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Abstract

This paper analyzes how free riding affects the effectiveness of corporations’ collective political strategies
aimed at shaping government policy. We do so within the context of environmental voluntary agreements
(VAs). We demonstrate that substantive cooperative strategies are more likely to be pursued by firms that
enter a VA at its initiation while free riding or symbolic cooperation is more likely to be adopted by late
joiners. We demonstrate that late joiners and early joiners within VAs adopt different cooperative
strategies because they face different institutional pressures. We also find that late joiners that cooperate
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of firms participating in the Climate Challenge program established in 1995 by the U.S. Department of
Energy (DOE) and the representatives of the national electric utilities to reduce greenhouse gas emissions.
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INTRODUCTION

The corporate political strategy literature focuses on the strategies firms use to shape government policy
(Baron, 1995; Baysinger, 1984; Hillman, Keim, & Schuler, 2004; Keim & Baysinger, 1988; Keim &
Zeithaml, 1986). This line of research makes important strides to explain firms’ rationales to develop
political strategies, such as hiring lobbyists and forming political action committees (Baron, 2005; Hillman
& Hitt, 1999). An important question for scholars and practitioners is to determine how effective corporate
political strategies are. However, this question has proven to be a difficult problem both theoretically and
empirically (Schuler, 2002). One of the research challenges is to assess the effectiveness of firms’ political
strategies when the strategies are carried out collectively via coalitions, partnerships and through trade
associations. Collective political action complicates the analysis of a firm’s political action because it is
difficult to identify each firm’s contribution (King & Lenox, 2000; Schuler, 2002). In this paper we
address this challenge with the analysis of the effectiveness of collective political strategies in the context

of the natural environment.

Corporate political activity represents a classic problem of collective action (Olson, 1965) because
legislative and regulatory decisions are not exclusive and affect all firms. Therefore, the benefits that firms
seek from their corporate political activity will be available to other firms regardless of each firm’s
contribution. Because of this, firms may be tempted to behave opportunistically and free ride on the
corporate political activity of others (Yoffie, 1987). This is particularly true for collective strategies that
engage several firms (Hillman & Hitt, 1999). Due to this potential for opportunistic behavior, collective
political strategies are risky. If too many firms free ride, it may undermine the effectiveness of collective
strategies. It is important for firms to assess the risks associated with such collective strategies and to

understand under what conditions they would seem attractive options.



Building on the collective action theory, the corporate political strategy literature has argued that firms

would participate in collective corporate strategies action only because of the potential for private benefits.
However this approach treats collaborative behavior as a dichotomous variable with “participation” in
collective action and “non participation” being the only alternatives when, in reality, collective behavior is
much more nuanced. For example, firms could decide to participate in a collective strategy and undertake
the full cost of participation, or they may agree to participate but do so only symbolically, thereby
incurring only part of the costs associated with cooperation. Firms could also vary their strategies over
time. They could refuse to participate in one period and become an active or symbolic participant in a
subsequent period. The corporate political strategy literature is therefore limited to identifying the selective
incentives and mechanisms that trigger different levels of collective corporate political strategy and how
these vary over time. Several scholars within this tradition have identified this research opportunity and
have started to identify the factors that explain firms’ levels of involvement in collective action activities
(Lenway & Rehbein, 1991; Yoffie, 1987) and the importance of timing in explaining corporate political

strategy (Bonardi & Keim, 2005).

The institutional literature provides an interesting, complementary approach to the corporate political
strategy literature to understand the conditions that explain symbolic cooperation or the decoupling of
formal organizational structures from actual practices in the organization. Institutionalists contend that
decoupling is more likely when institutional forces are present and when a practice is adopted for
legitimation reasons (Meyer & Rowan, 1977) rather than efficiency reasons. Institutionalists have argued
that early adopters of management practices and technologies face different institutional pressures and
therefore may implement the same practice differently (Tolbert & Zucker, 1983; Westphal, Gulati, &

Shortell, 1997).
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In this paper, we combine the Corporate Political Strategy literature to institutional theory to propose a
model of collective corporate political activity where private incentives are institutionally shaped. We
show that private incentives vary with the timing of joining collective corporate activity and that symbolic
cooperation is more likely with late joiners than with early joiners of collective corporate political activity.
Our model differs substantially from previous institutional analyses. While in previous studies institutional
pressures lead to isomorphism or conformity, in our model, institutional pressures could lead to strategic
behavior and manipulation. In addition, we propose that early joiners may not just seek technical
efficiency but may respond to institutional pressure while late joiners may not seek only legitimacy but

may want to take advantage of the technical benefits of participation.

