategic mistakes in the decades that followed (Hochfelder 2002).  One of those 

mistakes was to cede the market for telephone communications to Bell in exchange for a 

non-compete contract with Bell in the telegraph market.  While ex ante this mutual 

forbearance may have seemed like sound business policy, Western Union would 

eventually regret the decision as Bell became ever more powerful.  In 1900, through a 

reorganization of the Bell firm, AT&T became the parent company to Bell.  In 1907, Bell 

purchased a controlling stake in Western Union and formed American Telephone and 

Telegraph (AT&T) as the long-distance subsidiary of the Bell Company, which led to the 

acquisition of the majority of the Western Union two years later (Kruse 2002). 
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 The national mood of the early 20th Century, catalyzed by elected politicians, was 

anti-monopoly but AT&T was able to use its market position, coupled with its political 

connections, to argue for the complete takeover of Western Union.  Lobbying, as will be 

shown, played an important part of AT&T’s corporate strategy to become the U.S. 

telecommunications monopoly for nearly a century.  AT&T used its monopoly position 

to profit while also innovating extensively in the 20th century, primarily through its Bell 

Labs subsidiary (Gertner 2012).   

 The history of AT&T’s regulatory travails from 1907 through 1971 is too broad to 

be fully included in this work (See Hochfelder 2002 and Kruse 2002 for a more detailed 

history of this period); however, the general narrative included the powerful firm 

consistently fighting for its survival against federal regulators.  Anti-trust actions were 

plentiful and, in addition, government regulators even proactively encouraged mergers 

that would limit the power of AT&T, most notable in allowing the 1943 acquisition of 

Postal Telegraph by Western Union (“Western Union” 8/14/1943). However, an 

important point can be made from this history.  A&T, while a monopoly, also had to fight 

for its monopoly position on many occasions and under different political parties.  This 

constant fight led to the organization acquiring certain resources and adopting certain 

capabilities that landed in the corporate DNA during subsequent time periods. 

Specifically, the firm learned how to interact and manipulate government policy to its 

advantage (i.e. political capabilities).  The first such mention of this came from AT&T’s 

President, Theodore Vail, in 1907.  In a statement in the company’s annual report, Vail 

explained and justified the negotiated, yet tacit, agreement between the U.S. government 

and the firm.  He stated that, in exchange for a monopoly position, the firm would agree 
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to heavy regulation as this regulation would be a “…substitute for the competitive 

marketplace (www.att.com).”  This tacit agreement would become explicit six years later 

(www.att.com).  

 Specific anti-trust issues, however, did take place.  In 1936, the firm was accused 

of anti-competitive behavior in the pricing of radio wire leases by the recently formed 

Federal Communication Commission (“Bell Discriminated” 12/16/1936).  More 

importantly, however, was the 1949 anti-trust action filed by the Department of Justice, 

which led to a consent decree in 1956 (“Antitrust Suit” 1/25/1956).  The notable part of 

this episode resides in AT&T’s fear that the U.S. government would take away the firm’s 

monopoly (Gertner 2012).  The decree was negotiated over a number of years, and ended 

with an order that AT&T was to keep its monopoly position and, in return, would license 

its Bell Laboratories technologies at no charge.  Additionally, the firm had to agree not to 

enter a new industry—electronic computers—even though the origins of the industry 

derived from research done at AT&T (Gertner 2012).  The importance of this settlement 

is as follows.  AT&T most likely calculated that the profits gained through its monopoly 

position outweighed the potential losses that it would incur as a result of giving away its 

technology, often to competitors.  Furthermore, its political capabilities were the 

mechanism to such a settlement.  Its constant and repeated dealing with branches of the 

U.S. government, including the DOJ and FCC, led to its ability to negotiate a profitable 

position leading Representative James Roosevelt (D-CA) to proclaim that “AT&T 

officials had infiltrated the top levels of the Eisenhower Administration (“House 

Judiciary”, 4/17/1956).” This position may have been worse than pre-1956 AT&T but 

better than other alternatives that were possible (Gertner 2012). 
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 The most serious challenge to AT&T’s power came in the 1970s as the U.S. 

continued a period of stronger centralized government, which had started in the 1960s 

with the Kennedy Administration and continued, in earnest, with both the Johnson and 

Nixon Administration (Unger 1996).  In 1972, the FCC launched an investigation, which 

eventually led to a trial, into AT&T’s vertically integrated structure, namely the 

relationship between the local telephone service subsidiaries (the Bell Companies), the 

long-distance service subsidiary (AT&T proper) and the telephone equipment subsidiary 

(Western Electric).  While AT&T’s structure was found to be legal and “in the public 

interest (Irwin 1997),” the company would have a much more difficult time with the next 

series of federal actions against it.  In 1974, the DOJ filed its anti-trust lawsuit against 

AT&T, which led to the 1982 decision to break the firm up into separate operating 

companies (Jacobs 1974).  On January 1, 1984, AT&T disintegrated in seven “Baby 

Bell” firms, leaving AT&T as a stand-alone long distance telecommunications provider 

(www.att.com).  

  

AT&T and SBC Communications: 1984-1999 

 AT&T’s divestiture led to the formation of seven Bell operating companies.16  

These included Ameritech, Bell Atlantic, Bell South, Southwestern Bell, US West, 

Nynex, and Pacific Telesis (www.att.com).  These companies would service local 

telephone markets while MCI, Sprint and AT&T would primarily compete in the long-

distance telephone service market.  One of the Bell Companies, Southwestern Bell, 

would become a driving force in both wired and wireless telecommunications.  In 1995, 

                                                           
16 In the remainder of the paper, I will refer to AT&T by including the immediate predecessors of the 
current AT&T which merged with the firm during the 1990s and 2000s.   
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Southwestern Bell renamed itself SBC Communications (www.att.com).  From 1997 

through 1999, SBC would acquire several firms, including two of the other six Bell 

Operating Companies (FCC Competition Report 1998).   Specifically, in 1997 SBC 

acquired Pacific Telesis for $16.5 Billion (FCC Competition Report 1998), in 1998 SBC 

acquired Southern New England Telecommunications Corp. for $6.5 Billion and in 1999 

SBC acquired Ameritech for $75 Billion (FCC Competition Report 1999, 2000).  It is 

important to note that the acquisition of Pacific Telesis gave SBC market entry into the 

wireless communications market (FCC Competition Report 1999), which would become 

crucial for its eventual market position in the mobile communications industry.  In 

essence, while AT&T was divested in 1984, the remnants of the firm began to reabsorb 

each other in order to garner both market power as well as market scope.   

 Simultaneous to SBC consolidating the market for local telephone service, AT&T 

began to diversify itself.  After the 1984 breakup, AT&T was primarily a long-distance 

service provider; however, in the same year, AT&T and Ameritech formed a joint 

venture to set up the first commercial wireless communication service (www.att.com).  

Therefore, AT&T would become one of the first-movers and market leaders in the new 

field labeled Commercial Mobile Radio Services (CMRS).   By the start of the new 

millennium, AT&T would be competing heavily in this market against rivals that 

included its offspring, namely the consolidated SBC Communications.  The market for 

cellular services grew exponentially after its 1984 inception.  In that first year, there were 

91,600 mobile subscribers while ten years later, in 1994, there were more than 24 million 

subscribers (FCC 1995).  By the end of the 1990s, there were over 86 million subscribers 
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(FCC 2000).  It was apparent by the end of this decade that the new front in the 

telecommunications industry was CMRS, namely cellular and broadband. 

 

The Regulatory Environment of the Mobile Communications Market: The FCC 

 Mobile communications is primarily regulated at the federal level since the U.S. 

federal government controls the use of the radio spectrum (www.fcc.gov ).  The radio 

spectrum is a finite and naturally recurring phenomenon induced by electromagnetic 

forces.  For practical purposes, it is the mechanism by which information can be sent 

between transmission apparatus (Gertner 2012).  This control is regulated by the FCC, 

which has authority over interstate commerce in the areas of television, cable, radio, 

satellite and wired lines.  The commission was formed in 1934 as part of Franklin 

Roosevelt’s New Deal policies and operates under the guise of a five member panel 

thatmakes rules relevant to the aforementioned markets (www.fcc.gov).  The five voting 

commissioners are appointed by the President of the United States and, therefore, change 

on a rolling basis as new administrations take office.  Figure 3.1 is the organizational 

chart of the FCC in 2013.  The agency is broken into five major divisions: (i) Spectrum 

Competition and Policy, (ii) Auctions and Spectrum Access Division, (iii) Technologies, 

System and Innovation Design, (iv) Broadband and (v) Mobility.   

 The FCC regulates the mobile communications market in both the supply chain 

and demand chain of private firms.  Figure 3.2 is the value chain of a typical mobile 

communications firm (FCC Competition Report 2011).  Key inputs include cellular tower 

networks and spectrum licensing.  Spectrum licensing is regulated by the FCC, which has 

a monopoly on both the access to and distribution of these licenses.  While the FCC uses 
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an auction system to allocate radio spectrum, the commission sets the minimum 

parameters for these auctions.  These minimum parameters include both the frequency of 

spectrum license auctions as well as the width (or size) of spectrum that is to be 

auctioned.  Additionally, the FCC regulates competition in the output markets of the 

industry in two manners.  First, it has a division dedicated to competition in this specific  

 

 

Figure 3.1: Organizational Chart of the Federal Communications Commission (FCC) 
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marketplace.  Secondly, the FCC is asked to comment on potential horizontal mergers 

within this specific marketplace by other regulatory authorities, namely the DOJ and 

Federal Trade Commission (FCC 2011).   

 

The Regulatory Environment of the Mobile Communications Market: The Department of 
Justice Anti-Trust Division 

 

 In addition to the industry-specific regulation of the mobile communications 

market by the FCC, the Department of Justice (DOJ) has the authority to regulate markets 

 

 

Figure 3.2: Value Chain Diagram for Mobile Communications Firm 

 

 

that it considers concentrated.  This is done through its Anti-Trust Division 

(www.justice.gov), whose authority includes halting or blocking actions considered to be 

anti-competitive.  Anti-competitive behaviors include any actions in which a firm abuses 

its dominant market position in order to curtail competition.  Typical actions that fall 
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under this definition are collusion/cartelization, vertical integration and horizontal 

integration (www.justice.gov).  I will focus on horizontal integration in this section. 

 Horizontal integration includes actions when competitors are melded together, 

usually through merger activity (DOJ Horizontal Merger Guidelines 2010).  The rules 

that govern the anti-competitive nature of horizontal mergers are written and enforced by 

the DOJ Anti-Trust Division, which was formed in 1933 by the Roosevelt 

Administration.  Its purpose is to regulate actions deemed illegal by the Sherman Anti-

Trust Act (1890) and the Clayton Anti-Trust Act (1914).  Amongst other rulemaking, in 

1968, the Anti-Trust Division published its first edition of horizontal merger guidelines 

(www.justice.gov), which have subsequently been revised periodically.  The last major 

revision was completed in 2010.  The guidelines offer both quantitative and qualitative 

parameters by which horizontal mergers should be analyzed and halted.  Quantitative 

measures include the concentration ratio (CR), which is simply the summation of the top 

firms in the industry and the Herfindahl-Hirschman Index (HHI), which is the summation 

of the squared market shares in the industry.  The HHI is the metric quoted in the 

Horizontal Merger Guidelines and its calculation is shown below: 

������
�

���
 

  

The HHI has a bounded range of 0 (perfect competition) to 10,000 (monopoly).  

