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Abstract: A large literature examines corporate political activity in the United
States, but much less is known about firms’ lobbying activities and policy influ-
ence in developing countries. [ argue that firm-level heterogeneity helps explain
firms’ political behavior, while political institutions shape policymakers’ incen-
tives to respond to business interests. The empirical analysis relies on the World
Bank’s Enterprise Survey, which covers over 20,000 firms operating in 42 devel-
oping and transition countries, to examine the determinants of lobbying and
perceived policy influence. Multilevel estimates support the hypotheses that
lobbying and influence increase with the firm’s size and market power. Addi-
tionally, I find that firms report greater policy influence in democracies than in
non-democracies.
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1 Introduction

That firms seek to influence government policy in diverse institutional settings
around the world is without dispute. Still, many related questions remain unre-
solved, such as: Why do some firms lobby the government while others do not?
What factors explain variation in firms’ policy influence? These questions ignite
scholarship in many fields, but direct tests of the determinants of firms’ lobby-
ing behavior and policy influence are rare due to inherent obstacles in measur-
ing political activities and their effectiveness (Bonardi et al. 2006). Researchers
attempt to overcome these constraints using data on lobbying expenditures and
political action committee (PAC) contributions in the United States (Masters and
Keim 1985; Grier et al. 1994; Mitchell et al. 1997; Kim 2008; Lux et al. 2011), but
in most developing countries, contributions and other political activities are
not reported. As a result, we have very little quantitative evidence on the factors
driving firms’ nonmarket strategies in the developing world.
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This paper makes two main contributions. First, I argue that firm-level het-
erogeneity helps explain political activities and their effectiveness. My theoreti-
cal framework draws inspiration from new research in economics that shows
substantial intra-industry variation in firms’ market and nonmarket behavior.
For instance, firm size and productivity influence global trade and investment
strategies (Bernard and Jensen 1999; Melitz 2003; Antras and Helpman 2004). In
the nonmarket arena, Chen (2012) shows that firm-level heterogeneity determines
the nature of firms’ engagement with government officials in China. The empiri-
cal results reported in this paper demonstrate that a number of firm-specific
characteristics, notably size and market power, correlate with lobbying and its
effectiveness in the developing world. Second, drawing on insights from institu-
tional economics and political science, I argue that the institutional environment
shapes policymakers’ incentives to respond to business interests. Exploiting the
substantial institutional heterogeneity across developing countries, I uncover
systematic empirical correlations between country-level institutions and firms’
lobbying behavior and policy influence.

The empirical section of the paper tests the determinants of lobbying and
policy influence using firm-level survey data. I rely on the World Bank’s Enter-
prise Survey, which covers over 21,000 firms across 42 developing and transition
countries. Firms are asked specific questions regarding their lobbying activities,
as well as their perceived influence over policy.! My empirical strategy com-
plements more indirect approaches, which attempt to measure the efficacy of
political strategies by relating policy outcomes to the structural characteristics
or campaign contributions of specific firms, industries, or PACs.

I estimate multilevel statistical models to better identify the firm- and coun-
try-specific determinants of political behavior and influence. Multilevel (or hier-
archical) models explicitly account for the fact that firms operating in the same
country are embedded in a common political and economic environment (Hitt
et al. 2007). My models capture unobserved country-specific variation through
the inclusion of country-level random intercepts, while enabling tests of the rela-
tive importance of observable firm- and national-level determinants of political
behavior and influence.

1 This paper is the first to exploit this rich source of data to explore the determinants of lob-
bying. Related research by Macher et al. (2011) and Chong and Gradstein (2010) studies firms’
influence using the World Bank’s World Business Environment Survey (WBES), a precursor to
the Enterprise Survey that I analyze in this paper. Inspired by these contributions, I extend the
research to explicitly model the determinants of lobbying along with the determinants of influ-
ence. Furthermore, my extension incorporates multilevel models, and includes a much larger set
of firms than those covered by the WBES.
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The empirical results contribute to our understanding of business-government
relations in developing countries. Consistent with existing work on corporate lob-
bying in the United States, multilevel estimates that control for firm-, sector-, and
country-level heterogeneity support the hypotheses that lobbying and political
influence increase with the firm’s size and market power. I also find that the share
of government ownership, the degree of international orientation, and firms’ par-
ticipation in business associations correlate with lobbying and its effectiveness.
Second, the results indicate that the political and institutional setting shapes cor-
porate political activities. In particular, I find strong support for the hypothesis
that firms exert greater policy influence in democracies than in autocracies. The
results also indicate that lobbying correlates with volatility in the policy environ-
ment: firms appear more likely to engage in political strategies in countries where
regulatory policy is less stable.