In this study, we focus on collective corporate political strategies through environmental voluntary
agreements (VAs) between firms and regulatory agencies. We examine the cooperative strategies of firms
within the Climate Challenge program, a VA established in 1995 by the U.S. Department of Energy
(DOE) and representatives of the national electric utilities to reduce voluntary greenhouse gas emissions.
VAs are "collaborative arrangements between firms and regulators in which firms voluntarily commit to
actions that improve the natural environment.” (Delmas and Terlaak, 2001). VAs aim at influencing
political outcome. By committing to voluntarily improve their environmental performance, firms seek to
pre-empt some (presumably more costly) regulations that might be imposed or to seek flexibility from
existing regulations (Lyon & Maxwell, 2004). In the last decade, we have seen an increase in the use of
these agreements. There are more than 300 VAs in place in the European Union (Borkey & Leveque,
1998), and around 200 VAs have been launched in the United States (Darnall & Carmin, 2005). However,
because most of these agreements lack explicit measures to sanction free-riders, there are concerns that
firms may enter these agreements and cooperate only symbolically rather than undertake substantive

actions to reduce their impact on the environment (King & Lenox, 2000; Rivera & Deleon, 2004).



Because VAs are a relatively recent phenomenon: “there are relatively few empirical studies assessing

the specific impacts of VAs on emissions reductions, compared to business-as-usual emissions abatement”
(Baranzini & Thalmann, 2004):28). Indeed, rare are the analyses investigating whether firms participating
in these programs actually meet the requirements of the programs (Arora & Cason, 1996; Bjorner &
Jensen, 2002; Khanna & Damon, 1999; King & Lenox, 2000; Rivera, 2002; Videras & Alberini, 2000;
Welch, Mazur, & Bretschneider, 2000). Most importantly, these studies seldom investigate differences in

cooperative behavior within VAs.

The corporate political strategy literature provides many insights into the drivers of corporations’ proactive
political strategies such as the provision of financial support to political decision makers or political
parties, information strategies toward government officials, and constituency-building strategies (Baron,
2005; Hillman & Hitt, 1999), but the literature has barely begun to investigate collective strategies such as
cooperative arrangements that engage firms and regulatory agencies and the pros and cons of such
arrangements (Hillman et al., 2004). This study contributes to the corporate political strategy literature by
expanding our understanding of the factors that impact free riding and potentially the effectiveness of such
collective corporate political strategies. Further, by emphasizing how institutional mechanisms frame
selective incentives of collective action strategies our study combines previously separate theoretical

perspectives to give an explanation of various strategic behaviors within collective corporate strategies.

In the sections below, we begin with a review of environmental voluntary agreements and of the Climate
Challenge program. We then develop our hypotheses concerning the factors that trigger differences in
cooperative behaviors between early and late joiners. The third section explains the methodology and the

results. A concluding discussion follows.



Corporate political Activity through Environmental Voluntary Agreements (VAs)

VAs vary in objectives and designs, and, as a result, offer different kinds of strategic opportunities for
participating firms. Participation in VAs can be designed to preempt regulation as a response to a
regulatory threat, provide flexibility with the implementation of existing regulation, and influence the
form of future regulation (Decker, 1998; Delmas & Terlaak, 2001; Maxwell & Decker, 1998; Segerson &
Miceli, 1998). In this paper, we focus on the Climate Challenge Program, a VA created by the electric
utility industry to pre-empt legislation on Climate change. This form of VA has also been called negotiated
agreements and is typically negotiated by an industry trade association (Delmas & Terlaak, 2001;
Maxwell, Lyon, & Hackett, 2000). These VAs can therefore be referred to as a collective corporate

political strategy.