The Anti-Trust Division currently divides this range into three basic categories: (i) 

Unconcentrated Markets (HHI<1,500), Moderately Concentrated Markets (HHI between 

1,500 and 2,500) and (iii) Highly Concentrated Markets (HHI>2,500).  However, it 

should be noted that the guidelines between 1992 and 2010 differed.  Prior to 2010, the 
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three categories were: (i) Unconcentrated Markets (HHI<1,000), Moderately 

Concentrated Markets (HHI between 1,000 and 1,800) and (iii) Highly Concentrated 

Markets (HHI>1,800).  Mergers that have adverse competitive effects are investigated 

and potentially litigated in order to stop integration.  While the term “adverse competitive 

effects” is open to interpretation, if a merger will add over 100 points to the HHI in a 

moderately or highly concentrated market, an investigation may be warranted by the 

Anti-Trust Division.  If the difference is very high (i.e. much higher than 100 points), 

then a blocking action through litigation becomes more probabilistic.  However, since 

“adverse competitive effects” is qualitative and subjective, there is discretion given to 

regulators in which mergers they may attempt to litigate (Horizontal Merger Guidelines 

1992, 1997, 2010).17 

 

Case Study Part II: The Mobile Communications Market 
 
 

The Cellular Industry 1999-2005: Horizontal Integration 

 There were two major phases of industry consolidation, one in 1999-2000 and 

another in 2004-2005.  Table 3.1 represents the market shares of the top mobile firms in 

the U.S. from 1999 through 2010.  Figure 3.3 shows the trend in concentration over time.  

In the beginning of this period, SBC Communications and AT&T Wireless were the two 

market leaders with 12.97% and 11.16% market shares respectively, followed by 

AirTouch (10.62% market share) and Bell Atlantic (8.94% market share).  However, the 

years 1999 and 2000 saw a series of horizontally integrating events including (i) Bell 

                                                           
17 It is important to note that the HHI calculations are determined at the SMSA level by the Department of 
Justice while I calculate national averages.  Therefore, our concentration calculations will be more 
conservative (i.e. lower) than those which are an average of multiple SMSAs. 
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South and SBC formed a joint venture called Cingular Wireless, (ii) Voicestream 

acquired Omnipoint, (iii) VoiceStream acquired Aeriel, (iv) After Voicestream acquired 

Omnipoint and Aeriel, Deutsche Telekom acquired Voicestream (eventually this would 

be rebranded T-Mobile), (v) Bell Atlantic and GTE merged to become Verizon 

Communications, (vi) Vodafone acquired AirTouch, (vii) After events v and vi, 

Vodafone and Verizon Communications formed a joint venture called Verizon Wireless 

(FCC Competition Report 2000). 

 In addition to this wave of industry consolidation, it is also important to note that 

two prominent foreign firms entered the U.S. market in earnest through these events 

(FCC Competition Report 2000).  First, the U.K.’s Vodafone acquired the third largest 

competitor in the U.S. market, AirTouch, in 2000.  It then quickly formed a joint venture 

with the number four and five firms (Bell Atlantic and GTE through its merger named 

Verizon Communications).  Secondly, Germany’s Deutsche Telekom acquired 

VoiceStream in 2000.  VoiceStream would eventually become T-Mobile.  Figure 3.4 

shows the evolution of these consolidating events that would lead to three of the U.S. 

market’s dominant firms from 2001 onward (FCC Competition Report 2000, 2001). 
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Table 3.1: Mobile Communications Industry Concentration 1999-2010
 

 

 

 

 

 

Firm Market Share Firm Market Share Firm Market Share

SBC 12.97% Verizon 25.23% Verizon 22.97%

AT&T 11.16% Cingular 18.06% Cingular 16.87%

AirTouch 10.62% AT&T 13.91% AT&T 14.10%

Bell Atlantic 8.94% Sprint PCS 8.76% Sprint PCS 10.59%

GTE 8.31% Nextel 6.13% Nextel 6.77%

Sprint PCS 6.66% ALLTEL 5.78% VoiceStream 5.46%

Bell South 6.21% VoiceStream 3.56% ALLTEL 5.38%

ALLTEL 5.84% US Cellular 2.81% US Cellular 2.70%

Nextel 5.25% Western Wireless 0.96% Western Wireless 0.92%

US Cellular 3.03%

Prime Co 1.63%

Omnipoint 1.09%

VoiceStream 0.98%

CR4 43.69 CR4 65.96 CR4 64.53

CR8 70.70 CR8 84.23 CR8 84.84

HHI 712.92 HHI 1325.36 HHI 1235.85

Firm Market Share Firm Market Share Firm Market Share

Verizon 23.04% Verizon 23.63% Cingular 26.95%

Cingular 15.53% Cingular 15.13% Verizon 24.05%

AT&T 14.82% AT&T 13.84% Sprint PCS 11.80%

Sprint PCS 10.47% Sprint PCS 10.01% T-Mobile 9.50%

Nextel 7.53% T-Mobile 8.27% Nextel 8.92%

T-Mobile 7.03% Nextel 8.11% ALLTEL 4.73%

ALLTEL 5.39% ALLTEL 5.05% US Cellular 2.71%

US Cellular 2.91% US Cellular 2.78% Dobson Comm. 0.88%

Leap Wireless 1.07% Dobson Comm. 0.98%

Leap Wireless 0.93%

CR4 63.87 CR4 62.61 CR4 72.31

CR8 86.72 CR8 86.82 CR8 89.56

HHI 1246.27 HHI 1248.26 HHI 1644.55

1999 2000 2001

2002 2003 2004
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Table 3.1 (Cont’d): Mobile Communications Industry Concentration 1999-2010

 

 

 

 

 

 

 

 

 

Firm Market Share Firm Market Share Firm Market Share

Cingular 26.03% AT&T 26.16% AT&T 27.43%

Verizon 24.68% Verizon 25.34% Verizon 25.73%

Sprint-Nextel 21.55% Sprint-Nextel 22.39% Sprint-Nextel 17.75%

T-Mobile 10.43% T-Mobile 10.75% T-Mobile 11.23%

ALLTEL 5.13% ALLTEL 5.07% ALLTEL 5.25%

US Cellular 2.38% US Cellular 2.50% US Cellular 2.40%

Nextel Partners 0.97% Metro PCS 1.26% Metro PCS 1.55%

Metro PCS 0.96% Leap Wireless 0.96% Leap Wireless 1.12%

CR4 82.69 CR4 84.65 CR4 82.14

CR8 92.12 CR8 94.44 CR8 92.45

HHI 1893.52 HHI 1978.31 HHI 1892.28

Firm Market Share Firm Market Share Firm Market Share

AT&T 28.48% Verizon 31.94% AT&T 32.18%

Verizon 26.65% AT&T 29.80% Verizon 31.43%

Sprint-Nextel 17.88% Sprint-Nextel 16.85% Sprint-Nextel 16.03%

T-Mobile 12.11% T-Mobile 11.83% T-Mobile 12.27%

ALLTEL 4.89% Metro PCS 2.32% Metro PCS 2.16%

US Cellular 2.29% US Cellular 2.15% US Cellular 2.10%

Metro PCS 1.98% Leap Wireless 1.36% Leap Wireless 1.45%

Leap Wireless 1.42%

CR4 85.12 CR4 90.42 CR4 91.91

CR8 95.71 CR8 96.25 CR8 97.62

HHI 2022.65 HHI 2343.93 HHI 2442.09

2005 2006 2007

2008 2009 2010
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 Figure 3.3: Trend in Industry Concentration, 1999-2010 
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Figure 3.4: Mobile Communications Industry Evolution 1998-2001 
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From 2001 through most of 2004, there was sparse merger activity.  However, in 

2004 and 2005, a number of high profile horizontal mergers were announced.  First, in 

October of 2004, Cingular Wireless acquired AT&T Wireless merging the nation’s 

second and third largest carrier (Sorkin and Richtel 2004).  Cingular would then become 

the largest U.S. mobile communications firm, surpassing Verizon Wireless.  Secondly, in 

August of 2005, Sprint and Nextel completed a “merger of equals.”  This combined the 

nation’s fourth and sixth largest firms and would be ranked third in size behind Cingular 

and Verizon (Johnson and Foster 2004).  Finally, ALLTELL acquired Western Wireless 

in August of 2005 (FCC Competition Report 2005).  As Table 3.1 and Figure 3.3shows, 

the industry’s HHI index increased from 1,248 in 2003 to 1,893 in 2005.  This marked a 

move from an industry labeled “moderately concentrated” to one marked “highly 

concentrated” and, therefore, would add to the probability of increased anti-trust 

regulatory scrutiny in future horizontal mergers.  The market was now dominated by four 

large, nationwide carriers: AT&T (rebranded after the Cingular-AT&T merger), Verizon 

Wireless, Sprint-Nextel and T-Mobile (rebranded in 2002 from the former VoiceStream).  

 

Case Study Part III: AT&T and the Role of Political Capabilities 

 

Political Capabilities at AT&T 

 In response to the consolidation of the mobile communications industry, AT&T 

further developed its political capabilities to respond to the new political and regulatory 

environment. This portion of the case study focuses on the recent past of the firm (2000-

2012); however, it is important to reiterate the history of the firm’s relations with the 
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government.  In the first years of the FCC’s existence, there is ample evidence that 

AT&T was under heavy scrutiny by the U.S. government and that AT&T used certain 

measures to manage this scrutiny.  A Wall Street Journal article from February 11, 1936 

titled “AT&T Coaxil Cable Patent Protection Assured by FCC” (“AT&T Coaxil”, 1936) 

was followed by an April 1, 1936 article entitled “Gifford Denied Use of Pressure Tactics 

to Shape Legislation: AT&T Never Hired Lobbyists…(“Gifford Denied”, 1936)”  These 

two examples provide evidence that the firm had started to focus on political strategies 

early in its history and, therefore, honed these skills over time.  There is further evidence 

that, prior to the creation of the FCC, the firm was engaged in the same activities and 

constraints, just with different regulators. 

 By the time that the mobile communications age had emerged in the 1980s, 

however, AT&T was a different company.  As noted, AT&T was disassembled with its 

separate parts (AT&T proper and each of the seven BOCs) having the corporate DNA of 

the former monopolist while also forming their own separate identities.  By 2005, the 

new AT&T included the original firm, former spinoffs (SBC, Bell South, Pacific Telesis) 

and companies acquired by these firms that were never part of the AT&T system (FCC 

Competition Report, 2004, 2005).  There were at least five areas where AT&T honed its 

specific skills in managing its political and regulatory environment, namely 1) creating 

the External and Legislative Affairs function in the firm, 2) hiring influential former 

government employees to work in the External and Legislative Affairs function, 3) 

lobbying regulators during comment periods, 4) lobbying regulators through project 

filings, and 5) PAC contributions.   
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Political Capabilities 

Establishment of the External and Legislative Affairs Function 

 There is strong evidence that AT&T competes on a platform of political 

capabilities through its allocation of resources into this area.  AT&T has developed an 

internal function whose sole purpose is to manage the firm’s interactions with the 

government.  While it is certainly true that AT&T interacts with foreign (non-U.S.) 

governmental bodies as well as state and local authorities in the U.S., I will focus on the 

U.S. federal government as much of the regulation that AT&T is subject to lies in U.S. 

federal law.  By 1988, the firm established its Office of External and Legislative Affairs, 

which has become a division of the corporation (See Figure 3.5).   