The paper proceeds as follows. The next section introduces the theoretical
framework and develops testable hypotheses. The third section explains the
empirical strategy. I present the results of multilevel models of lobbying and
influence in the fourth section. The final section concludes.

2 The determinants of lobbying and political
influence

My political economy theoretical framework examines the political market for
policy, in which policy outcomes are subject to the forces of supply and demand
(Hillman and Keim 1995; Bonardi et al. 2005; Naoi and Krauss 2009). On the
demand side, firms and other social actors seek policies that favor their inter-
ests. In order to achieve their goals, these policy “demanders” may lobby the
government using their available resources. Lobbying is the process of offering
campaign contributions, bribes, or information to policymakers for the purpose
of achieving favorable policy outcomes (Denzau and Munger 1986; Grossman
and Helpman 1994; Hall and Deardorff 2006). Policy “suppliers” are candidates,
elected leaders, and de facto rulers who advocate and pursue a set of policies that
maximize their probability of achieving or maintaining political power.
Corporate political activity (CPA) is defined as proactive actions taken by
firms to influence the policy market in ways that increase the expected profits
of the firm (Baysinger 1984). Thus, firms’ CPA, like firms’ market strategies, is
subject to cost-benefit analysis (Baron 1995). With profits defined as revenues
minus costs, profit maximization implies that an individual firm will engage in
lobbying and other CPA if the expected outcome of the activity is an increase in
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revenues or a reduction in costs (Hansen and Mitchell 2000). The actual influence
that a firm exudes over policymaking depends on the stake that the firm has in
the policy outcome, as well as its ability to persuade policymakers to adopt poli-
cies that favor the firm.

Political strategies can be directed toward increasing revenue and lowering
costs through a number of channels, and the specific strategy that a firm pursues
will often depend on the characteristics of the firm and institutional features of
the country which it operates. In this section, I discuss a number of firm- and
country-level determinants of firms’ political strategies and their effectiveness.

2.1 Firm-level factors

This section develops hypotheses relating firms’ size and market power to lobby-
ing activity and political influence.

First, following a growing literature, I expect that the political influence of
the firm increases in its size (Salamon and Siegfried 1977; Lenway and Rehbein
1991; Boddewyn and Brewer 1994; Alt et al. 1999; Schuler et al. 2002; Chong and
Gradstein 2010; Kerr et al. 2011; Macher and Mayo 2012). Looking at the effects
of size on the supply side of policy, one reason to expect that larger firms will be
more active and influential in their nonmarket efforts is that larger firms offer
greater potential payoffs to support-maximizing politicians. Indeed, if the size of
the firm is measured by the number of employees, larger firms provide politicians
with a greater pool of potential support, increasing the incentives of politicians
to provide favorable policies (Alt et al. 1999; Hillman 2003). To the extent that
these policies increase jobs and policymakers have incentives to reduce unem-
ployment, firms’ expectations of lobbying success, and thus the payoffs to their
lobbying effort, will increase with their size (Alt et al. 1999).

On the demand side, there are several reasons to expect that larger firms will
be more politically active and influential. As Macher and Mayo (2012) note, firm
size is often a proxy for available resources, and firms with greater resources are
better able to engage policymakers. Furthermore, Macher et al. (2011) suggest that
size may directly affect the costs of the lobbying effort, which, like other types
of strategic investment, is subject to economies of scale considerations. These
authors argue that smaller firms often lack sufficient scale to cover a lobbying
infrastructure characterized by fixed costs. Kerr et al. (2011) note many of the
potential up-front costs to lobbying, which include:

learning the complex laws about lobbying; educating newly hired lobbyists about the details
of the firm’s interests, characteristics, and vulnerabilities; developing a lobbying agenda;
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researching what potential allies and opponents are lobbying for; and investigating how best
to attempt to affect the political process (e.g., in which policy makers to invest). (p. 3)

Consider, for example, a firm that raises money for contributions to a PAC. Bigger
firms have more employees from which to raise these funds, and are thus better
able to pay the startup costs related to the formation of the PAC (Grier et al. 1994).
For smaller firms, the costs of organizing to lobby may simply outweigh the ben-
efits, especially if the benefits of lobbying fall disproportionately on large firms
(Kerr et al. 2011). For these reasons, large firms will be more likely to lobby and to
exert influence over policy.