VAs differ from other political strategies identified by the literature such as information-based strategies,
financial-incentives strategies and constituency-building strategies (Hillman & Hitt, 1999). For example,
although VAs might include the exchange of information between firms and regulators, this is not their
main objective. VAs represent a quid pro quo where firms commit to voluntarily provide a public good in
exchange for a potential private benefit. VAs also differ from self-regulation strategies that represent
collective political strategies undertaken without government initiative (Bonardi & Keim, 2005; King &
Lenox, 2000). There are different forms of cooperation at work within VAs. The first one is among firms
within the industry who jointly decide to voluntarily reduce their environmental impact. This cooperation
is usually orchestrated by the trade association. The second form of cooperation is between firms and the

government who agree on a mutually acceptable arrangement.

Firms face three choices of participation in a VA. First, they can participate in the VA and cooperate
substantially. In that case they reduce their emissions to potentially pre-empt more stringent regulations.

Participating firms that undertake substantive actions to reduce their emissions must have accomplished



organizational or technological changes that allow such reductions. Thus, for these firms, participation in

a VA is coupled with practical changes at the operational level. We refer to this type of participation as
substantive cooperation. Second, they can refuse to participate in the collective activity and free ride on the
behavior of other members of the industry who participate in the VA and reduce their emissions. Although
the literature has focused mostly on these two options, we argue that there is a third option available to
firms: participation in the VA without substantive implementation of the VA’s requirements. That is to
say, firms might participate in a VA without actually improving their environmental performance. In that
sense participation in VAs may only be symbolic where firms decouple their practical actions from formal
organizational structures (Meyer & Rowan, 1977). Consequently, we refer to participation in the VA
without performance improvement as symbolic cooperation. In addition to non-participants, firms that
undertake symbolic cooperation are also free riding on the effort of firms that undertake substantive

cooperation.
The Climate Challenge Program

The Climate Challenge Program is a VA between the U.S. Department of Energy (DOE) and the electric
utility industry to reduce, avoid or sequester the greenhouse gas emissions through voluntary
commitment." The program was initiated just after President Clinton launched, in 1993, the Climate
Change Action Plan (CCAP), where he announced the nation's commitment to reducing U.S. emissions of
greenhouse gases to their 1990 levels by the year 2000. At the time, the Clinton Administration was
investigating the possibility of implementing a tradable credit system, where firms that exceed the limits,
or "caps", on emissions could buy emissions credits from entities that were able to stay below their

designated limits. The issue of greenhouse gases emissions had become a widely salient issue--a public

' These representatives were Edison Electric Institute, American Public Power Association, National Rural Electric Cooperative
Association, Large Public Power Council and Tennessee Valley Authority.



policy likely to be of interest to a large segment of likely voters and to receive considerable attention

(Bonardi & Keim, 2005). As they were among the leading generators of greenhouse gases in the United
States, electric utilities were particularly worried about the possibility of new regulations being
implemented.” The Climate Challenge program was clearly an attempt by the industry to promote
voluntary approaches and negate the need for future greenhouse gas regulations. The Edison Electric
Institute, the trade association for U.S. shareholder-owned electric companies, was instrumental in the
creation of the program to demonstrate that emissions’ reductions could be achieved voluntary rather than
through mandated regulations. Tom Kuhn, the president of the Edison Electric Institute made it clear in a
statement to the press one year after the start of the program: “Our industry has demonstrated that a
vigorous, voluntary approach toward curbing greenhouse gas emissions is the way to go. We will continue
to put these programs in place while opposing government and international mandates that would cost the
U.S. economy thousands of jobs. Utilities have met the challenge and are continuing their leadership role

in working with the government to find creative and effective ways to improve the environment." >

The U.S. DOE also explicitly stated on the Climate Challenge website that: “an effective voluntary effort
may negate the need for legislation or regulation” or that “emission reductions could possibly be used for

‘credit’ against future mandatory requirements.” *

The Climate Challenge program consisted of (i) a general Memorandum of Understanding signed by the
national electric trade organizations and DOE on Earth Day 1994 and (ii) individual agreements signed by
the utilities from 1995 to 2000. In these agreements, each participating firm committed to (1) reduce, avoid

or sequester greenhouse gas emissions, (2) report annually its achievement and activities and (3) confer

2 About 40.5 percent of the U.S. CO, emissions were attributed to the combustion of fossil fuels for the generation of electricity in
1998 (DOE/EIA-0573(98), 1999).