 

Figure 3.5: AT&T Organizational Chart  

 

 This division is staffed with employees that have specific experience and training 

in governmental affairs.  The executive in charge of the Office of External and 
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Legislative Affairs since 2005 is James W. Cicconi.  Mr. Cicconi is an attorney by 

training; however, his experience prior to being employed at AT&T was as a partner at 

the law firm Akin, Gump, Strauss, Hauer and Feld LLP.  One of the primary specialties 

of Akin Gump is that of a lobbying firm.  In fact, from 1998 to 2012, Akin Gump was the 

second largest lobbying firm in the United States in a field of over 10,000 lobbying firms 

(Center for Responsive Politics).  Mr. Cicconi also served in two presidential 

administrations in the 1980s and 1990s.  He served as the Deputy Chief of Staff to 

President George H.W. Bush and as a Special Assistant to President Ronald Reagan 

(www.att.com).  Therefore, Mr. Cicconi has both experience in managing the political 

environment and personal contacts in his network that helps AT&T to gain access to 

individuals in power.   

 While a full inventory of employees who have worked in the Office of External 

and Legislative Affairs is not possible, there is additional evidence that AT&T has staffed 

key positions within thise division with other individuals who have high levels of 

government experience.  Table 3.2 is a list of employees of AT&T that have served in a 

government capacity prior to being employed at the firm or after being employed at the 

firm.  This phenomenon is often referred to as the “Revolving Door” (Gely and 

Zardkoohi 2001; Parker, Parker and Dabros 2012) as some individuals move from 

government to industry or vice-versa. The list also includes the position that the person 

held at AT&T, the type of government work the individual performed and, in the case of 

working for an elected official, the political party that they were associated with.  Finally, 

the order of employment is included (government then AT&T or AT&T then 

government).   
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 Clearly, AT&T saw value in both having a division dedicated to transacting with 

government authorities and in staffing the division with highly influential individuals.  

While Table 3.2 includes a wide array of government experience, including former 

regulators (FCC, FAA and FTC), members of the executive branch (staff and counsel to 

Presidents Reagan, George HW Bush, William Clinton, George H. Bush and Barack 

Obama as well as members of cabinet posts), high level staff to both U.S. House of 

Representative members and Senators, a U.S. ambassador, a former Secretary of 

Commerce and other key positions in the U.S. government.  As a firm with a clear intent 

on competing along political capabilities, a primary goal was to establish a section of the 

corporation staffed with individuals who had extensive political networks as well as the 

knowledge on how the political and regulatory process worked. 

 Other firms may have similar mechanisms for competition.  Data for competitors 

show that they were also hiring similar individuals.  However, the intensity of the other 

firms trailed AT&T.  For example, Sprint-Nextel hired a total of six former members of 

the government, which is a figure that is 67% less than that of AT&T (Center for 

Responsive Politics).  Additionally, of these 11 individuals, about half served in the 

government after being employed at the firm.  While this is still helpful in transferring 

knowledge back to the private firm, serving first in the government may have greater 

potential for helping strategic decision making for the firm.  Data in Table 2 indicates that 

only four of 34 AT&T employees started employment at AT&T before then working in 

government roles.  Verizon Wireless, while equaling AT&T in size, hired only four  
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Table 3.2: Government Influence at AT&T 

 

 

 

 

 

 

 

 

Name Position at AT&T Government Position Party Order Date at AT&T

Andryszak, Amy Lobbyist (Internal) Chief of Staff to Rep. Jim Matheson D A 2005-2009

Arcos, Cresencio VP of International Public Affairs Asst. Sec. of International Affairs, Homeland Security R B-G 1995-2002
Ambassador to Honduras
Senior Deputy Asst. Sec. of the State Department

Arensberg, Robert Executive Director Legislative Aid to Conrad Burns R G 2001-2003

Arnold, Mary VP, Congressional and Regulatory Affairs Aide to Senator Paula Hawkins R G 1998-2004

Attwood, Dorothy Senior VP for Public Policy FCC Bureau Chief G 2002-2013

Balmoris, Michael Executive Director FCC Public Affair Liaison, Wirelss Competition G Unknown
Aide to Rep. Edward Markey D

Bingel, Kelly Director of Federal Government Relations Chief of Staff to Blanche Lincoln (US Rep. and Senator) D B-G 1996-1999

Bradford, Martina L Unknown Aide to Rep. Silvio Conte R 1999-2000
Aide to Sen. John Heinz

Brown, Robert M Unknown Special Asst. to Rep. Charles Mathias R G 1999-2000
Congressional Affairs for Department of the Army

Carpenter, Jot VP for Government Affairs Legislative Asst. to Rep. Michael Oxley R G 1996-2006

Cicconi, James W Senior Executive VP for Legislative Affairs Deputy Chief of Staff to President George HW Bush R G 1998-2013
Staff, Presidential Transition Team (Reagan to Bush)
Special Assistant to President Ronald Reagan
General Counsel, Department of State

Cohen, John D Regional VP, Public Affairs Chief Investigator, House Judiciary Committee G 1999-2000
Special Agent, Department of the Navy

Coronado, Troup B Asst. VP of Federal Relations Legal Fellow, Senate Judiciary Committee 2001-2006
Legislative Asst. to Sen. Orrin Hatch R G

Daley, William President (SBC) Chairman of Albert Gore's Presidential Campaign D G 2001-2004
Special Counsel to President William Clinton D
Secretary of Commerce in the Clinton Adm. D

Fontes, Brian F VP of Regulatory Affairs FCC, Chief of Staff G 2001-2008

Heberlee, Brent R Executive Director of Government Relations Intern for Senator Harry Reid D G 2001-2004
Legislative Director for Rep. James Bilbray D
Legislative Director for Senator Richard H. Bryan D
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Table 3.2: Government Influence at AT&T (Continued)  

 

 

employees that were prior government workers (Center for Responsive Politics).  

Therefore, AT&T’s strategic intent was to hire the most prominent former government 

employees that it could attract in order to obtain more knowledge and power with respect 

to its political constraints.   

 The External and Legislative Affairs function has two strategic purposes.  First, it 

has the ability to house knowledge within the firm, which fosters political capabilities and 

Name Position at AT&T Government Position Party Order Date at AT&T

Hutchison, Barry Executive Director of Public Affairs Aide to Speaker of the House Newt Gingrich R G 2004-2013

Jacoby, Peter VP, Federal Relations Assistant to President William Clinton D G 1998-2013

Johnson, Broderick D VP, Congressional Relations Senior Advisor, Obama for American Campaign (2012) D B-G 2000-2007
Advisor, Obama for America Campaign (2008)
Congressional Affairs, Clinton Administration
Counsel, House Education and Workforce Committee
Chief Counsel, House Government Reform Committee

Joseph, Kevin VP, Congressional and Regulatory Affairs Legislative Assistant, House Commerce Committee 1999-1999

Kennedy, Sean Lobbyist (Internal) Special Asst. For Legislative Affairs for the Obama Adm. D B-G 2004-2006
Chief of Staff for Senator Claire McCaskill D
Legislative Director to Rep. Richard Gephart D

Krone, David B Executive VP, Government Relations Chief of Staff for Sen. Harry Reid D A 1992-1999

Lavin, Douglas E Director of Corporate Strategy FAA, Assistant Administrator G 2005-2013

Nishioki, Scott Government Relations Chief of Staff for Rep. Jim Costa D A 1998-2000

Padilla, Christopher A Director, Product Marketing Undersecretary for Int. Trade, Dept. of Commerce R B-G 2002-2005
U.S. Trade Representative

Reilly, John R Director of Regulatory Affairs FTC, Commissioner D G 2002-2003
Assistant to the Deputy Attorney General
Trial Attorney, Anti-Trust Division

Rogers, Desiree Customer Service Manager White House Social Secretary, Obama Administration D A 1991-1997

Shute, William H Unknown Legislative Asst. to Rep. Bob Whittaker R G 1998-2000

Walsh, Dorothy Unknown Legislative Asst. to Senator Bill Nelson R G

Williams, Patrick H VP, Federal Affairs Staff, Rep. Jim Blanchard D G 1998-1999
Staff, Rep. Dennis Hertel

Zuckerman, Laura Assistant VP Deputy Chief of Staff to Rep. Steve Buyer R G 2010-2013
Bush-Cheney 2000

Notes:  For the Order Column, A=Employee worked at AT&T then the Government, G=Government then AT&T, 
B-G=Employee worked at the Government, then AT&T and then back to the Government
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a faster reaction (Oliver and Holzinger 2008).  For example, when the FCC seeks public 

comments on specific rulemaking, the division has the knowledge to comment quickly 

without being forced to continually hire outside counsel.  Secondly, the organization 

serves as a platform for the outsourcing of other political strategies, namely political 

action committee formation and lobbying activities.  In essence, the build-up of strong 

political capabilities begins with the internal structure of the organization and the 

resource allocation that the firm deems sufficient to garner an advantage.  Of the other 

firms in the mobile market that AT&T competes, none has emphasized their government 

affairs office as powerfully as AT&T. 

 

Lobbying 

 Further evidence of AT&T’s political capabilities can be seen in its lobbying 

efforts.  Lobbying is a pressure tactic used by firms and other interest groups to change 

decisions that are pending or have been made by a governmental authority (Golden 

1998).  However, there are different lobbying mechanisms including: 

• Actively engaging in the comment period during regulatory rulemaking 

(Golden 1998; Yackee and Yackee 2006; Gabel and Scott 2011; McKay 

2012); 

• Proactively lobbying regulatory bodies with specific issues (McKay 

2012); 

• Allocating resources to outside lobbyists who may have connections and 

influence with either legislatures or regulators (Schuler et al. 2002).   
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It is important to note that the description provided previously concerning the 

hiring of influential individuals by the firm is also a lobbying tactic since these 

individuals were hired due to their knowledge of the political process as well as their 

strategic connections with government. 

 The mechanisms by which lobbying is related to firm performance are three-fold.  

First, lobbying may allow the firm to alter pending legislation or rules.  Secondly, 

lobbying may alleviate pressures that a legislature or regulator would have codified if the 

lobbying was absent.  In this case, if regulatory rules hinder business opportunities for the 

firm and the firm has the ability to change the rules, even slightly, then the firm’s position 

is improved (Yackee and Yackee 2006).  Finally, lobbying may block entry of potential 

competitors into the marketplace (Stigler 1971).  In this case, if an incumbent firm 

lobbies to make it more difficult for firm entry, then the incumbent should earn market 

power and profits that correlate to the current concentration of the market.  

