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Corporate Investmentsin Public Policy

Business -- or more precisely, businesses -- matter in American politics. One does not
have to hold to a Marxist, dlitist, or structural power theory to accept this fact; even the most
ardent pluralists ought to agree. Consider what firms can bring to the policy process and
electora politics. They can bring lobbying savvy; some 80% of the interest organizationsin
Washington D.C. are businesses or industry associations. They can bring expertise and
information; corporate representatives often sit on advisory committees and testify in hearings.
They can bring constituency pressure; their own managers, employees, and shareholders may be
joined by those of their suppliers and customers, not to mention affected citizens of host
communities. And, of course, they can bring funding to candidates; about 40% of political
action committee (PAC) contributions in recent election cycles came from corporate PACs.?

Businesses can bring al of these instruments of influence to bear on policy-makers, and
sometimes they do. The fate of President Clinton’s voluminously analyzed health care reform
package of 1993-94 exemplifies the exercise of corporate political power.’ Yet, not every
national issue attracts such attention from the business community, nor do all the members of
that community commit resources to “issue management” commensurate to their size.
Engagement in the Washington sceneis, by and large, a discretionary expenditure. Moreover,
firms differ in their styles of engagement, even if one holds constant the scale of their
expenditure on policy-related activities. Some corporations tend to mount aggressive “outsider”
campaigns, employing such tactics as advocacy advertising and grassroots mobilization, for
instance, while others are more inclined to take an “inside” approach, investing in expertise and
seeking compromise.

This paper aims to advance our understanding of the determinants of corporate public
policy investment strategies, that is, their scale and style. | focus on the dedication of time and
money by a company to the creation of durable capabilities that may provide payoffsin the
future -- hence, the term “investments’ -- through the enactment or obstruction of policy change.

These payoffs arise because public policy can influence the conditions of economic activity and
thus the profitability of afirm. Asthe metaphor suggests, the achievement of such payoffs from



corporate investmentsin public policy is uncertain, and the investments entail risks. An array of
factors beyond the investor’ s control influence whether the preferred policy outcomes emerge
and whether they redound to the investor’ s benefit as expected. Indeed, even in retrospect the
relationship between a public policy investment and its payoff is often debatable, due to the
complexity of the policy process and the business environment. Despite these uncertainties,
corporate executives make public policy investment decisions, allocating resources to the
instruments of influence in Washington (and elsewhere) and determining how those resources
will be employed.

| pursue this agenda through an historical case study of IBM. Asthe next section of the
paper argues, there are strong theoretical and empirical reasons to conduct small n studies of
corporate public policy investments, particularly over long periods of time. IBM isan
interesting and valuable case because of the unique opportunities and resources the company has
had at itsdisposal. It was and remains the biggest firm (as measured by sales) in the most
dynamic industry of the late twentieth century. IBM’sinterests, even under the most narrow and
myopic construction of them (which has not always been the construction the firm adopted),
impinge not only on the achievement of prosperity but other values as well, such as nationa
security and privacy. The Washington community isinclined, therefore, to listen when IBM
speaks. At the same time, IBM has been forced to adapt as the world -- both politically and
economically -- has changed around it in recent decades. The empirical sections of the paper
focus on the factors that facilitated and constrained its adaptation, with particular emphasis on
the period from the Federal antitrust suit of 1969 through the corporate crisis and recovery of the
1990s. On severa dimensions, IBM is an outlier among corporate public policy investors,
revealing processes that might be masked in less notable firms in more comfortable times.

Toward a Political Theory of the Firm

The political theory of the firm is underdeveloped. Studies of interest groups have
tended to ignore the corporate sector, despite its prominence in Washington. Scholars who do
integrate firmsinto their analyses all too often assume that firms' interests are obvious and that
their decisions about public policy are easy. Nonetheless, scholarship on businessin American
politicsis no longer the “backwater” that Edwin M. Epstein observed in 1980. Three schools of
thought have crystallized over the past couple of decades that provide useful insights into the
attitudes and behaviors of corporate public policy investors. The threetraditions are, | argue,
complementary lenses, rather than mutually exclusive hypotheses, as they are too often
portrayed, and all three are ripe for further development through longitudinal case studies like
this one.*

Rational choice theorists model firms as rent-seekers that invest in policy-related
activities to the extent that the expected marginal benefits equal the expected margina costs.
They have brought to our attention the collective action problem, which tends to reduce the
expected benefits and raise the expected costs of such investments, often to such a degree that
firms abstain altogether from taking part in policy and politics. The rational choice approach
also suggests that public policy investments are characterized by high fixed costs, which limit
the role of small firms, and by economies of scale, scope, and learning, which amplify the
payoffs for bigger and more experienced firms. These insights clearly have some empirical
validity. The Washington scene is dominated by big firms; abstention from participation in
policy and politicsis often arational choice for businesses (especialy small ones) just as not



voting makes sense for individual citizens. The failure to abstain, however, asin voting, is more
difficult to explain in thisfashion. Even if firms seek to subject their public policy investments
to rigorous cost-benefit analys's, they must somehow resolve the uncertainties that pervade the
policy process. Scholarswishing to explain their calculus must ook behind the bottom line to
find the sources of firms expectations.’

Organization theorists think of firms not as unitary actors but as miniature polities made
up of boundedly rational people. “Processes of information and communication” (as Bauer,
Pool, and Dexter put it) play significant roles in determining what decision-makers pay attention
to; the missions of the subunits of the firm and even the proclivities of key individuals structure
the contents of the messages that decision-makersreceive. Organization theory therefore
predicts that firmswill exhibit systematic patterns in their recognition of policy-related threats
and opportunities and in their responses to these perceptions. Firms with dedicated public policy
offices, for instance, are likely to attend more closely to such threats and opportunities than those
without them, although such attention may be diluted by the perception that public policy offices
sometimes “go native” when their staffs catch “Potomac fever.” These organizationa patterns
are themselves the products of firms' histories and cultures, reflecting “learning” from previous
successes and failures. The organizational approach fillsin some key conceptual gaps left by
rational choice theory, but empirical researchersin thistradition have generally limited
themselvesto asingle policy areaand a short time period. They have had little to say about how
firms evolve and change, for instance, nor about how they set priorities and make decisions that
involve multiple issues and arenas.’