? Newswire Association 1996 “U.S. Electric Utility companies are not waiting to reduce greenhouse gas emissions” April 12,
1996, Financial News.
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periodically with the Department of Energy’s evaluations of its progress and discussions of the
adjustment. Each participating firm had to establish the level and detail of its commitment to be reached by
the year 2000. Such commitments included efficiency improvement in generation, fuel switching to lower
carbon fuels such as natural gas, and increased generation using non-carbon sources such as renewable
energy and nuclear power. In 2000, at the end of the program, 124 participation agreements had been
signed. The utilities that signed these agreements represented approximately 60% of the 1990 U.S. electric

utility generation and utility carbon emissions (DOE/FE0355, 1996).

There were no direct sanctions for firms that did not participate in the program or that participated only
symbolically. First, even though the electric utility was subjected to requirements to provide information
about its greenhouse gas emissions through various programs, greenhouse gases were not regulated; that is
to say, there were no limits to such emissions. Second, although the agency reviewed the participants’
annual self-reported information during the course of the program, no sanctions were imposed on firms
that did not meet their commitments. Furthermore, the initial Memorandum of Understanding stipulated
that utilities would be allowed to quit the program whenever they chose "without penalty and without

being subject to remedies at law or equity."

The Climate Challenge program exhibits features that make it particularly appealing to study over time
differences in cooperative strategies among participants and between participants and non-participants.
First, the program was in operation from 1995 to 2000 and permitted firms to enter the program at various
dates during that period. This allows us to compare the cooperative behavior of early and late joiners.
Second, approximately half of the investor-owned electric utilities joined the program. This enables the

comparison of cooperative behavior between participants and non-participants.

4 See http://www.climatevision.gov/climate challenge/factsheet.htm last accessed on March 2006.
3 See http://www.climatevision.gov/climate_challenge/cc_accordxNSTATESP.htm




10
Welch, Mazur and Breschneider evaluated the effectiveness of the Climate Challenge program during
the early years of the program (Welch et al., 2000). According to their results, firms participating in the
Climate Challenge program did not reduce their emissions significantly more than firms that did not
participate in the program during the 1995-1997 period. The authors warned that these results have to be
taken with caution because they are based on a study of only the first two years of the program and only
the top 50 utilities. In contrast, our study focuses on the entire life of the program, through 2000, allowing
us to assess differences between late and early joiners and to consider a greater time period when
evaluating the results of firms’ CO, reduction efforts. In addition, we include a larger and more
representative sample of firms (133 utilities), allowing more variability in firm characteristics. Our sample
includes 61% of the U.S. electricity generated from 1995 to 2000 and 75% of the CO, emissions emitted
by the electric sector during that period. Furthermore, we seek not only to analyze the overall effectiveness
of the Climate Challenge program but also to understand which firms within the program were free riding

and which ones undertook substantive cooperation.

EARLY AND LATE JOINERS & COLLECTIVE POLITICAL STRATEGY

The literature on collective action predicts that it is unlikely that an organization will participate in a
collective political strategy absent potential private benefits associated with participation (Olson, 1965).
Olson’s seminal work demonstrates that when large groups of workers organize, or when we see large
professional or business organizations, we must look for the source of the participation in something other
than the collective or public good that is at issue. Building on this approach, the corporate political strategy
literature has argued that firms may participate in collective political strategies mostly for material rewards
(Lenway & Rehbein, 1991; Yoffie, 1987). Thus the primary mechanism remains economic. Other
scholars have identified additional types of rewards for acting collectively which can include social

rewards (such as increase reputation) and purposive rewards (doing the right thing) (Wilson, 1973). In the
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case of a VA, firms want to convince regulators that their voluntary practices are legitimate defined as
the “generalized perception or assumption that the actions of an entity are desirable, proper, or appropriate
within some socially constructed system of norms, values, beliefs and definition (Suchman, 1995): 574).
Therefore the rewards that firms are seeking may be influenced by the social context in which the
collective action initiative is implemented. Firms social context may vary geographically but also over
time. For example regulators and other organizations may find voluntary activities more legitimate once
they have diffused among a larger set of firms. While the corporate political strategy literature has
identified how institutional differences across countries drive differences in political action, or how
differences in institutions predict corporate political activity, this stream of research does still pay little
attention to the social context in which firms operate and to the social mechanisms that link firm strategies

(Hillman, 2003).