 

Comment Period Activity 

 During the regulatory rule-making process, interested parties can change proposed 

rules by making comments that help their cause.  Golden (1998), Balla (1998) and 

Yackee and Yackee (2006) provide evidence that interest groups that lobby during the 

rulemaking process have the power to change the rules that would have been made law 

had it not been for the comments of these interest groups.  In AT&T’s case, the comment 

period was an arena that they took very seriously.  In the period from 2000 to 2010, 

AT&T filed over 7,000 comments during the rulemaking procedure with just the FCC 

alone (FCC Database).  An example of comment period lobbying by AT&T can be seen 
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in the rulemaking for wireless to wireless phone number porting in 2008.  Phone number 

porting means that if a consumer switches from one wireless carrier to another, the 

consumer has the right to keep his or her existing phone number.  During the rulemaking 

process, the FCC had proposed that there should be a specific time frame that carriers 

such as AT&T should be mandated to port the phone number with the new carrier.  Such 

a time frame would impose constraints and costs on the company that would have to port 

the phone number.  On April 21, 2008, AT&T filed with the FCC specific comments 

arguing that this constraint was unnecessary.  At the conclusion of the process, the FCC 

did not impose a specific time frame on wireless to wireless porting (FCC Database, 

Docket 07-244).  While this matter may seem trivial to the performance of the firm, it is 

in the rule making process that such details are lobbied for.  Furthermore, with an average 

of 7,000 comments at the FCC alone (www.fcc.gov), small matters such as the example 

given may aggregate into large cost savings over time.  In essence, the non-existence of 

the regulation is more profitable to the firm than it otherwise would be if the regulation 

existed. 

 Other situations where AT&T had a firm-specific opportunity to change potential 

rules are also relevant.  For example, the FCC has the ability to favor smaller competitors 

in the mobile communications industry to counteract anti-competitive concerns.  In a 

comment period for interference testing of the 1915-1920 MhZ band of spectrum, Metro 

PCS, a competitor to AT&T, argued that bidding credits for the auction of these spectrum 

bands should be awarded according to the size of spectrum holdings (i.e. those with 

smaller holdings should be allowed to have more bidding credits).  In its filing, AT&T 

argued that spectrum should be auctioned to the firm that will be able to allocate it the 
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most efficiently and, therefore, aid savings to the public.  In essence, AT&T argued in 

this filing (as it has numerous other times) that the market for spectrum is not anti-

competitive and that the commission should not discriminate against market leading 

firms (AT&T) to the benefit of smaller market participants (Metro PCS).  The outcome of 

this case is not yet determined (FCC, Docket 12-357). 

 

Issue Reports 

The Center for Responsive Politics keeps a database of the number of issues that 

each firm lobbies for in a given year and to a specific regulator.  These reports are more 

proactive than comment periods yet the end goal for the firm is similar to that of 

comments.  This goal includes persuading regulatory bodies to initiate or change some 

rule in order to benefit the operating conditions of the firm. Table 3.3 reports the top 10 

entities that lobbied the FCC by specific issues from 2006-2012.  Specific issues that 

AT&T has lobbied the FCC for include pricing issues, specific waivers to existing laws 

and rules (those where the comment period has expired), hearing aid compatability, 

licensing issues amongst others (fcc.gov).  The evidence from Table 3.3 exemplifies 

AT&T’s intensity in lobbying its top regulator.  In three of the five years reported, AT&T 

filed the most reports with the FCC of any mobile communications firm.18 

 

 

 

 

                                                           
18 While the National Cable and Telecommunications Association led the list each year, this association is 
an industry-wide lobbyist and not just one firm (Center for Responsive Politics). 
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Table 3.3: FCC Record of Project Issues Submitted, 2007-2011 

 

 

Spending and Status of External Lobbying 

 The most common metric in past research with respect to lobbying is the 

expenditure in this activity (Schuler et al. 2002; Richter et al. 2006; Lee and Baik 2010).  

In addition to the monies spent on lobbying, it is also important to consider the status of 

lobbyists used, the number of lobbyists used and the aggregation of industry-wide 

lobbying.  Table 3.4 reports AT&T’s expenditures on lobbying activities from 2000 to 

2012 (Center for Responsive Politics) while Figure 3.6 shows this trend over time.  Table 
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3.5 is a list of the top 20 lobbyists by size.  Table 3.6 reports the specific lobbyists that 

AT&T used during these years who are ranked in the top 20 of lobbyists (by size).  The 

most interesting finding from Table 3.4 is in the correlation between the amount of 

money spent lobbying and the firm-specific events of that year.  In years where AT&T 

had a major merger and acquisition event, lobbying expenditures increased dramatically.  

For example, in 2011 when AT&T announced its takeover of T-Mobile USA, lobbying 

expenses increased by almost 25 percent over the 2010 level.  The same can be said about 

2004 through 2006, a time where the firm was lobbying for the Cingular merger.  In both 

cases, lobbying expenses decreased the following year where there were no major merger 

events (2012 and 2007 respectively).19 

 

Industry-wide Lobbying Participation 

Expenditures on lobbying activities were not only relegated to individual efforts as 

AT&T also allied with other market participants.  From 1998 through 2012, the 

Communications and Electronics lobby spent over $4.4 Billion in lobbying activities 

alone (not including political donations).  More specifically, the Communications and 

Electronics lobby is broken into seven distinct groups, which can be seen in Table 7.  

Table 7 also shows the amounts of lobbying expenditures by each of these seven groups 

from 2009 through 2012.  AT&T was a member of several large trade associations 

including the Cellular, Telecom and Internet Association (CTIA) and the Wireless 

Broadband Alliance. 

 

                                                           
19

 The Center for Responsive Politics keeps a record of firms that have the highest lobbying expenditures 

by year.  AT&T has been on the list consistently and in recent years, 2011 and 2012, had the third highest 

lobbying expenditures of all U.S. based firms (i.e. not only firms in its industry or sector). 
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Table 3.4: AT&T Lobbying Expenditures, 2000-2011 
Firm Year Total Lobbying  

    
AT&T 2000 $8,761,000.00 
AT&T 2001 $15,095,000.00 
AT&T 2002 $12,415,000.00 
AT&T 2003 $13,290,000.00 
AT&T 2004 $25,100,000.00 
AT&T 2005 $25,557,304.00 
AT&T 2006 $27,445,497.00 
AT&T 2007 $16,353,109.00 
AT&T 2008 $15,076,675.00 
AT&T 2009 $14,729,673.00 
AT&T 2010 $15,395,078.00 
AT&T 2011 $20,230,000.00 
AT&T 2012 $17,430,000.00 

      
 

Table 3.5: Top 20 Lobbyists in the U.S by Size, 1998-2012 

 
 

 

 

 

Lobbying Firm Total

Patton Boggs LLP $485,972,000.00

Akin, Gump et al $392,075,000.00

Cassidy & Assoc $360,862,100.00

Van Scoyoc Assoc $308,328,000.00

Williams & Jensen $222,134,000.00

Ernst & Young $188,636,737.00

Holland & Knight $175,674,544.00

Quinn Gillespie & Assoc $160,918,500.00

Hogan & Hartson $154,633,907.00

Brownstein, Hyatt et al $153,955,000.00

Podesta Group $136,940,000.00

Barbour, Griffith & Rogers $136,820,000.00

Greenberg Traurig LLP $135,248,249.00

Ogilvy Government Relations $129,650,000.00

Alcalde & Fay $127,750,660.00

Carmen Group $121,495,000.00

Dutko Worldwide $119,836,766.00

PMA Group $115,930,578.00

Ferguson Group $112,777,291.00

Wexler & Walker Public Policy Assoc $109,165,000.00
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Table 3.6:  Number of Top Lobbyists Used by AT&T, 2000-2012 

 

 

 

 

Figure 3.6: AT&T Lobbying Expenditures, 2000-2012 

 

Year Number of Top Lobbyists

2000 4

2001 5

2002 5

2003 6

2004 5

2005 3

2006 5

2007 4

2008 4

2009 5

2010 4

2011 5

2012 4
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Table 3.7—AT&T PAC Expenditures 

Year PAC Expenditures (in Thousands USD) 
    

2000 $1,895.00 
2002 $1,997.00 
2004 $2,419.00 
2006 $2,664.00 
2008 $4,955.00 
2010 $4,605.00 

2012 $4,026.00 
 

 

Political Action Committees 

Political donations generally, and PAC formation specifically, has become an integral 

part of corporate budgeting over the past two decades (Lux et al. 2011).  One impetus for 

corporations to raise and distribute PAC money is to give it access to those politicians 

who are elected to national office.  While all parties involved will state that there is no 

quid pro quo in the transaction between the politician and firm, management must believe 

that there is some probability that it will be able to persuade the politician to initiate or 

vote on legislation that would help the firm in its competitive environment (Lessig 2012).  

Another possibility is that the candidate’s agenda already aligns with the firm and, 

therefore, the PAC contributions are not to persuade the politician once elected but to 

help the individual to actually get elected.  Additionally, the 2010 Citizens United 

Supreme Court Case (Citizens United v. Federal Election Commission) has made it 

constitutionally legal for certain PACs to raise any amount of money that it wishes in 

order to fund an issue, a political party or a specific candidate.   

 AT&T formed a number of PACs that raised millions of dollars for candidates 

and issues.  Table 8 shows the expenditures by political cycle and Figure 7 shows this 
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trend over time.  Additionally, AT&T has been very candid about the reasons behind its 

allocating resources.  Figure 8 is AT&T’s Political Contribution Statement taken from its 

Annual Report (AT&T Annual Report 2011).  It is clear from this statement that the firm 

allocates monies in a targeted manner.  For example, the firm may donate if a specific 

legislator is the chair of a committee, has a voting record that is aligned with AT&T’s 

interests, or is located in a geographic region where the firm does business.  Additionally, 

there is information in the document that addresses the firm’s aggressive lobbying and 

the Board of Director’s role in the political strategy.  As will be discussed further in the 

next section that deals with firm performance as a result of AT&T’s political capabilities, 

the firm explicitly states the following in paragraph 7 from Figure 8: 

 

AT&T’s EA team focuses the company’s political outreach with a view to the long-term 
interests of AT&T stockholders and employees, rather than the short-term interests of a 
specific business line.  It is the role of the EA team to not only respond to legislative 
agendas, but to proactively promote the interests of AT&T businesses and forecast policy 
trends that can impact AT&T businesses in the long-term. 
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Table 3.8:  Communications and Electronics Lobbying Expenditures, 2009-2012 

 

Figure 3.7: AT&T’s PAC Contributions, 2000-2012 

 

20 09   20 10 
Ind ust ry  E xpend itu res I ndu st ry  Exp end itu r es 

Co mp uters/Inte rne t $ 11 9,8 91 ,0 29   Com pu ters/In te rne t $ 12 2,9 59 ,6 27  
T V /Mo vies/ Mu sic  $ 10 7,2 33 ,3 77   TV /M o vies/M u sic  $ 11 0,9 18 ,3 78  
T el eco m Services &  E q uipm ent $5 6,0 73 ,0 33   