A second hypothesis is that firms with market power will be more politically
active and influential. The argument builds on Olson (1965), who explains that
the costs of lobbying depend on the number of actors that stands to gain from
the lobbying effort. When groups compete for collective goods (such as a subsidy
to a particular industry), smaller groups are “privileged” because the per-unit
benefits of obtaining the good are higher, and the costs of organization are lower,
compared with larger groups. This logic informs a number of studies examining
the hypothesis that firms operating in concentrated industries are more likely to
lobby because the costs of organizing are lower and the per-firm benefits of a
policy subsidy are higher (Grier et al. 1994; Schuler et al. 2002; Ozer and Lee 2009;
Macher et al. 2011).2

Following the literature that links industry concentration to CPA, I predict
that the political “weight” of the firm increases with its market power, a firm-level
analogue to industry concentration. Market power exists when a firm can restrict
output and raise prices without inducing competitors to offer similar products
at lower prices. A firm with market power is able to charge a price that exceeds
marginal cost without losing customers to competitors.

Market power generates powerful incentives for firms to seek influence over
economic and regulatory policy (Tullock 1967). For instance, incumbent oligopo-
lists may push for expansive licensing requirements and other forms of entry
regulations in order to restrict competition (Djankov et al. 2002). More indirectly,
dominant incumbent firms may oppose financial sector regulatory reforms, since
the development of deep and stable financial markets may enable otherwise

2 Interestingly, the empirical support for the link between industry concentration and political
activity is mixed (Ozer and Lee 2009). One of the earliest cross-national tests of the relationship
between industry concentration and political activity is Kennelly and Murrell (1991), who find no
evidence that interest groups are more prevalent in concentrated industries using data from 10
countries. However, studying the U.S. case, Grier et al. (1994) show that contributions to political
action committees (PACs) are higher among more concentrated industries.
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financially-constrained entrepreneurs to enter the market (Rajan and Zingales
2003). Additionally, firms with market power may gain substantial benefits by
restricting foreign sources of competition, and will therefore pursue tariffs and
other restrictions on international trade and investment (Grossman and Helpman
1994).

Since dominant firms can use their available resources to influence policy-
makers through various forms of monetary persuasion (Schuler 1996; De Figue-
iredo and De Figueiredo 2002), the direct link between market power and political
power is clear: economic rents translate into political influence through campaign
contributions, bribes, or other forms of CPA. The argument holds even if one takes
the view that lobbying is not a means of exchanging money for policy, but that
lobbying instead serves to subsidize like-minded legislators (Hall and Deardorff
2006). A firm with market power can use rents extracted from its favorable market
position to contribute to, or perhaps to subsidize, political leaders in the pursuit
of policies that extend its ability to extract rents into the future. The observable
outcome is that firms with market power will be more active and influential in the
policymaking process.

2.2 Country-level factors

Beyond their place within specific industries, firms are embedded in unique insti-
tutional environments that shape the behavior of social actors, including firms
and policymakers (DiMaggio and Powell 1983; North 1991). Several recent contri-
butions show that country-level institutions affect the incentives of policymakers
to respond to corporate interests (Hillman and Keim 1995; Hillman and Hitt 1999;
Bonardi et al. 2005; Hillman and Wan 2005; Macher et al. 2011). I highlight the
impact of democratic and regulatory institutions in particular.

The effect of democratic political institutions on CPA potentially operates
through multiple channels. First, consider the process of democratization as an
expansion of the selectorate, or the portion of the population that participates in
choosing the political leadership (Bueno de Mesquita et al. 2003). Policymakers
compete for the support of the minimum winning coalition, a subset of the selec-
torate whose support is required for the leadership to maintain political power.
As the selectorate expands with democracy, firms are likely to be incorporated
into the minimum winning coalition; and as a result, their perceived influence
on policy should grow. Second, democracies are more likely than autocracies
to allow interest groups, including firms, to freely organize and to voice their
policy preferences. Third, democracies are characterized by greater institutional
checks and balances, or veto players, which represent constraints on executive
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policymaking discretion (North and Weingast 1989; Henisz 2000; Shugart and
Haggard 2000; Cox and McCubbins 2001; Tsebelis 2002). Recent research sug-
gests that veto players provide entry points into the policymaking process for
a variety of social actors, such that the potential opportunities for influencing
policy increase with the number of veto players in government (Macher et al.
2011). As a result of these institutional characteristics of democratic governance,
I expect firm lobbying and influence will be more likely in democracies than in
autocracies.