The third tradition concentrates on the environment within which firms make public
policy investment decisions. Firms, in thisview, react to the activities of their competitors, to
economic conditions, to technological opportunities, to institutionalized opponents, to the
evolution of governmental institutions, and even to the public mood. Policy entrepreneurs from
within an industry and from outside it may mobilize businesses' political activitiesaswell. The
dramatic upsurge in such activities during the 1970s, for instance, has been varioudly attributed
to hard times, to the rise of unions and environmentalists, to the decentralization of Congress,
and to the entrepreneurship of the Business Roundtable and of the era’ s Presidents. The
explanatory power of these factorsis considerable in some circumstances, yet sometimes
environmental turbulence does not inspire the expected reaction. The environmental tradition
failsto incorporate the investors themselves into the analysis, whether they are conceived of as
rational actors or not, and to accord them the interpretive and strategic flexibility that the
empirical record suggests they have. Scholars who focus on the environmental determinants of
business political behavior have sometimes posed their preferred explanation as an aternative to
the other approaches, even though they are not intrinsically incompatible.’

Indeed, much of the literature in this corner of socia science (asin too many other
corners) is marked by contentions of theoretical superiority that need not be made and cannot be
sustained. At itsworst, the inept deployment of Occam’ s razor produces a depiction of the
empirical world that is so desiccated that practitioners find it unrecognizable and that collapses
when afew more facts are injected into the analysis. A long and broad empirical sweep, as|
take here, deflates such zealotry. At the sametime, it demonstrates that all three traditions are
useful; al provide insights into the political development of IBM. The case study, in turn, yields
elaborations of all three traditions that can be exported to other firms and other times.



TheWatson Years. IBM asa Family Business

IBM’s story begins with afamily, the Watsons. Thomas J. Watson, Sr., IBM’ s founder,
and his sons, Thomas J. Watson, Jr., who succeeded his father as CEO in 1956, and Arthur K.
“Dick” Watson, who served mainly as an executive in the international portion of the business,
handled the firm’' s political affairs personally. The Watsons traveled in the highest political
circles and the Federal government became IBM’ s most important customer while they werein
charge, but the available evidence does not support a straightforward rent-seeking interpretation
linking these two facts. Indeed, if anything, the Watsons went out of their way to refrain from
the appearance of doing business by doing politics. Their legacy in IBM’ s corporate culture
influenced its political behavior long after Watson, Jr., stepped down in 1971.

Founded in 1911, IBM acquired its present name in 1924 and by the 1930s had become
the dominant firm in the punchcard tabulating machine industry. Organizations that
accumulated and managed masses of records found these machines essential; thanksin part to
the New Deal and World War |1, Federal government agencies increasingly joined the ranks of
such organizations. Not surprisingly, perhaps, Watson, Sr., became afriend and supporter of
President Franklin D. Roosevelt and later of President Dwight D. Eisenhower. These
relationships surely did not hurt the IBM salesmen who sought deals with Federal buyers, but
any such connections were subtle and indirect. Nor did Watson Sr.’sfavorsfor high officials
fend off the Department of Justice’s (DOJ) antitrust division, which brought suit against IBM in
1933 and again in 1952. (In fact, Watson, Sr., blamed the 1952 case on President Harry S.
Truman’s anger over Watson's support for lke.)®

Watson, Jr.’s career echoed and amplified hisfather’s. Transforming IBM from a
“technological lightweight” into “Big Blue,” the electronics powerhouse, that modern observers
will recognize, he drove the company’ s transition into the computer age, taking full advantage of
the Federal sales opportunities that presented themselves. (The appearance of aUNIVAC (a
product of an IBM rival) during CBS's election night coverage in 1952 was said to have piqued
Watson, Jr.’ sinterest in computers, which his father did not share.) These opportunities were
provided mainly by units of the Department of Defense (DOD) and the Atomic Energy
Commission (AEC), which boomed asthe U.S. carried out its high-technology strategy for the
Cold War. Watson, Jr., cemented |BM’ s relationships with these “lead users’ himself,
beginning with the “giant boost” that the Air Force gave IBM with its SAGE air defense system
in the mid-1950s.’

Watson, Jr., was even more enamored of the political life than his father had been;
indeed, he saw government service, as he put it in his autobiography, as "an opportunity to go
beyond what my father had accomplished.” He was a close friend of the Kennedys and enlisted
in President Lyndon B. Johnson’s War on Poverty, opening an IBM plant in the Bedford-
Stuyvesant section of New York City. At IBM’sannual meeting in 1970, he summed up his
views by proclaiming that he conceived of public service as the firm’s fourth primary
responsibility, along with service to employees, customers, and shareholders. Watson, Jr.’s
liberal sentiments were not aways popular anong |BMers, nor, one imagines, did they help sell
many machines to the Cold Warriors of the DOD and AEC. The usua sharp-elbowed IBM sales
tactics and its extraordinary brand name, not political contacts, clinched these deals.”

IBM’s competitors, collectively known as the “seven dwarves,” on the other hand, sought
and received political assistance in the quest for Federal cash. They contributed, for instance, to
the revision of the rules for procuring computers that Representative Jack Brooks sponsored in



1965. The Brooks bill slowed the growth of IBM’s government sales substantially. I1BM did not
pass Sperry-Rand in the government market until 1987, at which point it accounted for one-third
of this market, but more than three-fourths of the Fortune 500 market. Rational choice theory
suggests that a dominant firm like IBM ought to have found it easier to mobilize in Washington
than the dwarves, but Watson, Jr., refrained from “throwing their weight around,” disliking such
bullying in principle and fearing a backlash that would make the situation worse."

While Watson Jr. did not use histies to the Democratic party to close saes, they came in
handy occasionally in “fixing” legidation or regulation that threatened to hurt the company.
When Representative Wilbur Mills, for instance, proposed in the late 1960s to plug atax
loophole in away that would have inadvertently penalized IBM’ s leasing business, the CEO
helped persuade him to back off. Dick Watson had equally useful relationships on the
Republican side of the aide. The brothers both capped their political careers with the classic
reward for partisan service: ambassadorships, to France under Richard Nixon for Dick and to the
U.S.S.R. under Jimmy Carter for Tom, Jr.”

An environmental interpretation of IBM’s public policy investment strategy in the late
Watson period might stress the firm’s extraordinary overall growth rate and its success in driving
such potentially threatening competitors as RCA and General Electric out of the computer
business. IBM, it might be argued, smply did not need Federal business the way the dwarves
did while the good times wererolling. Yet, while IBM did little to deal with itsrivasin
Washington, it did respond aggressively in the government supercomputer market when the
upstart Control Data Corporation (CDC) threatened its leadership. Moreover, the “near miss’
on the leasing issue, which Watson, Jr., found out about only by chance, worried him and set in
motion the establishment of a somewhat more formal IBM presence in Washington. Ultimately,
though, as the next section shows, this presence proved too feeble to fend off the most
significant threat to IBM posed by Washington, a DOJ antitrust suit motivated in part by IBM’s
actions toward CDC."