 
Te leco m Serv ices &  E qu ipm ent $5 1,9 15 ,1 10  

T el ep ho ne U tilities $4 2,9 93 ,5 51   Te lep ho ne U tilities $4 7,8 58 ,6 95  
E lectro nics M fg  &  Se rvice s $2 2,5 48 ,0 45   Elec tron ics M fg  &  Serv ices $2 0,9 83 ,5 34  
Pr intin g &  Pu bli shin g $1 2,9 77 ,8 68   Prin tin g &  Pu blis hin g $1 3,8 00 ,5 79  
M isc  Com mu nica tio ns /Elec tro nics $ 3,1 15 ,0 00   M is c  C om mu nic a tio ns/ Elec tron ics $ 3,1 00 ,0 00  
  

   
  

20 11 20 12 

Ind ust ry  
T otal 

spe nd in g 
 

I ndust ry  Exp end itu r es 
Co mp uters/Inte rne t $ 12 6,9 31 ,4 32   Com pu ters/In te rne t $ 13 2,4 73 ,2 54  
T V /Mo vies/ Mu sic $ 12 2,8 98 ,0 63   

 
TV /M o vies/M u sic $ 11 7,4 03 ,3 40  

T el eco m Services &  E q uipm ent $5 7,8 46 ,6 88   Te leco m Serv ices &  E qu ipm ent $5 4,5 39 ,8 73  
T el ep ho ne U tilities $4 9,3 65 ,2 98   Te lep ho ne U tilities $4 7,8 86 ,4 37  
E lectro nics M fg  &  Se rvice s $1 7,2 02 ,3 39   

 
Elec tron ics M fg  &  Serv ices $1 8,3 27 ,8 77  

Pr intin g &  Pu bli shin g $1 2,7 49 ,6 43   Prin tin g &  Pu blis hin g $1 4,1 04 ,4 73  
M isc  Com mu nica tio ns /Elec tro nics $ 4,2 70 ,0 00   M is c  C om mu nic a tio ns/ Elec tron ics $ 4,0 15 ,0 00  
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AT&T Inc. complies with all applicable laws concerning political contributions. AT&T Inc. is subject to 
legislation and regulation that significantly impact its operations, including rates it can charge customers, 
its profitability and even how it must provide services to competitors. Political contributions, where 
permitted, are an important part of the political process. 

1. AT&T has built a world-class External Affairs (EA) team of seasoned professionals to represent the 
interests of all AT&T businesses in the public policy arena. Members of the EA team come from 
diverse political, geographic and socio-economic backgrounds and work together to create value for 
AT&T businesses through lobbying and serving as the "faces" of AT&T with government officials. 
As outlined in the AT&T Code of Conduct, employees are prohibited from offering favors or 
anything of monetary value, including gifts or loans, to employees and representatives of 
governmental entities, except as allowed by law under generally narrow circumstances, as in 
providing meals or entertainment of limited value to government representatives. 

2. Each year, the AT&T Inc. Board of Directors authorizes maximum aggregate contributions that can 
be made by AT&T, as permitted by, and in strict compliance with, applicable law for the purpose of 
supporting or opposing any party, candidate, political committee or ballot measure. For 2013, this 
amount was $6.2 million. 

3. Except for contributions for ballot measures, no corporate expenditure over $1,000 may be made 
unless approved by the Chief Executive Officer. Each proposed expenditure must be reviewed by the 
company's attorneys to confirm that it is lawful. 

4. AT&T's EA staff actively lobbies on issues that impact the company and our ability to do business. 
Political contributions are recommended by members of the EA staff, and, if approved, are made in 
accordance with this policy as permitted under law to help elect candidates whose views and 
positions are good for AT&T, our industry, and ultimately the free-market economy. Contributions 
may come from the employee-funded political action committees (PACs) that are sponsored by 
AT&T Inc. and its affiliates, or, when permitted by applicable law, from corporate funds. 

5. Contributions are made to candidates who demonstrate integrity and character, support a strong 
private sector and show a free-enterprise philosophy. Other factors include: 
o Whether they sit on a committee that addresses legislation affecting our businesses; 

o Whether they represent a district or state with a major AT&T business operation; 

o Their committee standing and ranking; 

o Their elected leadership position; and, 

o Their voting record. 

6. AT&T's EA team focuses the company's political outreach with a view to the long-term interests of 
AT&T stockholders and employees, rather than the short-term interests of a specific business line. It 
is the role of the EA team to not only respond to legislative agendas, but to proactively promote the 
interests of AT&T businesses and forecast policy trends that can impact AT&T businesses in the 
long-term. 

7. All contributions are publicly disclosed as required by law. In particular, in all state and Federal 
jurisdictions, the recipient candidate campaigns and political committees are required to report the 
contributions they receive. In addition, the AT&T Federal PAC publicly discloses its contributions to 
the Federal Election Commission. Many states also require AT&T to publicly report corporate 
contributions made in those states. 

8. The company also belongs to various trade organizations. These organizations are principally 
comprised of the communications, information services and entertainment industries and are 
operated for the purpose of advancing the common goals and interests of the member companies and 
their customers. Management will submit to the board on an annual basis, details of our membership 
in these organizations to allow the board to ensure they are in the best interests of the company 

Figure 3.8: AT&T Political Contributions Statement   
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Political Capabilities and Managerial Rigidities: A Link to Performance 

Now that the development of AT&T’s political capabilities have been noted, this 

section focuses on how these capabilities impacted strategic decision-making.  The 

evidence so far has shown that the firm consistently lobbied regulators and legislators in 

order to gain an operational advantage versus actual and potential competitors through 

managing the firm’s governmental relations.  However, an integral part of AT&T’s 

strategy was in building market power through horizontal integration.  It is in the arena of 

horizontal acquisitions where AT&T became a more powerful firm, one which would be 

positioned as either the first or second (albeit briefly) mobile communications firm in the 

U.S.  Market power and dominant position are recurring themes in the study of firm 

performance (Ferrier 2001; Waldman and Jensen 2001; Chen, Su and Tsai 2007; 

Shervani, Frazier and Challagalla 2007; Derfus, Maggitti, Grimm and Smith 2008) and I 

use market power as a specific performance measure in addition to firm profitability. 

In addition to the FCC, mergers are regulated by the Department of Justice’s Anti-

Trust Division, whose mandate calls for hindering anti-competitive behavior (Horizontal 

Merger Guidelines, 2010).  Part of the interpretation of the mandate is in blocking 

mergers that may cause “adverse competitive conditions (Horizontal Merger Guidelines 

1997, 2010).”  When mergers are announced, depending on the market place’s 

competitiveness, regulators have three basic decisions: 1) allow the merger to proceed;  

2) investigate the merger and attempt to reach a settlement that will allow the merger to 

proceed with caveats, most commonly a divestiture plan; and 3) litigate the merger with 

the goal of blocking the action.  The first option is normally left to markets considered 

fragmented, or non-concentrated.  The Horizontal Merger Guidelines quantify this as a 



132 

 

market with an HHI measure below 1,000.  The second and third option will often 

include litigation, with the second option ending in a settlement agreement that both sides 

execute with the DOJ and the third option ending in a prolonged legal event.  Markets 

with an HHI above 1,000, and especially those with an HHI over 1,800, will be 

scrutinized more closely by federal regulators (Horizontal Merger Guidelines, 1997, 

2010). 

AT&T’s political capabilities extended to horizontal acquisitions and were a 

source of competitive advantage in the 2000s as the firm merged with competitors on 

three separate occasions in the face of regulatory scrutiny.  As Table 3.1 and Figure 3.3 

suggest, the market was moderately concentrated starting in the year 2000 and became 

highly concentrated in the year 2005 making the probability of a successful horizontal 

merger lower than it was in the 1990s when the HHI peaked at 713 (i.e. non-

concentrated) in 1999.  The three specific events are: 

(i) Merger between Cingular Corporation and AT&T (2004) 

(ii)  AT&T’s acquisition of Dobson Communications Corporation (2007) 

(iii)  AT&T’s acquisition of Centennial Communications Corporation 

(2009) 

In each of these events, the DOJ Anti-Trust Division reviewed the 

merger/acquisition and filed legal action to block the integration.  However, in each of 

the actions, AT&T successfully negotiated a merger agreement with the DOJ in order to 

complete the transaction.  It is difficult to match firm actions with financial performance 

considering the number of factors, some unobservable, that lead to increased profitability; 
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however, observing market power is clear.  By completing each of these transactions in 

the face of regulatory objections, AT&T earned additional market power both in terms of 

quantifiable data (i.e. market share) and subjective data (i.e. eliminating the market of 

disruptive competitors).  In this sense, the political capabilities of the firm and the market 

power performance measure have a causal link. 

 Cingular and AT&T Merger 

On February 18, 2004 Cingular Wireless, a joint venture of SBC Communications 

and Bell South, announced that it would merge with AT&T in a $41 Billion transaction.  

The result of the merger would increase the HHI in the industry by 419 points, 

significantly more than the 50-100 point increase that the DOJ sets as a threshold for 

mergers.  On October 25, 2004 litigation commenced.  In the United States of America et 

al. vs. Cingular Wireless, SBC Communications, BellSouth, and AT&T Wireless, the 

government formally argued that the merger violated the Clayton Anti-Trust Act (1914) 

and would significantly lessen competition in the mobile marketplace.  However, within 

five months, the transaction was completed.  As part of the negotiated settlement, the 

firms involved had to divest certain minority interests and spectrum licenses in the 

specific markets that would be most harmed.  While these divestitures were meant to 

lessen concentration in certain geographies, as a national wireless company the newly 

combined firm (originally branded “Cingular” and then branded “AT&T” shortly 

thereafter) would immediately become the nation’s largest wireless firm.   

It is important to note that in 2004, AT&T spent over $25 Million in lobbying 

expenditures, which was nearly double the amount the firm spent in 2003.  While it is 
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impossible to specify monies spent on this merger specifically, it is clear that AT&T 

expected difficulties in its merger efforts and intensified their lobbying efforts to win 

approval for the merger.  Lobbying efforts were needed not only because of the 

regulatory litigation, but also because other interest groups that lobbied against the 

transaction.  These included the Consumer Federation of America, the Consumer Union 

and Thrifty Call, Inc. all of which voiced concern over the market power that the firm 

would wield post-merger (Orol 2004).  Another telecom lobbying group, 

CompTel/Ascent, wrote and delivered a report to the FCC in order to try to sway the 

regulator arguing that the transaction would cost consumers $2.7 Billion (www.fcc.gov). 

Intense lobbying efforts began in early 2004 (Richtel 2004) as AT&T increased 

its lobbying expenditures by a factor of two over the prior year.  Additionally, there were 

three key lobbyists retained by the firm in 2004 that were not hired in previous years.  