A second set of relevant institutions define the regulatory rules of the game.
Regulatory institutions engender political conflict since they create winners
and losers through their impact on market access and the costs associated with
doing business (Stigler 1971; Peltzman 1976). We would therefore expect that the
regulatory environment affects CPA and firms perceived influence over policy
outcomes.

To increase analytical tractability, I focus on a form of regulation with clear
distributional implications. Entry regulations, or the costs associated with start-
ing a business, have been analyzed in detail beginning with De Soto (1989), and
extended to a global sample by Djankov et al. (2002). This work shows that higher
startup costs, often measured as the number of days required to comply with
the legal requirements to start a business, are associated with slower employ-
ment growth (Bertrand and Kramarz 2002) and reduced total factor productivity
(Barseghyan 2008). However, entry regulations also create winners, since they
shield incumbent firms from competition by new entrants (Klapper et al. 2006;
Ciccone and Papaioannou 2007). To the extent that high startup costs reflect an
uncompetitive economy dominated by entrenched interests, they may be associ-
ated with a higher level of perceived influence among incumbent firms.

Another aspect of the regulatory and policy environment to elicit significant
scholarly attention is its overall predictability and stability (Henisz 2000; Cox and
McCubbins 2001; Keefer and Stasavage 2002; Tsebelis 2002). While volatile policy
environments are associated with lower overall institutional quality (Panizza
2001) and slower economic growth (Fatas and Mihov 2012), their impact on CPA
is not well understood. One view is that a volatile policy environment generates
incentives for firms to lobby to the extent that the potential policy swings impact
firms’ profitability. However, if policy is too unpredictable, then firms may decide
not to invest in CPA at all. Similarly, if the causal mechanism linking veto players
to firms’ perceived influence (Macher et al. 2011) operates through the stability
that that these institutions impose on policy (Tsebelis 2002), we would expect
firms’ perceived influence to be higher in more stable policy environments.

I now turn to the data to test how firm characteristics and institutional
heterogeneity shape lobbying and influence in the developing world.
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3 Data and methods

The empirical models rely on data from the World Bank’s Enterprise Survey,
which covers a broad range of business environment topics including corrup-
tion, infrastructure, competition, and performance. Private contractors hired
by the World Bank conduct face to face interviews with firm owners and man-
agers in emerging market and developing countries.’> The Enterprise Survey
began in 2002, and my analysis draws on the standardized iteration conducted
over the period 2002-2005. The sample includes up to 21,257 respondents in
42 countries.

To measure the determinants of lobbying and perceived influence over
policy, I use responses from a portion of the survey designed to probe the rela-
tionship between the firm and the government of the country in which it oper-
ates. Respondents were prompted to think about national laws and regulations
enacted in the last two years that had a substantial impact on their business. The
first question, which I label Lobby asks:

Did your firm seek to lobby government or otherwise influence the content of laws or regula-
tions affecting it?

Responses are binary and coded O=no, 1=yes. The average value of Lobby indi-
cates that 15% of firms in the sample of developing countries reported that they
lobbied the government, which is slightly higher than the 10% of publically
traded firms that lobby in the U. S., according to Kerr et al. (2011).

The follow-up question measures the perceived influence of the firm on
national laws and regulations. The variable Political Influence represents firm-
level responses to the following question:

How much influence do you think [your firm] actually had on recently enacted national laws
and regulations that have a substantial impact on your business? (O=No impact, 1=Minor
influence, 2=Moderate influence, 3=Major influence, 4=Decisive influence)

The unique structure of the cross-national survey data has important implica-
tions for my research design. The units of observation are firms, but firms in the
same country are clustered within a common institutional and economic environ-
ment. As a result, the standard assumption of independent observations is likely

3 The Enterprise Survey and its precursor, the World Business Environment Survey, have been
used to study a range of topics, including property rights (Ayyagari et al. 2008; Weymouth
and Broz 2013), exchange rate policy attitudes (Broz et al. 2008), banking sector regulations
(Demirgii¢-Kunt et al. 2008), bribes (Martin et al. 2007), and corruption (Fan et al. 2009).
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violated due to correlation of the error terms among firms operating within the
same country. It is possible to alleviate this source of bias and exploit the richness
of the data by estimating a multilevel model (Rabe-Hesketh and Skrondal 2008).
Multilevel (or hierarchical) models allow for dependence among the responses of
units (i.e., firms) operating within the same cluster (i.e., country); they also allow
us to decompose the variance in the individual responses to assess the proportion
explained by country-level predictors.*

To get a sense of the structure of the data, [ begin by estimating a variance
components model. The purpose of the model is to estimate within-country
correlations in survey responses. Following the discussion in Rabe-Hesketh
and Skrondal (2008, Chapter 2), consider the firm-level survey response Yy for
firm i operating in country j. This response can be modeled without covariates
as:

VP, ©

where f is the population mean response, and the residual or error term is repre-
sented by ¢,. The model in expression 1 assumes that the errors are independent
over countries and firms, which is unlikely the case.