The Shock of Antitrust Prosecution

The Watsons left IBM within ayear of one another in 1970-71 (although Tom, Jr.,
remained on the board), and IBM’ s personalized style of participating in the public policy
process did not long survive their passage. The antitrust suit, which wasfiled on the last day of
the Johnson administration in January, 1969, had “an enormous impact on management
consciousness’* of the importance of public policy to the business. Watson, Jr.’s limited steps
toward institutionalizing a flow of communication from Washington to Armonk (the
Westchester County town where IBM’ s headquarters is located) were soon superseded. But
IBM’ s underestimation of the threat posed by the litigation and itsinability to address this threat
outside the courtroom may be attributable in part to the limits that Watson had imposed and to
other traits inherited from the Watson era. Asits environment turned ugly, this most rational of
companies was unwilling or unable to make the choices that may seem rational in retrospect.

Watson, Jr.’sinitial conception of IBM’ s public policy operation was two or three people
acting as “eyesand ears’ and no more. “IBM doesn’'t lobby,” he declared. Fearing even the
appearance of violating this dictum, he allowed the new Washington staff to read the
Congressional Record, but not to attend legidative hearings. They reported to IBM’s
communications department, which was primarily concerned with advertising, rather than to the
CEO. Thejob offered little to attract IBMers who wanted to rise in the company, and the



Washington hands whom IBM hired found it stifling.”

IBM’ s competitors, meanwhile, pursued the antitrust issue as vigorously as they had the
procurement issue. In 1967, they encouraged Representative Emanuel Celler of the House
Judiciary Committee to open an investigation into IBM’ s business practices. The move worried
IBM’ s leadership enough to prompt a reconsideration of its public policy investment strategy.
The firm engaged Newmyer Associates (a Washington consulting firm familiar with computer
industry issues) to assist in the effort. (Watson, Jr. approved Newmyer’ s contract only after
being assured that it was not alobbying firm.) And, in thisinstance, personal relationships, not
aplan devised by Newmyer, proved to be IBM’ s essential public policy asset once again. While
the investigation was still inits early stages, Celler was assigned the high-profile job of chairing
the House select committee on the seating of Representative Adam Clayton Powell, Jr. Celler
wanted the prominent New Y ork lawyer Bruce Bromley as outside counsel for the Powell
committee, but Bromley was busy working for IBM. Celler volunteered to drop the IBM
investigation in order to free Bromley’ stime and soon did so.”

Representative Celler, however, was not the only threat in IBM’ s political environment,
nor did he prove to be the most significant one. CDC filed a private antitrust suit against IBM in
December, 1968, and DOJ followed shortly thereafter. The connections that had muffled Celler
failed to head off DOJ. Indeed, in a posture that IBM consultant James Newmyer characterized
as “admirable but baffling,” IBM’s general counsel, Burke Marshall (the former head of DOJ s
civil rights division, whom Watson, Jr., had hired on the recommendation of Senator Robert
Kennedy) did not take full advantage of his contacts, particularly his close personal friendship
with Attorney General Ramsey Clark, on IBM’s behaf. Watson, Jr.’s own efforts, including a
last-minute appeal to Clark as a“fellow Democrat,” seem to have been too little and too late.
IBM’s attitude was surprisingly complacent, considering that the firm could have been broken
up if it had been found liable for antitrust violations. Frank Cary, soon to succeed Watson, Jr.,
asIBM’s CEO, characterized the government’s case as “less an accusation...than an exploration
-- to seek new precedents and rulings that will be relevant to the complexities of modern
business life. [It is] amost inevitable for an ingtitution as spectacularly successful asIBM.”"

The cases against IBM alleged predatory pricing, illegal tying, premature product
announcements, and arange of other unfair practices. While later observers have differed over
the validity of these allegations, Marshall saw at least some of IBM’ s practices as obvious
violations of the law, and even Watson, Jr. admitted (about twenty years later) that the case
probably “had merit” when it wasfiled. (IBM’s marketing strategy to counter Telex in tape
drives bore the James Bond-ish name “SMASH.”) At the time, though, the firm’s knegjerk
reaction was outrage. AsWatson, Sr., had in 1952, Watson, Jr., unleashed a massive print
advertising campaign proclaiming IBM’sinnocence. The future CEO John Opel put it this way:

“Asacompany of rational people, we have trouble reconciling these accusations with what we
know to be true.”*®

IBM did change some of its business practices in the wake of the suit, but it concentrated
on vindicating itself in court. Even after the company opened an office to manage the its other
public policy affairsin Washington (described below), it rigidly separated the antitrust case from
the rest of its agendain order to avoid the appearance of political manipulation (although dark
allegations continued to dog it, particularly after Nicholas Katzenbach, the former U.S. Attorney
General, was hired to succeed Marshall as IBM general counsel). From alegal perspective, the
strategy paid off; IBM settled out of court with CDC on favorable terms, while the government



eventually dropped its case. I1BM thus avoided the fate of AT& T, the break-up of which was
announced on the same day in 1982 that the IBM case was concluded. However, the firm had to
endure what CEO Cary called “an epidemic of litigation” throughout the 1970s that gave its
competitors political resources and a sense of cohesion. The Computer Industry Association,
founded in 1972 to serve as an advocate for anti-IBM forces, even funded itself by reselling
documents generated in Telex, the only antitrust case that IBM lost (and which was overturned
on appeal).”

The cost of victory was high. Cary spent an estimated 500 days preparing for and
providing testimony that amounted to more than 750,000 words. IBM generated nearly 50,000
tons of legal documents (enough, Cary noted in 1981, to fuel “the biggest bonfire...in corporate
history”). Some observers and participants believed that the “antitrust culture’” made IBM “quite
timid” and contributed to the woes that beset it a decade later. The company’s chief scientist at
the time recalled being forbidden from even purchasing the machines made by competing
manufacturersin order to study how they worked.”

The strategic decision to stretch the case out and to seek compl ete vindication might
plausibly be conceived of asarational processin which the preservation of the firm’ s reputation
was the central goal and the decision-makers were unable to foresee the full costs that their
choices would ultimately impose. With better intelligence from and representation in
Washington before the legal feeding frenzy got started, IBM might have reacted differently,
even if it had not been able to avert the DOJ suit altogether. However rational the initial
decision was, the firm seems to have become locked in to a strategy that was sustained as much
by the Watson norms and by emotion as by a continuing cost-benefit calculus. Nonetheless,
IBM did learn from itsfailurein 1969. The antitrust case served as awake-up call that changed
its approach to the political environment in awide range of other policy aress.