The first was the Law Offices of Brown Rudnick, which has primary areas of 

specialization in “Government Law and Strategies” and “Mergers and Acquisitions 

(www.brownrudnick.com).”  Secondly, AT&T retained the law firm of Mayer Brown, 

which claims to be a leader in anti-trust merger issues (www.mayerbrown.com).  The 

third hiring was that of Justin Lilley, a founder of TeleMedia Policy Corporation and 

expert on FCC policy including merger approval (www.cspan.com).  The combination of 

increased lobbying expenditures as well as the targeted hiring of lobbyists specializing in 

anti-trust and mergers is indicative of the firm’s willingness to intensify its commitment 

to political capabilities.  The fact that this major horizontal merger was approved, through 

the negotiations of these parties and in the face of government litigation, led to increased 
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market power at AT&T, an enormous increase in market capitalization and an increase in 

profitability over and above its competition.20 

 AT&T Acquires Dobson Communications Corporation 

By 2007, the mobile communications market was highly concentrated with Sprint 

and Nextel combining in 2005 (FCC Competition Report 2005).  The national HHI was 

approaching 1,900.  This figure was in the “highly concentrated” category according to 

the Merger Guidelines and raised the probabilities of both litigation and blockage in most 

horizontal mergers.  On June 29, 2007 AT&T agreed to acquire Dobson Communications 

Corporation for $2.8 Billion (www.att.com).  While Dobson only held about one percent 

of the national market share, it held more market power in certain parts of the South and 

Midwest.  Therefore, on October 30, 2007, the DOJ filed an anti-trust suit against the two 

firms for violation of the Clayton Anti-Trust Act (1914).  While the newly merged entity 

would have to divest some of its spectrum holdings in Kentucky and Oklahoma, the 

merger was approved by the FCC and DOJ in early 2008.  AT&T’s market power 

increased once again.  The nationwide increase was small but the increase in the states in 

which Dobson Communications operated was exponentially larger.  

Similar to the activities that preceded the Cingular merger, AT&T used a strategy 

of targeted lobbying in 2007.  In 2007, the firm hired The Ashcroft Group, founded by 

former U.S. Attorney General John Ashcroft.  Ashcroft, being a former member of the 

Bush Administration, had both specific knowledge and ties with key decision makers in 

government.  As the former Attorney General of the United States, Ashcroft was the head 

                                                           
20 The FCC included the 2004 market share in its 2005 Competition Report; however, the firm did not 
report the consolidated entities financials until 2006.   
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of the Department of Justice, the body that filed the anti-trust lawsuit.  The lobbying 

firm’s website claims that regulatory advice is one of its primary functions and states 

"Our team has spent decades working with, for, and in fact leading numerous regulatory 

agencies. We know how regulators at the federal, state and local levels think and operate 

(www.ashcroftgroupllc.com).”  As noted, even though the DOJ filed an anti-trust lawsuit, 

the merger was approved after the lobbying and legal efforts commenced in 2007.  It is 

interesting to note that AT&T did not retain The Ashcroft Group in 2006 and did not 

renew its contract in 2008, two years where the firm was not involved in horizontal 

mergers. 

 AT&T Acquires Centennial Communications Corporation 

By 2009, the industry had become more concentrated with the HHI level at 2,344.  

In the same year, the U.S. political landscape had changed as both the Presidency and 

both chambers of Congress were controlled by the Democratic Party.  The Obama 

Administration nominated Christine Varney as the head of the Anti-trust Division at the 

Department of Justice (Wilke 2009).  She was an outspoken critic of the Bush 

Administration’s lax attitude toward approving horizontal mergers that may have violated 

the merger guidelines (Varney 2009).  During the transition between President Obama’s 

2008 election and his 2009 inauguration, AT&T announced that it was to acquire 

Centennial Communications Corporation (www.att.com).  While Centennial was 

relatively small (1.1 Million customers), anti-trust concerns were focused on the Puerto 

Rican market.  The DOJ claimed that in some of the markets where both firms operated, 

they were effectively a duopoly with HHI levels at 6,500 in those specific markets 
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(United States of America and the State of Louisiana v. AT&T and Centennial 

Communications Corp.). 

The FCC, under the leadership of Julian Genachowski appointed by President 

Obama, scrutinized the transaction longer and in more detail than in the previous 

acquisitions.  The FCC investigation included multiple negotiations between AT&T 

executives and FCC representatives over an 11 month period (www.fcc.gov).  In early 

2010, the acquisition was allowed to transpire.  AT&T’s lobbying effort succeeded 

insofar as the transaction was consummated.  However, two important issues emerged.  

First, the review time at the FCC was more than double the review time in the AT&T-

Dobson Communication acquisition even though the targets were about the same size and 

in the same market position.  Secondly, the divestiture agreement was more onerous as 

more than double the number of spectrum licenses were to be sold than in the Dobson 

acquisition ((United States of America v. AT&T and Dobson Communications Corp.; 

United States of America and the State of Louisiana v. AT&T and Centennial 

Communications Corp. (www.justice.gov). 

The success that AT&T had in negotiating these three horizontal acquisitions 

directly lead to a market leading position for the firm as its market share more than 

doubled during this time frame.  Figure 3.9 shows the growth of AT&T’s market share 

over time. However, other performance measures were also positively affected.  Figure 

3.10 is a chart of AT&T’s return on sales (ROS) from 2004 to 2010.  While profitability 

was flat from 2005 to 2009, it increased dramatically in 2010.  AT&T’s profitability, 

however, has to be portrayed relative to its competition.  Figure 3.11 shows AT&T’s 

ROS compared to the industry average from 2004 to 2010.  This figure shows that, 
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relative to its direct competitors, AT&T’s profitability was much higher than other 

market participants.  Even if AT&T is compared to its next most successful competitor—

Verizon Wireless—itsprofitability was still paramount in these years. Table 3.9 shows 

detailed financial information for the top four competitors in the wireless industry from 

2004-2010. 

  

Figure 3.9:  AT&T’s Market Power, 1999-2010 
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Figure 3.10: AT&T’s Profitability, 2004-2010 

Figure 3.11: AT&T’s Relative Profitability, 2004-2010 
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Table 3.9: Industry Financial Performance 2004-2012Source: Compustat 
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Firm Rigidities: Lack of Environmental Scanning 

Capabilities may turn into rigidities (Leonard-Barton 1992) as firms develop 

capabilities that enhance their performance.  They may suffer from managerial myopia as 

over-investing in the build-up of capabilities hinders management’s external scanning.  

Sequential updating (Noda and Bower 1996; Powell 2001, 2002; Hahn and Doh 2006; 

Tang and Liou 2010) is the process of collecting and analyzing new information in order 

to update decisions made in a prior period.  Successful incorporation of new information 

is crucial to both firm survival and success (Leonard-Barton 1992).  In order to 

effectively gather and analyze new information, management teams must be proficient at 

scanning their environment since valuable external market information may alter 

managerial decision-making.  However, management may fail at environmental scanning 

for one of two reasons.  First, managers may believe that they are optimizing and, 

therefore, do not need to fully gather and analyze new information.  Secondly, 

management may realize that it needs to gather and analyze new information but does not 

read the correct signals in the environment (Sleemsman et al. 2012). 

The political capabilities that AT&T possessed, which attributed to its success for 

years, became a core rigidity as the firm’s TMT were either unable or unwilling to update 

its information set.  As shown, AT&T clearly established its political capabilities and had 

success in its lobbying efforts through 2010.  However, AT&T apparently failed to 

incorporate into its decision-making process macro-political changes starting inearly 

2009 in the midst of one of the worst U.S. recessions in American history.  In November 

of 2008, the U.S. population voted in a new president—Barack Obama—with a differing 

agenda than his predecessor.  During the collapse of both the housing market and the 
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mortgage market, large financial institutions in the U.S., which were deemed “too big to 

fail,” were given extraordinary lending facilities at the Federal Reserve Bank. This was 

an effort to both secure failing institutions and induce confidence in the American 

populace.  During 2009 and 2010, a wave of anti-corporate sentiment was apparent in the 

U.S. (Malone 2010; Rogers 2012; Princeton Survey Research Center 2012).  This anti-

corporate sentiment was seen on the political right, namely in the Tea Party Movement 

(www.teaparty.org), and the political left, namely in the beginnings of the Occupy Wall 

Street movement (www.occupywallst.org).21  The credo of the anti-corporate sentiment 

as a whole was that big business may hinder the American way of life more than it help 

the American way of life.   

Additionally, in January of 2009, President Obama nominated Christine Varney to 

head the Anti-Trust Division of the Department of Justice (Wilke 2009).  In 2008, while 

campaigning for the Presidency, nominee Obama stated in a speech at the American 

Antitrust Institute that he would “…direct his administration to reinvigorate antitrust 

enforcement” adding that the Bush Administration abdicated “…serious antitrust 

enforcement (antitrustinstitute.com).”   In a speech given at the Center for American 

Progress, Varney was quoted as saying “Americans have seen firms given room to run 

with the idea that markets 'self-police' and that enforcement authorities should wait for 

the markets to self-correct…Ineffective government regulation, ill-considered 

deregulatory measures and inadequate antitrust oversight contributed to the current 

conditions… we cannot sit on the sidelines any longer." The title of her speech was 

                                                           
21 A search of the Lexis-Nexis Academic Database produced 2,144 results for the term “Tea Party” in 2009 
and 10,268 results in 2010 for the same term.  Results also pointed to the organization stage of the Occupy 
Wall Street movement in the beginning to middle of 2011 with the official date of organization on 
September 17, 2011. 
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“Vigorous Antitrust Enforcement in This Challenging Era (Varney 2009).” A Wall Street 

Journal article from May 12, 2009 stated that Varney dismissed the Bush 

Administration’s assertion that the market policed itself and that anti-trust rules and the 

Courts were no longer needed (Williamson 2009).  In short, the new administration sent 

clear signals to the marketplace both before Senator Obama won election and after 

President Obama took office that the rules that surround business, especially anti-trust, 

were changing. 

In early 2011, therefore, there was growing animosity toward large corporations 

and clear signals that anti-trust enforcement would become more stringent.  In addition, 

the U.S. mobile communications market was extremely concentrated with a HHI of 2,442 

(See 2010, Table 3.1) making it a near certainty that a large, horizontal merger would not 

only be scrutinized but also blocked (Horizontal Merger Guidelines 2010).  Evidence has 

suggested that, to this point in time, AT&T operated upon a platform of political 

capabilities that had yielded to date consistent decisions in its favor.  These decisions 

could be viewed in the horizontal merger approvals that the company had earned or in the 

regulatory affairs (the more mundane issues) that the company had fought for years.  The 

company’s market power was immense as it was in the top position in the industry with 

32.18% market share at the end of 2010.  Additionally, AT&T had just come off its most 

impressive year financially (See Table 3.9).  The firm had net income of $19.864 Billion 

on $124.28 Billion of revenues, giving it a net profit margin of 15.98%.  This compared 

to Verizon’s net profit margin of 2.39% and Sprint-Nextel’s net profit margin of -

10.64%.  AT&T was not only the largest competitor in the marketplace but also 

exponentially more profitable.  
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However, AT&T’s fortunes would soon reverse as a series of miscalculations 

hindered management’s decision-making.  On March 20, 2011, AT&T announced that it 

was going to acquire T-Mobile USA from its German parent Deutsche Telekom for $39 

Billion (AT&T Press Release 3/20/2011).  T-Mobile, the fourth largest mobile firm with 

12.27% market share at the end of 2010, was only one of four nationwide cellular 

providers in the U.S.  As soon as the announcement went public, there were immediate 

concerns about the feasibility of such a deal.  Newspaper headlines such as “Little to 

Cheer for Consumers in the AT&T Deal (Wortham 2011),” “AT&T Deal Troubles 

States-New York Attorney General Vows Review (Cheng 2011)” and “The Changing 

Telecom Landscape—The Game: Ma Bell, Rising From the Past (Berman 2011)” were 

printed in a wide array of popular press outlets.  Sentiment in the popular press was 

coupled with the FCC’s concern that there was not enough competition in the wireless 

marketplace (FCC Competition Report 2010).  AT&T’s CEO, Randall Stephenson, 

immediately issued a press statement touting the synergistic benefits of the merger 

including expanded spectrum to cover AT&T’s increasing customer base as well as cost 

savings to consumers due to the expected synergies (Ante and Schatz 2011).   