I model the dependence among firms in the same country by splitting ?;
into two components: £, the random effect (or random intercept) specific to each
country j, which I assume has a population mean equal to zero and a variance y;
and the term € a firm-specific component, which also has a population mean
equal to zero and a variance 6. A simple two-level model of each firm’s response
is:

YL re, @

where the random intercept ¢, is shared among firms operating within the same
country, and & is unique to each firm i.
The total variance Var(yi}.) is the sum of the variance components:

Var(y,)=Var(6+ +,) 3)

Since Var($)=0 by assumption, the total variance Var(y,) is equal to Var(l +¢,).
I can then compute the proportion of the total variance represented by country-
level variance as:

p=Var(C)/Var(y,)=yp/@+6) (4)

4 See, for example, Martin et al. (2007), who apply multilevel methods in their analysis of the
WBES survey to identify the determinants of bribery.
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Since no covariates are present in this model, I refer to p as the unconditional
intraclass correlation; p can be thought of as the fraction of the total variance
that is explained by country-level factors. In this way, p provides a measure of the
extent of between-country heterogeneity.

Table 1 reports the results of variance components estimations of both of
the dependent variables, Lobby and Political Influence. The models suggest that
country-level factors explain approximately 6% of the variance in the incidence
of lobbying, and 8% of the heterogeneity in firms’ political influence. These
results underscore the salience of firm-level determinants of lobbying and per-
ceived influence.

The first set of models estimated in the following section examine the deter-
minants of the variable Lobby. The empirical strategy relies on a latent variable
formulation of the statistical model. In particular, consider the observed decision
of firm i in country j to lobby y, as taking a value of 1 (lobbying occurs) if the
excess utility from lobbying as compared to not lobbying is positive. That is,

ﬁz{l if y;>05 )

0 otherwise.

where yu is the unobserved (latent) continuous variable representing the excess
utility of lobbying as compared to not lobbying the government.
I estimate the following multilevel probit model:

Vi=B+Fy+Co+E +¢; (6)

where F; represents the firm-level independent variables, and the vector C; con-

tains the country-level institutional and economic variables. The parameter Cj is

Table1 Variance components estimates.

Lobby Political Influence
Fixed Part
B 0.174 0.454
Random Part
Y 0.008 0.066
% 0.123 0.727
p 0.061 0.083
Observations 21,257 9252
Countries 42 36
Log likelihood —7971.408 -11703.898

Note: The table presents the results of variance components models of two dependent vari-
ables: Lobby and Political Influence.
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the country-specific random intercept, which is independent across countries j.
The random intercept can be interpreted as the combined effect of unobserved
country-specific factors that make lobbying (or influence) more likely in some
countries than in others. Following Rabe-Hesketh and Skrondal (2008), the
models are estimated using maximum likelihood with adaptive quadrature.

To test my main firm-level hypotheses, I include two responses from the
survey. Following the literature, I use the logged number of employees (Workers)
to test the effect of firm size on political activity and influence. To examine the
effects of market power, the models incorporate the best proxy for the firm’s
market power available in the dataset. Specifically, the variable Market Power
represents the response to the following question from the Enterprise Survey:

Now I would like to ask you a hypothetical question. If you were to raise your prices of your
main product line or main line of services 10% above their current level in the domestic market
(after allowing for any inflation) which of the following would best describe the result assu-
ming that your competitors maintained their current prices? (1. Our customers would stop
buying from us; 2. Our customers would continue to buy from us, but at much lower quantities;
3. Our customers would continue to buy from us, but at slightly lower quantities; 4. Our custo-
mers would continue to buy from us in the same quantities as now).

All of my specifications include additional firm-level variables to account for
alternative hypotheses developed in the literature. One potentially important
driver of firms’ political activities and influence is the age of the enterprize. Hall
and Deardorff (2006) argue that firms lobby to enforce a contract with politicians
who are sympathetic to the firm’s goals. Repeated interaction improves the moni-
toring and enforcement of this contract (Greif et al. 1994; Naoi and Krauss 2009).
Since older firms have an advantage of repeated interactions, the costs of moni-
toring may decrease with the age of the firm. With these arguments in mind, all
models include the logged age of the firm.