Becoming a Corporate Public Policy Investor

Evenif DOJhad not sued the company, IBM would have experienced a political
awakening in the early 1970s. Federal threatsto intervene in areas previoudly left to the private
sector multiplied, prompting most big companies to take a stronger interest in public policy than
they had in the 1950s and 1960s. For arapidly growing multinational business like IBM, the
encounter was all the more powerful, an irresistible force meeting an immovable object. The
firm’sviews, like those of its Fortune 500 peers, hardened. “The time has come,” declared
Frank Cary with respect to one front in the battle, “to stop this random chaotic retreat...”
Abandoning Watson, Jr.’s personalized approach, Cary established an IBM corporate presencein
Washington for thefirst time. Y et, something of the Watson influence and the “IBM doesn’'t
lobby” credo endured in IBM’ s Washington style, despite the new threats in the environment,
despite the new internal communication channels that heightened the firm’ s sensitivity to these
threats, and despite its attempt to rationalize its decision-making in the realm of public policy.”

The antitrust suit aside, the threat that most captured the IBM leadership’ s attention was
the Burke-Hartke hill, first offered in 1971. Representative James Burke (D-MA) and Senator
Vance Hartke (D-MI) sought to penalize multinational corporations by (among other things)
increasing taxation of their foreign income and regulating their foreign investments. The
proposal “touched anerve” at IBM, which generated about half its revenues and profits outside
the U.S. at that time. While recognizing that the bill would not pass as written, IBM’ s reaction
was far from complacent. Dick Watson, for instance, encouraged opposition by the Emergency



Committee on American Trade (which he had helped to found in 1967), a parade of IBMers
testified before Congressional committees, and Cary called on IBM’ s stockholders to write their
members of Congress to oppose the bill. 1n addition to the protectionist pressures represented by
Hartke-Burke, Cary feared that the computer industry would arouse its own Ralph Nader,
perhaps due to concerns about privacy, and find itself regulated like the auto industry.
Moreover, the anti-apartheid movement targeted IBM as early as 1972 and remained athorn in
its side for more than a decade. The antiwar movement locked its sights on IBM, too. IBM’s
leaders felt besieged.”

Watson, Jr.’s"“eyes and ears,” even supplemented by Newmyer Associates, could not
possibly keep track of these diverse threats; more importantly, they could not coordinate IBM’s
responses. Nonetheless, in 1973, Watson, Jr. “told Frank [Cary] that the most graceful and
effective way to [cultivate politicians] isin person, and that probably the worst way isto have a
Washington office staffed with professional lobbyists.” Cary, however, had already moved
beyond this advice. Jane Cahill, who had taken aleave of absence from IBM to work in the
Johnson White House, served as his communications director, and she did away with the stand-
alone listening post, merging the “eyes and ears’ operation with Armonk’ s public affairs office
into a new, more active public affairs department in February, 1972. Three yearslater, in
January, 1975, Cary approved her proposal to establish a governmenta programs officein
Washington under Charles E. McKittrick, Jr., which eventually grew to be one of the largest
such offices in corporate Washington. Yet, Cary did not entirely neglect Watson, Jr.’s
admonition; the Washington office was not “staffed with professional lobbyists,” at least to
begin with.”

Instead, McKittrick hired his staff from within IBM. Like Watson, Jr., for whom he had
once worked as a staff assistant (ajob that marked one as a high-flyer in the firm), McKittrick
evinced a certain degree of disdain for politics as usual. People who knew the issues, knew the
business, and knew the technology, he believed, could persuade their interlocutors in and around
government by using their expertise. What they needed to know about Washington they could
quickly learn. McKittrick thusinstitutionalized an element of IBM’s corporate culture
encapsulated in the Watsons' famous motto “ Think” (memorialized as the title of the company’s
monthly magazine). AsCary put itin a1978 interview, “our political actions center around
issues, not candidates.”

The IBM employees whom McKittrick hired became “issue managers,” aterm coined the
year after the governmental programs office opened, rather than traditional 1obbyists (much less
marketersfor IBM’s Federal systemsdivision). Whereas the lobbyist’s critical resource was
“who you know,” the issue manager’ s was to be “what you know.” The issue manager was
responsible for learning the substance of a policy debate in great detail and coordinating the
development of IBM’s position onit. He (or, later, she) then followed the issue to all of the
venues in which the outcome might be affected, not only in Congress, the executive agencies,
and the regulatory commissions, but also in business associations and other non-governmental
foraand, eventually, at the state and international levels aswell. While someone else, up to and
including the CEO, might ultimately represent the company in a particular venue, the issue
manager designed the strategy for what would be said and when.”

IBM shared the typical policy positions of its big business peers, such asfree trade, less
regulation, and lower taxes, but its early and deep commitment to “issue management” gave the
company adistinctive profile in Washington. McKittrick’s approach (and his own true Blue



background) aso had the virtue of establishing the credibility of his office inside the company.
Anything that smacked of “influence-peddling” ran against the grain of the IBM ethos.
Moreover, outsiders would have had much more difficulty penetrating the byzantine politics of
IBM, where most employees stayed their entire careers. (Asone later arrival from outside the
firm put it, “there’ s no Washington Post to tell you what’sgoing on in IBM.”) Cary’sdirect
involvement in public policy issues undoubtedly helped on this score aswell. In early 1975, he
reported that he was spending much of his time seeking out reporters, members of Congress, and
representatives of interest groups, even though “I'm not certain all thiswill pay off.”*

IBM’ s enhanced investment in public policy in the early 1970s was certainly triggered by
environmental threats, but the threats alone cannot explain why this investment was devoted
mainly to expertise. Indeed, given the Watsons' personalized style, one might have guessed that
the firm’sinvestment in “who you know” would have been professionalized and expanded.
“1ssue management,” though, did reflect IBM’ s self-image and its public image as arationa
actor. This corporate cultural trait seems to have been so strong, ironically, that IBM under-
invested in more conventional political resources that might have been the rational choice of a
CEO more Machiavellian than Cary. Y et, the payoff from issue management turned out to be
substantial. 1BM’s style was well-suited to the transformation of “iron triangles’ into “issue
networks’ during the 1970s, in which “what you know” proved to be an increasingly valuable
political resource. Asthe payoffsfrom public policy investments began to appear, the
communications channel between Washington and Armonk carried increasing traffic, and IBM’s
senior management learned to think more systematically about the public policy game.

Learning to Play the Policy Game

The political learning process for issue managers, for executives, and for IBM as awhole
was not instantaneous. Over the course of the 1970s, the firm went from being a “political
innocent, sort of ajoke” (asone of IBM’s public policy consultants put it) to being as
sophisticated a player as Washington had to offer. Itsinitial investment decisions shaped its
later development. AsIBM acquired areputation for its policy expertise and relative broad-
mindedness (“IBM never did the exceptionally narrow stuff,” said the same consultant), it
expanded its investment to protect this new asset. Although IBM’s public policy investment was
initially motivated by threats, the IBM governmental programs office soon proved valuable in
capitalizing on opportunities, for instance, in communications deregulation. By the end of the
decade, the political environment had changed dramatically, and, while much of the change was
merely good luck from IBM’s perspective, the firm had had a hand in making it happen, too.”