The pressure against the deal, however, was immense and came from multiple 

societal stakeholders.  First, there were citizens and other interest groups.  One example 

came from the Law Firm of Bursor and Fisher who started a “Stop the Merger” campaign 

that vowed a class-action lawsuit if regulators did not strike the merger down (Baynes 

2011).  Another sector of discontent came from appointed and elected officials.  Senator 

Herb Kohl (D-WI), the Chairman of the Senate Judiciary Antitrust Subcommittee, called 

the potential merger “highly dangerous to competition and consumers” and wrote a letter 
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to the FCC and the DOJ expressing his concerns (Jerome 2011).  It should be noted, 

however, that there were other elected officials who lobbied for the transaction to go 

through. On September 22, 2011, U.S. Representative Pete Olson (R-TX) and 99 other 

members of Congress signed a letter and delivered it to President Obama urging him not 

to block the merger.  The Houston Chronicle reported on the same day that all but one of 

the 100 signers had been given political donations from AT&T that aggregated to 

$963,275 (Shields and Salant 2011).  

Not surprisingly, competitors in the industry were also opposed to the deal.  

While Verizon did not comment publicly about the merger, Sprint-Nextel aggressively 

lobbied both the public and the regulators to stop the merger.  One tactic that Sprint used 

to persuade the public was through the use of full page color ads in the Wall Street 

Journal on approximately 30 occasions after the merger announcement (at a cost of 

$250,000 per occasion).  The ads were identical and read: 

Competition is everything.  Competition is the steady hand at our back, pushing 
us to faster, better, smarter, simpler, lighter, thinner, cooler.  Competition is the 
fraternal twin of innovation.  And innovation led us to offer America’s first 4G 
phone, first unlimited 4G plan, first all-digital voice network, first nationwide 3G 
network, and first 4G network from a national carrier.  All of which, somewhat 
ironically, led our competition to follow.  Competition is American.  Competition 
plays fair.  Competition keeps us all from returning to a Ma Bell-like, sorry-but-
you-have-no-choice past.  Competition is the father of rapid progress and better 
value.  Competition inspires us to think about the future, which inspires us to 
think about the future, which inspires us to think about the world, which inspires 
us to think about the planet, which inspired us to become the greenest company 
among wireless carriers.  Competition has many friends, but its very best is the 
consumer.  Competition has many believers, and we are among them.  
Competition brings out our best, and gives it to you. 
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Additionally, on September 6, 2011, Sprint-Nextel filed an anti-trust lawsuit in 

federal court accusing the parties to the merger of violating the Clayton Anti-Trust Act of 

1914 (www.sprint.com).  Sprint was in a precarious position in 2011.  The firm had been 

suffering financially since its merger with Nextel in 2005.  Expected synergies were not 

realized and Sprint had negative net income for four straight years (Sprint-Nextel Annual 

Report 2010).  The concern was that if AT&T and T-Mobile merged, Sprint’s 

performance would decline even further most likely leading to a re-organization. 

 However, top management at AT&T pressed forward on the assumption that its 

previous capabilities in dealing with regulators and Congress would suffice in getting the 

merger approved.  James Cicconi, the head of AT&T’s legislative affairs division, 

displayed “…little fear that his company’s wager….will fail (Shapira 2011).”  In an 

interview with the Washington Post days after the acquisition was announced, Ciccioni 

stated that the firm had already begun conversations with regulators and policymakers 

(Shapira 2011).  In an article concerning the merger on March 27, 2011 (Wyatt 2011), it 

was explained that AT&T not only had Mr. Cicconi’s division lobbying for the effort but 

also six former Congressmen including former Senator Trent Lott, a Republican, and 

former Senator John Breaux, a Democrat.  The confidence, or potentially the 

overconfidence, of AT&T was summed up by Craig Aaron, a consumer advocate, when 

he stated “…it seems hard for me to believe that a $40 billion deal like this would be 

pushing forward if somebody like Jim Cicconi didn’t feel that they had it in the bag 

already (Wyatt 2011).”   

 AT&T’s overconfidence became apparent in a series of press releases and 

interviews with the firm’s CEO, Randall Stephenson.  The firm’s initial press release 
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stated that “The U.S. wireless industry is one of the most fiercely competitive markets in 

the world…(AT&T Press Release, 3/20/2011).”  While the company acknowledged that 

regulatory approvals were needed, it stated that the deal was “…expected to close in 

approximately 12 months (AT&T Press Release, 3/20/2011).”  This was an identical 

statement that the company gave in press releases for its acquisition of both Dobson 

Communications (AT&T Press Release, 6/29/2008) and Centennial Communications 

(AT&T Press Release, 11/7/2008).  The notion that the U.S. wireless industry was 

extremely competitive was a theme echoed in a number of interviews with CEO 

Stephenson.  In an interview with USA Today two weeks after the acquisition was 

announced, Stephenson called the industry “...maybe the most competitive in the United 

States (Lieberman 2011).”  In fact, the firm took this assertion a step further by stating 

that the transaction would actually promote more competition in the marketplace (AT&T 

Press Release, 6/10/2011).  During his testimony at the Senate Committee on the 

Judiciary, Subcommittee on Antitrust, Competition Policy and Consumer Rights, 

Stephenson remarked “The combination of AT&T and T-Mobile could not possibly 

derail the powerful forces of competition in one of the nation’s most competitive 

industries (Testimony of Randall Stephenson, 5/11/2011).”   

 There were also a number of television interviews that addressed the merger.  On 

March 21, 2011, Stephenson reiterated the claim that the wireless industry was one of the 

most fiercely competitive in the United States, even after being reminded by the 

interviewer that many were concerned with the duopolistic structure of the industry.  In 

the same interview, CNBC’s Michele Caruso-Cabrerra questioned Stephenson over 

recent analyst reports that stated that “the Justice Department would be all over it” 
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referring to the potential merger.  Stephenson, airing confidence in the firm’s decision, 

stated “We’ve been through these things a number of times….in the beginning, you will 

hear a lot of discussion and a lot of emotion about the do-ability of the transaction but 

invariably you get into the process and it is a fact-driven process (CNBC, 3/21/2011).”  

The next week, in a televised interview with Thomson Reuters, CEO Stephenson was 

asked if AT&T would be able to get the transaction past regulators, to which Stephenson 

replied “Oh yeah….we’ve done this a number of times…we’ve worked with Justice and 

the FCC a number of times (Thomson Reuters, 3/30/2011).”   

 However, the confidence of top AT&T officials ran counter to other experts in the 

field.  In addition to the aforementioned groups who opposed the transaction, several 

experts expressed doubt that the transaction would be approved by regulators.  On the 

same day that Stephenson appeared on CNBC, former FCC Chairman Reed Hundt also 

appeared on the network.  Commenting on the transaction, Hundt stated the deal “is the 

defining test of the anti-trust policy of the Obama Administration” considering that it was 

a significant, horizontal acquisition.  Hundt went on to explain that because of the high 

HHI index, the industry was deemed to be highly concentrated even before the merger.  

In addition, Hundt argued that the transaction would add over 700 points to the HHI 

index and that about two-thirds of the time, these types of horizontal mergers are blocked 

(CNBC, 3/21/2011).  Similar sentiments were given by FCC Commissioner Michael 

Copps in an interview on C-Span where he called the transaction “a paradigm-altering 

transaction.”  Copps went on to explain that he had voted against the Comcast-NBC 

merger and that the AT&T and T-Mobile merger was “an even steeper climb (C-Span, 
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4/10/2011)” because of the immense power and influence of a potential duopoly in the 

wireless industry.   

 Amidst all of this pressure, the Department of Justice announced that it would file 

an anti-trust lawsuit against AT&T and T-Mobile USA.  On August 31, 2011 the lawsuit 

was filed (U.S. et al. vs. AT&T Inc., T-Mobile USA and Deutsche Telekom).  While 

standard concentration level argumentswere central to thelawsuit, the DOJ also added 

more subtle and subjective arguments.  The DOJ labeled T-Mobile an “innovator” as well 

as a “disruptive competitor.”  The argument centered around the notion that T-Mobile 

placed a check on AT&T (and others) by offering both innovative technologies (e.g. they 

were the first company to use 4G) and competitive prices.  If T-Mobile was eliminated 

from the market place, then AT&T and Verizon would have a virtual duopoly since 

Sprint-Nextel would be in worse condition than it was in 2011 (U.S. et al. vs. AT&T Inc., 

T-Mobile USA and Deutsche Telekom).  The case was also referred to the FCC for 

review.  The FCC, after months of negotiations and lobbying from AT&T and Deutsche 

Telekom, recommended that the merger not be allowed to go through.  This decision 

would be the death of the merger as the parties involved would not be able to convince 

the DOJ or, if the case went to trial, a federal judge to overrule the lead regulator’s 

decision.  AT&T withdrew its petition at the FCC and the firm announced that it would 

no longer pursue the deal on December 19, 2011 (AT&T Press Release 12/19/2011). 

 What were the consequences of the rigidities evident at AT&T?  First, since 

AT&T has repeated actions with the same regulatory bodies over time, the attempt to 

complete such a merger may have reputational issues (Shuler et al. 2002).  Secondly, and 

more important for the current study, there were immediate and direct performance 
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implications.  The firm would not realize its goal of becoming the clear dominant firm in 

the industry.  If the merger had been approved, AT&T would have owned approximately 

45 percent of the wireless market, nearly 50 percent more market share than Verizon 

Wireless.  With respect to profitability, the failed takeover attempt would cost AT&T 

$4.18 Billion as the firm had agreed to pay $3 Billion in cash and $1 Billion in spectrum 

rights to Deutsche Telekom in order to induce the target to accept the $39 Billion offer 

(Lawson 2011).  Now that the transaction had soured, AT&T would face a massive loss 

in the fourth quarter of 2011.  Figure 3.10 shows the dramatic reduction in year over year 

profitability.  AT&T’s net income fell from $19.864 Billion in 2010 to $3.944 Billion in 

2011, a decrease of over 80% year to year.  In the 4th quarter of 2011, the firm’s net 

income was -$6.678 Billion.  While the 80 % reduction in profitability is not entirely 

attributable to the failed merger attempt, AT&T’s 2011 ROS would have been more than 

double had the charge not been taken.  Finally, the merger agreement between the two 

firms gave T-Mobile a seven year roaming agreement on AT&T’s network, giving T-

Mobile new access to 50 million more customers than it had before the transaction was 

announced (Lawson 2011).  