Other studies show that firms’ relationships with the government affects their
stake in policy outcomes, which in turn affect lobbying behavior (Esty and Caves
1983). Hall and Deardorff (2006) conceive of lobbying not as a form of exchange
(i.e., money for policy) or persuasion, but instead as a legislative subsidy: inter-
est groups lobby to assist natural allies in achieving common policy objectives,
rather than to change their minds. Their theory predicts that the confluence of
interests between firms and policymakers explain lobbying activity and influ-
ence. I account for this relationship with two variables. One is a measure of the
share of the firm owned by the government; the second accounts for the share of
total sales that are made to the government.

Exposure to and reliance upon international markets may also drive political
behavior. For instance, Masters and Keim (1985) show that firms subject to trade
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regulations are more likely to lobby. Others argue that firms operating in diverse
international markets are more likely to seek policy favors from the government
(Sundaram and Black 1992). I account for firms’ exposure to international markets
with three variables: the share of foreign ownership, and dummy indicators for
exporters and for firms with international operations.

Additionally, firms may be more likely to pursue political strategies to the
extent that they can overcome free-rider problems that otherwise deter groups
from engaging in collective political action (Olson 1965). For instance, firms that
have overcome the initial hurdle of collective action by organizing a business or
trade association may be more politically active and influential for a few reasons.
First, as members of a business association, firms will likely have greater infor-
mation about the costs and benefits of a particular policy. Second, business asso-
ciations may address the problem of free-riding by threatening sanctions for firms
that do not engage in the political process in ways beneficial to other members
of the group (Greif 2006). Finally, through their representation of multiple firms,
business associations provide a source of political support for vote-maximizing
politicians. Membership within a business association may thereby increase the
political activity and influence of the firm. I test this proposition by introducing a
dummy variable Business Association Member that captures whether the firm is a
member of a “business association or chamber of commerce”.

Finally, I control for a number of idiosyncratic sources of political activity
and influence. Since the sector in which the firm operates may affect political
behavior, I include a series of sectoral fixed effects in all of my specifications.”
Publicly-owned firms are subject to pressures from external shareholders, and
so I include a dummy indicator that equals one if the firm is publicly listed on
an exchange. I also introduce a variable measuring the share of inputs from
domestic sources to capture how domestic regulation may indirectly affect the
firm through supplier channels. Finally, since physical proximity to policymakers
may affect the costs of lobbying, I include a dummy variable to account for firms
located in a capital city.

At the country-level, the empirical tests attempt to differentiate among the
multiple democratic channels of CPA and influence using three distinct variables
that measure different aspects of democracy. From the Freedom House dataset,
the variable FH Political Rights captures freedom of political participation, includ-
ing the right to vote in contested elections; the variable FH Civil Liberties meas-
ures freedom of expression, associational rights, and the rule of law. The variable

5 The sectoral categories are: services, agriculture, construction, and other. Manufacturing is
the (omitted) reference category.
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Political Constraints, developed by Henisz (2000), measures the number of veto
players in the government.®

I examine the hypothesis that the regulatory environment shapes firms’ non-
market behavior using the following data. To examine the specific impact of entry
regulation, I include the logged number of days to start a business.” To examine
the relationship between regulatory predictability, lobbying, and influence, I
incorporate firms’ responses to the following question:

In general, government officials’ interpretations of regulations affecting my establishment are
consistent and predictable. To what extent do you agree with this statement? (1. Fully disagree
to 6. Fully agree)

My models also include a series of country-level economic control variables, each
of which is averaged over the period of the survey, 2002-2005.% To test whether
differences in economic development and recent economic performance affect
lobbying and influence, I include GDP/capita and GDP/capita Growth. 1 also
include a measure of the size of the country (Population), and its exposure to
international markets, as measured by the value of imports and exports as a share
of GDP (Trade).®

The models of Political Influence include the same set of covariates as the
Lobby specifications; the only difference is that I estimate the multilevel model
using ordered probit due to the ordinal nature of the responses to Political
Influence.

Summary statistics for all variables in the study appear in Table 2. Table 3 is
a correlation matrix.

4 Empirical results

In this section, I report the results of various multilevel models of firms’ lobby-
ing activities and perceived policy influence. The models that I estimate extend
the variance components models to include observable firm-, sector-, and coun-
try-level explanatory variables. The multilevel models include country random
intercepts to account for dependence among firms operating in the same country.
I model the determinants of Lobby and Political Influence in turn.