Cary’s (and his successor John Opel’ s) chairmanship of a Business Roundtable task force
on regulatory reform was one “tremendoudy important” episode in the learning process. The
Roundtable was founded in 1972 and soon became one of big business's most effective means of
“intelligent collective action” and “getting through to people” (as Opel put it), largely because it
engaged CEOs personally. For the low-key Cary, the clubby Roundtable provided an
institutionalized substitute for the Watsons' personal relationships. More significantly, the staff
work that supported the CEO’ s participation helped to establish IBM’ s reputation. Working with
the management consultants Arthur Andersen, the task force produced a detailed study of the
cost of regulation in forty-eight firms, which Cary brandished as he made the Roundtable’ s case
in the White House, the executive branch, and Congress. IBM’s commitment to this issue seems
irrational, since the firm was largely unregulated and would have cut its costs only modestly, if



at al, had the Roundtable' s recommendations been implemented. Cary portrayed regul atory
reform as a collective good, a contribution to the solution of macroeconomic problemslike
inflation and slow productivity growth. Yet, the effort did yield some immediate, if intangible,
benefits, giving Cary visibility and credibility in Washington, validating McKittrick within the
firm, and putting his staff through a major exercise in formulating and executing a public policy
strategy.”

Such rewards were consistent with IBM’ s vision of itsinvestment in public policy.
McKittrick was instructed and inclined to take a long-term perspective, to “address trends as
well asevents,” as he later put it. The governmental programs office had worldwide, not merely
U.S,, responsibilities, and it aggressively built the “dotted lines’ between Washington and IBM’s
foreign subsidiaries. While the office worked with particular business unit “clients” within the
firm, its budget and priorities were insulated from the ups and downs and short-term needs of
these business units. It was not accountable to IBM’s general counsel, either. The separation
between the two units was maintained to minimize the perception that the company was trying to
win its antitrust battles politically, but it also suited McKittrick, who feared being “lawyered”
into narrow, myopic positions. He dealt directly with the CEO. These arrangements were
unusual. A 1979 Conference Board survey reported that only about 20% of corporate
government relations units were based entirely in Washington and that only 25% of top
government relations managers reported to the CEO. The number of firms that had both these
attributes was not reported, but must have been small. The combination of preferences and
organizational structuresled IBM’ sissue positions to be more nuanced and its agenda broader
than its big business peers. McKittrick did not want to “fight Vietnams’ on minor issuesin
order either to defend ideological principles or to secure specia dealsfor IBM. IBM was
pragmatic, its actions grounded in exceptionally thorough research by the standards of the day.”

Of course, IBM’s public policy resources, including its sterling reputation, could be and
were used to pursue major business opportunities. One such opportunity lay in communications
equipment and services and entailed along skirmish with AT&T in avariety of policy arenas.
IBM first linked computers through satellitesin 1962. It soon recognized that data transmission
would boom and that the distinction between data transmission and data processing was blurring.

AT&T sought to sweep as many new data-related products and services asit could into the
regulatory jurisdiction of the Federal Communications Commission (FCC), where it could
exercise influence. IBM resisted, desiring not only to enter some of these marketsitself, but also
concerned that the high cost of communications would limit the growth of its core computer
business. Asearly as 1969, Cary reported that his company had “put hundreds of man-years’
into work aimed at persuading the FCC to limit the reach of regulation. These efforts, which
continued up to and through the divestiture of AT&T in 1982, reflected IBM’ sinvestment in
expertise. IBM’ srepresentations were, in the view of one former high FCC official, “elegant
and intellectually coherent;” unlike many other firms, intellectual coherence posed a*binding
constraint on [IBM’ s] advocacy.” AT&T fought back in Congress with the so-called “Bell bill,”
which would have extended AT& T’ s monopoly substantialy. IBM’s Washington office
mounted an all-out defense, deploying its entire staff to Capitol Hill, bringing in key executives
to make the case, and mobilizing industry associations. By the late 1970s, the tide had turned.
Congress failed to pass a telecommunications bill, and the FCC was steadily deregulating
telephone equipment and non-voice services.”

Unfortunately for IBM, its offerings in communications services and equipment (asa



partner in aventure that offered multinational private satellite networks and as a producer of
network switches) flopped. By 1986, the Wall Street Journal was writing of an “unspoken
truce” between Big Blueand MaBell. (AT&T’s computer products flopped aswell.) On the
other hand, IBM’ s expectation that declining communications prices would accelerate the
growth of the computer industry was fully vindicated. Cary was said to have claimed, only half-
jokingly, that IBM’ sinvestment in the phone business was worthwhile merely to stop the
encroachment of the FCC into IBM’sturf. Of course, the company’sissue expertise and
lobbying effort were only partially responsible for this policy outcome. Two recessions, shiftsin
political ideology, and the mobilization of the rest of business were among the factors that
contributed to the deregulatory trend that swept through telecommunications in the late 1970s
and early 1980s. But IBM’s contribution may well have been necessary, if not sufficient, to
produce the outcome in communications policy. Few, if any, other interests could match AT&T.

If, as IBM employees and observers suggest, the firm was “pushing on an open door,” its public
policy investments ensured that the opportunity was not wasted.*

Power Play

In 1982, DOJ abandoned its case against IBM, but the organizational transformation that
the case and the other environmental threats of the 1970s had set in motion continued. I1BM’s
investment in public policy, like that of many other firms,” deepened and diversified in the
1980s. As Olson might have expected, this investment reflected the firm’s dominant position in
the computer industry; it stood to reap most of any industry-specific gains that could be wrung
from the political system. Yet, IBM’s political cost-benefit analysis was “never that much of a
science” (in the words of CEO Opel). As Bauer, Pool, and Dexter might have expected, political
struggles occasionally broke out within IBM, especially when its interests were ambiguous or
contradictory, asin the case of the U.S.-Japan Semiconductor Trade Arrangement (STA). Most
surprisingly, despite IBM’ s political development since the Watson era, which Opel for one
perceived as a*“ complete metamorphosis,” some of the founding family’ sinfluence yet
remained, carried forward by managersloyal to IBM’s heritage.”