 On February 21, 2012 the Board of Directors at AT&T reduced CEO Randall 

Stephenson’s pay by over $2 Million as a direct result of the failure to take over 

competitor T-Mobile USA (Svensson 2012). 

 

Discussion 

 In this paper, I had three main goals each of which aligns to a specific 

contribution to the management literature.  First, I provided evidence of the specific 
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mechanisms that AT&T employed in order to garner a specific capability.  While there is 

a plethora of papers on capabilities, there seems to lack specific in-depth analyses of 

exactly what firms do in order to fulfill their strategic intent in one or more specific 

arenas.  Secondly, I provided specific evidence concerning political capabilities.  This 

evidence lies in (i) the establishment of an intended political capability at AT&T, (ii) the 

link between these capabilities and the market power of the firm and (iii) the rigidities 

that AT&T suffered as it failed to incorporate external information that was central to its 

corporate decision-making.  The current literature contains many papers related to 

corporate political activity; however, the majority of these papers do not delve 

specifically into the manner by which firms actually aggregate activities to form a 

political capability.  Political capabilities are more important as markets, industries and 

economies become more heavily regulated.  Complementing a firm’s other capabilities 

with political capabilities is especially important in this atmosphere.  Finally, I provided 

evidence of how a firm’s capabilities led to both increased performance and decreased 

performance.  While the data is only concerning one firm, it is nonetheless evidence that 

a firm’s capabilities can yield higher performance (in AT&T’s case, performance was in 

terms of both profitability and size/market power) as well as lower performance in the 

face of rigidities.   

 Addressing this last point further is warranted.  The evidence that AT&T had 

political capabilities is rather overwhelming.  The evidence provided in this case is just a 

small fraction of the total evidence that one could produce.  However, the novelty in the 

case is that the capability potentially blinded management to the changing nature of the 

environment.  Specifically, in this setting, AT&T failed to see several clear signals 
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external to the firm.  First, AT&T failed to model the probability of the merger being 

blocked just on the Horizontal Merger Rules alone.  Only taking these rules into account, 

there was a near certainty of anti-trust litigation.  Second, AT&T failed to incorporate the 

political will of the American populace during a period of economic contraction and anti-

corporate sentiment.  Being one of the largest firms in the U.S. and attempting to 

takeover another firm to become the clear market leader may not have been the most 

optimal strategy in this context.  Third, and most apparent, the firm did not pick up on the 

specific and clear signals given by the Obama Administration, including the FCC and the 

DOJ, which were under new leadership appointed by the new President.  This may have 

been the most significant of the three missed signals. 

 The reason why this signal is so important is that it was new information being 

conveyed not just to the public at large, but really to the firms that may have gotten 

through the regulatory hurdles previously.  However, combining the three strategic 

mistakes by management led to an almost certainty that the merger would be blocked.  

The result of these management missteps was a $4 Billion write down, the loss of $16 

Billion in market capitalization and the shoring up of Verizon and Sprint’s positions in 

the marketplace, which would have been made weaker by definition if the merger had 

gone through.   

 

Propositions and Results 

While I did not put forth explicit propositions in the front section of the case, 

there are apparent and implied propositions that the case study provides evidence for.  
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Please refer to Table 3.10 for detail on both the propositions and the evidence to support 

the propositions from the case study. 

 

Table 3.10:  Implied Propositions and Findings 

 

 

 

 

Implied Proposition Evidence

1
Firms develop capabilities which become the bases to 
garner a competitive advantage

1
AT&T had a need to manage its political environment because of the markets it 
operated in.

2 AT&T created an executive level division called External Affairs

3
AT&T hired high-level former government employees and elected officials to 
work in the Division of External Affairs

4
The External Affairs division was the platform for where other political decisions 
were made such as which candidates and issues to sponsor, which lobbyists to 
hire and what total expenditures were warranted

5
AT&T invested in PAC donations which were both large and targeted to specific 
candidates and issues

6
AT&T invested in inside (AT&T employees) and outside (hired) lobbying efforts. 
These efforts were targeted primary toward the FCC but also were targeted at 
the Anti-Trust department at the DOJ.

7
AT&T commented over 7,000 in a 10 year period on pending regulatory rules at 
the FCC alone.

8 AT&T initiated reports which were filed at the FCC.  

2
Capabilities lead to advantages which lead to higher 
performance

1
Lobbying capabilities at the FCC led to performance advantages in small matters 
which lead to supply side cost savings.

2
Lobbying capabilities at the FCC led to favorable FCC reports in DOJ Anti-trust 
matters

3
Lobbying capabilities led AT&T to acquire firms in horiztonal acquisitions through 
negotiations of DOJ litigation before 2010

4
Performance metrics such as growth, market share/market power, and 
profitability are observed during the years of heaviest political spending.  Causality 
cannot be determined but correlation is present.

3
Capabilities can turn into rigidities if management does not 
adequately scan its environment 

1
AT&T relied on political capabilities which had been a positive for years.

2

AT&T missed key signals from the external environment: 1) the HHI levels of the 
industry, 2) the public sentiment after the 2008-2009 recession and the "too big 
to fail" phenomenon, 3) the Obama Administrations clear intent to limit horizontal 
competiton.

4 Rigidities decrease firm performance. 1

AT&T miscalculated the probability of success in attempting to acquire T-Mobile.  
The probablility of a successful takeover was most likely close to zero.  AT&T 
lost market credibility, regulator credibility, market capitalization and profit 
directly related to the failed takeover. 

2
AT&T's executives relied on their previous success as evidenced by their 
statements and deeds in 2011.

3 AT&T's profitability suffered directly as a result of the failed takeover attempt
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Case Study Rigor 

 As previously mentioned, Gibbert et al. (2008) provide four validity checks for 

rigorous case studies.  They include (i) internal validity, (ii) construct validity, (iii) 

external validity and (iv) reliability.  Internal validity is defined as the “causal 

relationships between variable and results.”  The authors explain that the link should be 

logical and powerful enough to defend the conclusions.  In regard to internal validity, I 

have provided evidence that AT&T committed to establishing a firm-level political 

capability.  Additionally, I included data that showed that this is a multi-faceted strategy 

and included the following activities: 1) hiring key employees for the External Affairs 

Division at the firm whom had important government positions prior to their employment 

at AT&T, 2) signaling the importance of the External Affairs Division through inclusion 

in the top level of the organizational structure, 3) engaging in lobbying through 

application of comments during the comment period of regulatory rulemaking, 4) 

engaging in lobbying through written reports to the FCC, 5) engaging in lobbying 

through the firm’s lobbying expenditures, 6) engaging in lobbying through political 

donations (PAC) and 7) hiring lobbyists and employees that had experience not only at 

the FCC but also at or with the DOJ Anti-trust Division.  In addition to the evidence 

provided for the link between the firm’s intention to form a political capability and its 

activities in executing such an intent, I also provided evidence linking the political 

capability with the performance of the firm.  While it is difficult to show causality, 

evidence exists in this case that the firm gained market share through its success in 

horizontal mergers.  This success was helped by the consistent lobbying at numerous 

agencies of the federal government.  The firm became larger during periods of integration 
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but it also became more profitable.  I would argue that the most direct evidence in the 

case study, one that approaches causality, is the link between the firm’s poor 

environmental scanning from 2009 to 2011 and its decline in performance.  There are two 

performance issues during this period.  The direct performance issue was the $4 Billion 

loss that derived directly from the failed takeover of T-Mobile USA.  However, the 

general performance of the firm was affected after this acquisition because it would no 

longer be able to grow through acquisition with the exception of smaller transactions.  

Also, the general performance of the firm suffered after the write-down in the 4th quarter 

of 2011 and has not yet bounced back.   

 Construct validity is defined as “…the extent to which a study investigates what it 

claims to investigate.”  In this paper, I employed theory that is concerned with capability 

build-up, the performance and possible decline from this build-up.  I have provided data 

and evidence in a narrow and targeted fashion in order to only focus on these matters.  

External validity is also known as generalizability.  As Gibbert et al. (2008) explain, there 

is a difference between statistical generalizability and analytical generalizability.  

Certainly, I would not argue that an N=1 case study has statistical generalizability.  

However, case studies that have analytical generalizability may generalize from empirical 

observations to theory instead of to a population.   

 Finally, reliability entails replication and the ability of other researchers to come 

to a similar conclusion based off of this case.  I have provided all of the methods used in 

the data collection for this case.  Additionally, all of the data sources used herein are open 

to the public with the exception of the Wall Street Journal Database, Lexis-Nexis and 

Compustat.   
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Limitations 

 As with all papers, this one has limitations.  The most apparent limitation, 

common in case studies, is that the paper describes limited events, phenomenon and 

actors. In this paper, I have explained (i) AT&T’s intention to possess political 

capabilities, (ii) the activities that the firm needed to execute upon, (iii) and the results 

from such activities, both positive and negative.  While I argue that the benefits of this 

methodology is in the ability to study the details of these characteristics in more depth 

than one can in a statistical study, there are clear limitations.  One of these limitations is 

in the industry type, in this case a highly concentrated oligopoly.  While many industries 

are concentrated, the logic behind this case may not transfer to a more fragmented 

industry type as participants in fragmented industries need not normally obtain regulatory 

approval for acquisitions.   

Additionally, in industries such as this, environmental signals are more 

observable.  In other words, in an oligopolistic structure, the sources of much of the 

available external information are clearly defined.  Competitors are not only known but 

are also large and, in this case, publicly traded.  Likewise, regulators are known and their 

actions are more observable since industries such as mobile communications are clearly 

regulated by specific bodies.  In a fragmented industry, regulation may be less centralized 

and more localized leading to different firm-level activities.   

Another limitation lies in the unobservability of certain political activities, a 

notion that is well documented in the CPA literature (Richter et al. 2009; Lessig 2011).  

In this sense, while the links between activities and results provided in a case study may 

be more specific than in a large sample, statistical study, there are still activities and links 
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that are difficult to track.  This unobservability is a limitation of many management 

studies, in general, and CPA studies, specifically. 

 

Future Research 

 Future research in this area should focus on a number of avenues related to this 

study.  First, future theoretical papers should focus on the mechanisms involved in the 

choices in the intensity of political involvement.  This study focused on a myriad of 

political activities including PAC contributions, individual firm lobbying, industry-wide 

lobbying, internal firm lobbying, comment period activities and issue-based lobbying.  

Not all firms operate in all of these arenas and, therefore, the intensity of CPA differs 

amongst firms.  Studies, both qualitative and quantitative, should focus on the differences 

between firms’ performance and their intensity in political activity.  This is something 

that is lacking in the literature as most research in management that address CPA focuses 

on either lobbying or PAC contributions.  Some papers address both and still others deal 

with different political activity, such as having former politicians on the Board of 

Directors (Hillman 2005).  However, in order to properly measure intensities, 

management scholars need to broaden the scope of activities which are studied.  

Lobbying and PAC formation are important, but they do not necessarily tell the entire 

story in the firm’s choice to operate in the political arena. 
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