6 The political variables are averaged over the period of the survey, 2002-2005.

7 The data are from the World Bank’s Doing Business Database, and correspond to the year 2004.
8 These variables come from the World Development Indicators.

9 The variables GDP/capita and Population are logged.
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Table 2 Summary statistics.

Variable n Mean SD Min Max
Lobby 21,257 0.153 0.360 0 1
Political influence 9252 0.460 0.883 0 4
Publicly listed 21,257 0.064 0.245 0 1
Age 21,257 2.767 0.610 1.609 5.583
Government ownership (%) 21,257 8.499 26.643 0 100
Sales to government (%) 21,257 5.927 17.741 0 100
Foreign ownership (%) 21,257 9.156 26.387 0 100
Exporter 21,257 0.170 0.376 0 1
Multinational 21,257 0.077 0.267 0 1
Domestic inputs (%) 21,257 72.409 36.866 0 100
Located in capital city 21,257 0.299 0.458 0 1
Market power 21,257 2.414 1.097 1 4
Business association member 21,257 0.474 0.499 0 1
Workers 21,257 3.138 1.585 0.693 10.363
Policy predictability 20,573 3.312 1.444 1 6
GDP/capita growth 41 5.514 2.983 -0.093 13.623
GDP/capita 41 7.619 1.341 5.222 10.271
Population 41 16.105 1.226 13.364 18.787
Trade 41 93.542 31.497 43.766 156.843
Entry regulations 39 3.744 0.535 2.773 4.736
FH political rights 40 4.963 2.031 1 7
FH civil liberties 40 5.025 1.563 1.750 7
Political constraints 40 0.336 0.172 0.000 0.558

Note: The table presents summary statistics for all variables used in the paper. Variable
definitions and sources appear in the text.

4.1 Determinants of lobbying

I estimate the determinants of Lobby and report the results in Table 4. First,
I note that the estimates provide strong support for the firm-level hypotheses
developed in this paper and elsewhere. The estimates reported in Column 1
suggest that market power significantly increases the probability that a firm
lobbies the government.'® The estimated coefficient implies that market power
increases the average predicted probability that a firm lobbies by around

10 The survey question is designed to capture market power, but responses are likely correlated
with industry concentration. Thus, the findings do not completely distinguish between these two
related explanations. I thank an anonymous reviewer for raising this point.
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1.8% compared with firms with no market power (i.e., firms for which a 10%
price increase would cause customers to stop buying from them). The results
in Column 2 indicate that the probability of lobbying increases with firm size,
measured by the number of employees. A one standard deviation increase in
the logged number of workers increases the average predicted probability that
a firm lobbies by around 3.5%.

The estimates uncover a number of interesting and intuitive correlations
between some of the other firm characteristics and lobbying. For instance,
government-owned firms and firms with sales to the government are more likely
to lobby. Additionally, members of business associations are more politically
active. International exposure also strongly predicts corporate political activi-
ties: foreign-owned firms, firms that export, and firms that rely on international
markets for a greater share of inputs are more likely to lobby.

To test whether country-level economic and institutional variables help
explain lobbying, Models 3-5 of Table 4 successively introduce alternative
proxies for political institutions, while controlling for the macroeconomic envi-
ronment. While the estimates indicate that lobbying is more likely in smaller,
poorer nations, democratic political institutions appear to have no effect on
lobbying.

I test whether the relationship between any of the firm-level variables
is conditional on the political regime by splitting the sample of countries
according to the Gandhi and Przeworski binary democracy-autocracy regime
type classification (Gandhi and Przeworski 2007; Gandhi 2008). While firm
size predicts lobbying in democracies and autocracies alike, market power is
associated with the propensity to lobby only in democracies, where the mag-
nitude of the coefficient increases substantially over the previous estimates.
By contrast, exporters and multinational firms appear more likely to lobby in
autocratic regimes than in democracies. While beyond the scope of this paper,
future research should consider the mechanisms driving the strong associa-
tion between autocracy and the political strategies of firms with international
exposure.