In 1984, IBM topped $45 billion in sales, ten times the figure when Watson, Jr., stepped
down in 1971, and the Wall Street Journal projected that its revenues would surpass $200 billion
by 1995. The exact size of the governmental programs office is hard to pin down, but it grew
from about twenty professionalsin the early 1980s to nearly one hundred professionals (a half-
dozen or so of whom were located in state capitals) at its peak near the end of the decade. Given
the scale of thisinvestment, IBM could afford to assign issue managers to issues, like Federal
research and development (R& D) spending, that its competitors and other companies of its size
in other industries attended to sporadically, if at al. The “dotted lines’ to IBM’sforeign
subsidiaries brought about a hundred more people under the office’ s wing, although not directly
responsible to it. The Washington office trained and supported its overseas cadres, encouraged
them to gain international experience, developed an electronically accessible worldwide database
of issues and IBM positions, and held regular internationa public policy meetings and electronic
conferences. These services were “invaluable” to public policy managers outside the U.S., since
their solid-line managers were not necessarily inclined to listen to them unless they had a
credible threat of enlisting help from Armonk via Washington. IBM built the capacity to
concentrate public policy resources nearly anywhere in the world that a threat or an opportunity
appeared. New Y ork state assemblyman Frank Barbaro’ s reaction to amid-1980s IBM’s



n34

lobbying effort was not exceptional: “1 never saw a monopoly move so fast.

AsBarbaro implied, IBM’s market power helped it to afford its large investment in
public policy; well into the 1980s, the company controlled more than three-quarters of the
computer market, according to business historian Steven Usselman.® This dominance justified
underwriting the industry’ s trade associations, such as the Computer and Business Equipment
Manufacturer’s Association (CBEMA) and the Association of Data-Processing Service
Organizations (ADAPSO). CBEMA, ADAPSO, and similar organizations provided a
complementary or aternative “delivery system” for IBM’s messages, cloaking them in the
mantle of the larger industry interest (which was, of course, only modestly larger than IBM’s
corporate interest). IBM’ sinvestment also allowed it on occasion to neutralize associations on
issues that divided the industry, while pursuing its interests on its own. Its suppliers and
customers, which encompassed much of the rest of the computer industry, typically lacked the
power to challenge it within associations (or to join explicitly anti-IBM associations) and the
mass to go without it. IBM’sdirect competitors felt “bamboozled” (as a Hewlett-Packard
executive put it) at times by IBM’s machinations, yet they benefited, too, from IBM’s
willingness to bear the costs of collective action. Indeed, Digital Equipment Corporation’s
(DEC) public policy investment strategy was explicitly premised on riding in IBM’ s dlipstream.®

IBM’ sincreasingly sophisticated strategy for “managing” trade associations demonstrates
itsrise up the political learning curve. So, too, does its acknowledgement that arguments on the
merits alone, even when based on thorough analysis and graced by the IBM mystique, were
sometimes insufficient for it to get itsway. Asmemories of the Watsons and the antitrust case
faded, IBM enhanced the “who you know” dimension of its public policy investment,
particularly to deliver its messages to Congress, an increasingly important, decentralized, and
constituency-oriented policy-making arenain the post-Watergate era. This “government
relations’ function centered around “grasstops’ (a play on “grassroots’), senior IBM executives
in every state whose influence could be brought to bear on their elected representatives. While
(as in issues management) other companies developed similar capacities, IBM went further in
government relations than its peers (as it had in issues management). Senior executivesin the
field were expected not merely to show up as totems for IBM’s Washington staff to display, but
to articulate the company’ s arguments, relate them to their home districts, and cultivate
relationships. The Washington office invested substantial resources in the grasstops, while they
in turn were accountable for their performance in this spherein job evaluations.”
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Figure 1, which was presented by McKittrick at Harvard Business School in 1988,
reveals that “ association management” and “executive participation” were just two toolsin the
IBM issue manager’ s kitbag. In addition to his own skills and contacts, he could take advantage
of academics, think-tanks, consultants, and other allies and utilize IBM’sinternal
communications and database management capabilities. Figure 1 also showsthat the firm
conceived of “measurement of results’ as an integral part of “the issue management process.” In
some areas that reduced smply to dollars and cents, like taxation and tariff reduction, such
evauation was relatively easy (though sorting out the IBM influence from others was not
necessarily straightforward). In others, where the currency was more complex, measurement of
results was quite difficult, if it was, in fact, attempted at all. The feedback process indicated by
the diamond at the bottom of Figure 1 was based as much on guesswork as it was on hard data.*

IBM’sinternal diversity and sheer size added complexity and uncertainty to this calculus,
apoint illustrated by its management of the Japanese semiconductor trade issue during the
1980s, on which it engaged in what the Washington Post |abeled “two-faced lobbying.” The
flashpoint was the importation of low-cost dynamic random access memory semiconductor chips
(DRAMS), awidely-used component of computers that was said by some policy anayststo be a
“critical” technology for domestic industry and the nation asawhole. AnIBM division
produced about half of the DRAMSs that its computer systems divisions consumed, and the rest
(more than $300 million worth) were purchased from both domestic and foreign vendors,
including Japanese firms whose own systems divisions that were among IBM’s most bitter
rivals. IBM aso held amajor stake (up to 30%) in one of its primary chip suppliers, Intel,
during much of the decade. The company thus had an interest in cheaper chips and dearer chips,
in American chips and Japanese chips.”

IBM expressed concern about unfair competition from Japan as early as 1972. 1t did not,
however, initialy add its voice to those of U.S. semiconductor manufacturers, when they began
complaining publicly about Japanese importsin the late 1970s. Instead, it pressed its domestic
suppliers to improve the quality of their products and to invest in collaborative R& D through the
Semiconductor Research Corporation, the establishment of which was spearheaded by IBM’s
Erich Bloch in late 1981. 1BM joined the Semiconductor Industry Association (SIA) soon
thereafter to advance these objectives, but also with the hope of moderating what IBM perceived
as extreme positions on trade policy of some of the SIA’s members, most of whom (unlike IBM)
produced only semiconductors. The competitive position of IBM’s domestic semiconductor
supply chain continued to deteriorate, however, deepening IBM’ s concerns to the point that it
chose not to object to the filing of major trade complaints by SIA and by individual merchant
semiconductor producersin 1985, but rather to “stand quietly and root them on” (asIBM’s
representative to the SIA board at the time put it). These complaints were resolved the
following year by the STA, which set “fair market values” (FMV's) for semiconductor pricing
worldwide and established atarget for foreign market share in Japan. IBM worked closaly with
the SIA to develop the elements of the STA, which averted what Douglas A. Irwin cals
“astounding” anti-dumping margins that would otherwise have been imposed on Japanese
semiconductor imports.”

In the wake of the STA, however, chip prices spiked upwards, straining IBM’ s computer
systemsdivisons. Somein the firm felt that the STA had served its purpose by 1988, while
IBM personnel who were close to the semiconductor industry continued to endorse the SIA view
that it should remain in place. The disagreements were so deep that the governmental programs



office was forced to embark on aformal process of mediation, which was resolved ultimately by
the firm’ s vice-chairman, Jack Kuehler. In early 1989, IBM changed its position on FMVs.
Moreover, rather than work through established organizations or on its own, IBM carried
forward the new position by helping to organize a new group, the Computer Systems Policy
Project (CSPP), composed of the CEOs of thirteen large systems manufacturers. CSPP and SIA
CEOs then personally negotiated the parameters for arevised STA, scrapping the FMVson
DRAM s (although not on all semiconductor products) while retaining the market access target.

IBM at the peak of its public policy investment could have been parodied as preachy, as
ruthless, or as devious, depending on which of its qualities one' s attention alighted. Unlike
many other big companies, however, it could not be caricatured as buying favors; it had no
political action committee (PAC). The opportunity for corporations to create PACs coincided
roughly with the opening of IBM’s governmental programs office in 1975, and the expansion of
the PAC universe paraleled the growth of IBM’s public policy investment. By 1980, 280 of the
Fortune 500 had PACs, including 82% of the top 125 (IBM ranked eighth). IBM’s choice not to
invest in political campaign contributions was deliberate. Tarred ever so dightly by the scandals
of the Nixon eraand facing criticisms for campaign contributions abroad, IBM adopted a code
of conduct that prohibited political contributions at its 1976 annual meeting. Neither Cary nor
Opel serioudly revisited the question; Opel felt that the possibility that IBM employees would
feel pressured to support candidates that they opposed was “counter to all the things that Tom
[Watson, Jr.] and his father had promised.”*

Opel’ s attribution of this decision to the shadow of the Watsons is undoubtedly sincere,
and his training and personal relationships provide a mechanism for that shadow to exert a causal
influence. Yet, one might credibly argue that IBM’s market power allowed it the luxury of
refraining from this form of public policy investment; if doors opened without them, campaign
contributions would beirrational. Moreover, the governmental programs office did not push
Armonk to approve a PAC. McKittrick, like Opel, was a Watson man, and he perceived as well
that an IBM PAC would open the firm to public criticism and make enemiesfor it. The
potential benefits, as he appraised them, were smaller than the potential costs. Rationality,
organizational politics, and environmental influences reinforced each other in this instance.

Becoming M ore Normal

Perhaps no company has fallen so far from so high aperch asIBM. In 1984, IBM made
$6.6 billion, then arecord for a U.S. corporation; abitter critic characterized it as “the single
most powerful firm in the world today.” 1n 1992, it lost $5 billion; Armonk, wrote one business
journalist, wasin a state of “total entropic meltdown.”® In early 1993, IBM’s board took the
extraordinary step of forcing out the CEO, John Akers, alifetime IBMer who had taken over
from Opdl in 1986, and bringing in an outsider, Louis V. Gerstner, Jr., to run the company. This
crisis, like the confluence of the 1969 antitrust suit and the 1971 departure of Thomas Watson,
Jr., set IBM’ s public policy investment strategy on anew course. The new management team
concluded that IBM would no longer carry the political load for the entire computer industry and
that it would more aggressively seek company-specific benefits. In thisregard, IBM’s decision-
making became more rational, overcoming the inertia of policies established when the firm was
still dominant. Yet, athough it has become more like anormal firm in the 1990s, it is still not
exactly normal. Some of IBM’straditional distinctiveness remains, carried forward by the
internal culture and by external expectations.

Hints of change preceded the crisis. IBM’s business position eroded throughout the
1980s, as the personal computer (PC) supplanted IBM’s mainstay “big iron” machines. Even
though IBM continued to grow through most of the decade, it did so much more slowly than the



industry asawhole. This declinein economic clout had political repercussions. In CSPP, for
instance, IBM shared control in waysthat it had never countenanced in CBEMA; Hewlett-
Packard’ s top public policy executive perceived that this organization finally put his compnay on
a“level playing field” with IBM. Coincidentally, in August, 1990, McKittrick retired, leaving
the Washington office in the hands of Kenneth Dam, who ran it from Armonk for a couple of
years before turning it over to Douglas Worth in early 1992.*

IBM’s*near death experience’ the following year precipitated a cut of about 25-30% in
the size of the Washington office’ s staff. The state government relations function, for instance,
which had been on arapid growth path, was cut back and merged with Federal government
relations. Internationally, the cutsin IBM’ s public policy investment were even more
substantial; the “dotted line” aly in Washington afforded little protection in subsidiaries being
pressed hard by Armonk to staunch the flow of red ink. The new senior management also
imposed a more rigorous framework for evaluating the payoffs of IBM’s public policy
investments. For example, in a break from the past, trade association membership was put on a
“zero-based system.” IBM’sissue agenda narrowed, becoming more closely aligned with its
immediate business priorities.”

However, cutbacks do not comprise the entire story of IBM in the 1990s. The new IBM
devel oped some new public policy capabilities, shedding some of its traditions and conforming
to some of the changesin the political environment of the 1990s. For instance, IBM mobilized
its rank-and-file employeesin amajor “grassroots’ (rather than merely a*grasstops’) campaign
during the health care policy debate of 1994. According to the Washington Post, Gerstner
approved a company-wide e-mail stating “we need your help” to defeat bills sponsored by
Senator George Mitchell (D-ME) and Representative Richard Gephardt (D-MO). Some
employees openly objected to thisinnovation as “inconsistent with IBM’s principles.” Yet, the
company has continued to employ the tactic on occasion, sharing in the credit for a number of
victoriesas aresult. Indoing so, it has simply kept up with the times. “Astroturf” campaigns
have become a staple element of the legidative process over the past fifteen years, and Congress
isan increasingly important venue for IBM and the computer industry. Y et, one suspects that
the company’ s previous CEOs would have balked had they been asked to approve Gerstner’s
exhortation and that McKittrick, knowing of and perhaps sharing their objections, might not
have even sent it up to Armonk.”

If it has changed in some ways, in other ways, the new IBM is much like the old one.
Gerstner’s previous jobs, at American Express and RJR Nabisco, had brought him into close
contact with government, albeit in relationships quite different from (and, in the case of RIR
Nabisco, more adversarial than) IBM’s. Despite these differences, Gerstner quickly recognized
that IBM’ s reputation for “what you know” and for refusing to throw money around was an asset
that deserved to be preserved, particularly when it could be linked more explicitly to the bottom
line. Indeed, IBM’s expertise and pragmatism stand out more now than ever. Instead of being
the only kid on the block, asit was during its glory years, IBM is now the “adult” (asone IBM
issue manager put it) in an industry full of brash newcomers who often disdain politics,
especially politicsasusual. Sun CEO Scott McNealy, for instance, often makes headlines with
quotes like “Y ou aready have zero privacy -- get over it!” In such circumstances, IBM is
ideally situated to find common ground between the “ cyber-libertarians’ and those who “don’t
get it” (like law enforcement, intelligence agencies, consumer groups, and state governments)
and in so doing to subtly advance its corporate interest.”