The results reported in Columns 8-9 are consistent with the view that the
regulatory environment has a direct impact on lobbying. In Column 8, I introduce
the logged number of days required to start a business. The results indicate that
these entry barriers are associated with a lower probability that the firm lobbies
the government. Lastly, the results reported in Column 9 show that the probabil-
ity of lobbying declines with the perceived predictability of the policy environ-
ment, a result that is significant at the 99% level of confidence. Firms appear to
have greater incentives to engage in political strategies where they view regula-
tory policy as less predictable.
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4.2 Determinants of firms’ perceived influence

Table 5 displays the results of models estimating the determinants of Political
Influence. The results reported in Column 1 are strongly supportive of the argu-
ment that market power translates into political power. In particular, the variable
Market Power enters positive and strongly significant, suggesting that firms with
market power are more likely to report influence over national laws and regula-
tions. Substantively, firms with market power are about 3.7% more likely to report
that they have at least minimal influence over policy than are firms without any
market power. Furthermore, the results reported in Column 2 indicate that larger
firms are more likely to report influence over policy. A one-standard deviation
increase in the number of workers increases the average predicted probability
that a firm reports at least minimal influence by around 4.3%.

I run a series of tests to examine whether political institutions and macro-
economic conditions are associated with firm influence, and report the results in
Columns 3-5 of Table 5. I first note that the main firm-level variables retain sig-
nificance to the inclusion of the country-level variables. Furthermore, democracy
is significantly associated with firms’ reported influence. The positive coefficient
corresponding to Freedom House Civil Liberties index in Column 4 is particularly
intuitive, as the index captures in part the freedom of interest groups to organ-
ize. The results in Column 5 indicate that firms are more influential in countries
with greater numbers of checks and balances. This result is consistent with the
view that veto players provide entry points into the government’s decision-
making processes for a range of social actors, including business firms (Henisz
2000; Macher et al. 2011; Macher and Mayo 2012).

In Columns 6-7, I divide the sample according to the Gandhi and Przeworski
binary democracy-autocracy regime type classification (Gandhi and Przeworski
2007; Gandhi 2008) to test whether the determinants of influence are sensitive
to the political environment. Market power appears to translate into political
influence in autocratic regimes, but the result is not significant in democracies.
This finding suggests that democracy may weaken the oligarchy, perhaps since
electoral competition in democracies strengthens policymakers’ incentives to
respond to the interests of the median voter. Firm size appears to matter regard-
less of political institutions. Public firms appear more influential in democracies,
while older firms are more likely to report influence in autocracies.

Finally, regulatory institutions as captured by this study appear to exert
minimal impact on firms’ reported influence. The results in Column 8 suggest
that entry regulations are not significantly associated with influence. In
Column 9, I find that firms are (weakly) more likely to report influence where
policy is more predictable.
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5 Conclusion

This paper explicitly examined the role of the firm in the policymaking process,
relying on firm-level data to directly test the determinants of lobbying and politi-
cal influence in developing countries. Multilevel variance components estimates
indicate that firm-level heterogeneity explains the majority of the variance in
firms’ political activities and their effectiveness. The results from multilevel
regression models that account for unobserved country-specific variation suggest
that lobbying activity and influence increase with the firm’s: market power, size,
degree of government ownership, participation in business associations, and
international orientation. As a consequence of a unique identification strategy
that allowed me to control for the numerous sources of country-level variation,
the findings achieve a high degree of external validity and represent some of
the most rigorous survey-based evidence to date on the political activities and
influence of business in developing countries. The results of this study show that
many of the same factors explain lobbying and influence in the developing world
as in developed democracies.

While firm heterogeneity goes a long way in explaining corporate political
activity and its effectiveness, I find that the regulatory and political environ-
ment also influences CPA. Namely, regulatory institutions that shield incumbent
firms from competition and those that increase policy predictability significantly
weaken firms’ incentives to lobby. Furthermore, while firms report greater influ-
ence under democratic institutions, democracy appears to exert offsetting effects
on a number of the firm-level determinants. For instance, market power is associ-
ated with a greater propensity to lobby only in democracies, whereas firms with
market power appear more likely to report political influence only in autocratic
regimes. These results suggest that dominant firms are politically powerful in
autocracies, regardless of the level of effort that they exert to influence policy.
While future research should consider the causal mechanisms driving this result,
one interpretation is that electoral competition in democracies weakens the
political power of the economic elite, perhaps through policies such as trade and
financial market liberalization that introduce international sources of economic
competition.

Researchers should continue to develop new ways to measure the causes and
policy consequences of corporate political activity, especially in developing coun-
tries where data are scarce. Important remaining questions concern the effects of
CPA on firm performance: Do lobbying and influence improve the performance of
firms in developing countries? Is the relationship between CPA and performance
conditional on the institutional environment? I leave these questions for future
research.
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