Despite being down-sized, IBM’s governmental programs office still dwarfs those of its
competitors. The firm'’sreported lobbying expensesin 1998, for instance, were about $5.5
million, compared to $600,000 reported by Hewlett-Packard, the industry’ s second largest firm,
with roughly half IBM’stotal sales. IBM’s capabilities are evident in its management of issues
related to electronic commerce. Gerstner’s business strategy centered on leading “big companies
into the brave new networked world” (as Fortune put it), and the governmental programs office
was quick to flag the range of policy issues that might impede the Internet’s commercial
development. Beginning in 1993, well before the current craze, it moved to make IBM
personnel the agenda-setters and prime movers for industry groups working on e-commerce.
Gerstner, for instance, personally recruited his counterparts in major consumer products firms
like Proctor and Gamble to participate in the IBM-instigated On-Line Privacy Alliance. He has
also engaged himself in European e-commerce policy through the Global Business Dialogue and
hosted a U.S.-E.U. meeting on trans-atlantic differences in this sphere. Worth gives IBM credit
for helping to reframe the public debate, shifting the metaphor for the Internet from what he
perceives as the government-oriented “information superhighway” to the more neutral
“information infrastructure.”

IBM till has no PAC, one of only eight hold-outs among the hundred largest U.S.
corporations. To be sure, it occasionally finds less obvious ways to reward candidates it favors,
for instance, by providing corporate funding for non-campaign events or causes that are closely
associated with them. But it objected vehemently to media reports that its executives “ bundled”
campaign contributions, even though this tactic is perfectly legal. Despite an ongoing debate
within IBM over whether it ought to become more involved in campaign finance, the firm's
external posture suggests a vigorous defense of its tradition of abstention. IBM’s choice, in an
erain which contributions constitute an increasingly important political resource, has a certain
contrarian rationality. Having invested heavily to build a reputation for making its case on the
merits, the uncertain benefits from actions that would undermine that reputation may not
outweigh the costs. Asaformer Congressional staffer put it,“1BM was and remains a
statesman;” surveys of the policy community show that IBM’ s office remains one of the most
highly respected in corporate Washington. An equally plausible interpretation is that the
formation of an IBM PAC would be such aradical break with tradition that it would precipitate
a backlash among the managers who would be asked to contribute to it; the two Tom Watsons,
in this sense, live on.”

Conclusions

In 1998, IBM grossed more than $80 billion, of which more than $6 billion was profit. If
these figures do not live up to the inflated expectations of the mid-1980s, they certainly surprise
the doom-sayers of the early 1990s. The turnaround did not result from a government bailout,
Federal contracts, protective regulations, or any other policy measures. If IBM had had no
Washington office in the 1990s, it probably would have done about as well; like most corporate
public policy investments, IBM’ stoday is more or less discretionary. The same could be said
for most of the rest of the history told above; only the threats of the 1970s seem to have been of
a sufficient magnitude to affect noticeably the company’ s bottom line. Other firms get by with
much, much less of a Washington presence than IBM. IBM’s continuing focus on public policy
expertise and its lowly diminishing aversion to electoral and pressure palitics, too, are not
linked in any straightforward way to its profit and loss statement. Other firmsthat invest in



PACs, benefit from executives who are active in partisan politics, and blast away in the op-ed
pages manage to survive and even thrive.

To explain the scale, style, and development of IBM’s public policy investment, one
must go beyond a narrow and simplistic rent-seeking approach. That is not to say that the
rational choice tradition has nothing to contribute to such an analysis; to the contrary, it yields
rich insights. Olson’s proposition that dominant firmswill find it in their interest to subsidize
industry associationsis borne out by the history of CBEMA, for instance, and by DEC’ sfree-
riding. In addition, IBM’s governmental programs office did at timestally the “leverage” of
policy changes on corporate revenues, for instance, when taxes or tariffs were measurably
reduced. Moreover, IBM has never entirely foresworn pursuing the “narrow stuff” for
particularistic gain, whether through a well-timed phone call by Tom Watson, Jr., to Wilbur
Mills or through the more systematic exertions of the Washington office in the Gerstner era.

The appeal to rationality as an explanatory device, however, has significant limits. One
must define rationality in avariety of different ways to encompass the bulk of the empirical
evidence. For example, IBM’ s cultivation of areputation as an expert and moderating presence
in policy debatesisrational if corporate decision-makers adopt along time horizon and think of
policy-making as arepeated game. Itisalso rational if the untestable assumption that factual
knowledge influences policy-makers behavior isvalid. And, it isrational in the sense that
traditional IBMers might have objected so strongly to public policy investments oriented to
“influence-peddling” -- as opposed to “rational” decision-making -- that these investments would
not have been made.

Thislast version of rationality departs from the conception of IBM as a unitary rational
actor and allows organizational theory to be brought to bear. One can get some leverage from
applying arationa actor model within the company; like rational bureaucratsin any large
organization, the managers of the governmental programs office probably did seek to maximize
their budgets, for instance. But it isfruitful aswell to consider “processes of information and
communication.” Advocates of increasing IBM’s public policy investment rarely had firm cost-
benefit analyses; they relied on persuasion, appealed to shared norms, and pointed to past
experience. The Washington office systematically cultivated its constituency in Armonk and
elsewhere in the company. Once in place, though, the investment in issue management in the
1970s and 1980s (and the personal style of the Watson erafor that matter) seemsto have
benefited from inertia. Internally and externally, IBM’s public policy reputation fed on itself.

The two great environmental shocks which periodize IBM’ s political development, the
antitrust case of 1969 and the corporate crisis of 1993, dramatize the inertia. Both caused
reassessments of the taken-for-granted, back-of-the-envel ope, cost-benefit analyses that had
guided itsinvestmentsin the pre-shock periods. The first stimulated a political mobilization and
the second, awithdrawal, but in neither case isit likely that the actual costs and benefits of
public policy investments changed as dramatically or as quickly as the behavior suggests. The
two events served as focusing devices for the decison-makers. They also coincided with
changes in leadership, not just the leader himself, but the style of leadership. Inthefirst case, a
family dynasty was succeeded by a more professionalized cadre, albeit one that had been
sociaized in the family ways. In the second case, an outsider with a mandate to uproot the old
culture camein.

One might say that IBM’ s political development is characterized by arepeated processin
which environmental shocks are interpreted through organizational politics and lead to the



replacement of a decision-making calculus that isrational in one sense with one that is rational
in another. Whether this pattern is generalizable to other large firmsis a testable hypothesis.
IBM is, as| mentioned, an outlier; by virtue of its high-tech aura, it islikely to receive larger
payoffs per unit of public policy investment than other firms. The political development of
other firms may not be as easy to observe as IBM’s, and their storieswill diverge in the
particulars. But combining the rational choice, organizational theory, and environmental
traditions of analysis seems highly likely to pay off in exploring these cases. Corporations are
big elephants, and we ought to use all the lenses at our disposal to examine them.
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