The institutional literature provides an interesting, complementary approach to the corporate political
strategy literature to understand how the social context shapes organizations’ behavior. It argues, in the
case of the adoption of technological and management practices, that first movers and followers face
different levels of institutional pressure (DiMaggio & Powell, 1983; Tolbert & Zucker, 1983). Using the
case of the diffusion of civil service reform, Tolbert and Zucker demonstrate that first movers are mainly
interested in the technical efficiency of a practice while followers are more subject to institutional pressure.
They argue that first movers adopt management practices because “of real needs”. On the contrary,
followers do not implement a practice because of its merits but because other organizations do. Westphal,
Gulati and Shortell also show that early adopters of total quality management practices in hospitals seek
efficiency gains while later adopters aimed at increasing their legitimacy (Westphal et al., 1997). In
addition, the institutional literature shows that managers can increase their legitimacy by adopting
governance structures only symbolically and that late joiners are more likely to do so (Westphal & Zajac,

1994; Zajac & Westphal, 1995).
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We develop below a model based on the thoughts of institutional theory and the corporate political
strategy literature to explain substantive and symbolic collective corporate strategy. In this endeavor we
follow the path of Oliver (1991:146) who argued that institutional theory provides an overly passive and

conforming depiction of organizations’” and could benefit from integrating strategic motives.

We argue below that first movers and late joiners face different institutional pressures that impact the type
of cooperative behavior they will pursue within VAs. We first develop hypotheses on the institutional
pressures that drive firms’ decision to participate early in the Climate Change Program, to participate late
or to remain a non-participant. We subsequently link the timing of participation to symbolic and

substantive cooperation.

Political pressure

Even though the creation of a VA might help the entire industry avoid potential future regulations, not all
firms will experience the same level of threat from these potential regulations and therefore the same
benefits from pre-empting the regulation. The corporate political activity literature shows that firms
incentives to undertake corporate political activity vary according to the national regulatory environment
in which they operate (Hillman, 2003; Hillman & Wan, 2005; Murtha & Lenway, 1994). Within a single
country, states and counties issue different rules and regulations. We argue that these differences in local
politics will impact the likelihood of firms to undertake corporate political activity at the national level. In
the U.S. context, for example, Environmental legislation at the Federal level is usually implemented by
states. So firms located in states with more stringent regulations will be under more pressure to undertake
reductions in emissions and will have more incentives to participate in corporate political strategies.
Regardless of federal level standards, companies are facing a complex set of environmental standards that
vary by state. A program that demonstrates the effectiveness of voluntary practices at the national level can

also help influence future regulations at the state level.
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Furthermore, in a federal context firms may try to influence congress representatives that are elected by
States by participating in VAs. These Congress representatives may pay more attention to strategies
undertaken by companies in their district. When Congress representatives are more prone to vote
positively on more stringent environmental regulation, firms have more incentives to show them that

reductions in environmental emissions can be achieved voluntarily.

Additionally, there may be firm specific characteristics that may make the firm subjected to higher levels
of political pressure. For example some firms may be temporarily or permanently more dependent on
governments to obtain licenses to operate than others. In the electric utility sector this may happen when
firms are undergoing rate changes or when they want to put new plants online (Bonardi, Holburn and

Vanden Bergh, 2006).

We argue that firms subjected to higher levels of political pressure will be more likely to participate in the
creation of a VA because the potential individual benefits they may derive from the VA would outweigh
the costs of organizing a collective effort. In other words, these firms might participate in the creation of
the VA regardless of what other firms do. In that sense, their decisions to participate in the VA resemble
an individual decision rather than a collective decision (Hillman & Hitt, 1999). Timing is important for
firms subjected to a great deal of political pressure. They need to move as early as possible to pre-empt the
evolution of the political issue at stake into a potentially more costly regulation (Baron, 2003; Bonardi &
Keim, 2005). This is because it is usually more difficult for firms to advance their agendas once issues
have become widely salient (Bonardi & Keim, 2005). In summary, firms that are subjected to higher levels
of political pressure within the state in which they operate might be more likely to be early joiners of a VA
than firms that do not face such level of pressure. Firms operating in states with lower levels of political
pressure would not get the same urge to participate in a program at its initiation and will be more likely to

wait and see what others do. We therefore hypothesize that:
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Hypothesis 1. Early participants in the Climate Challenge Program are subjected to higher

political pressure than late joiners and non-participants.

Hypothesis 2 Early participants in the Climate Challenge Program are more dependent on local and

federal regulatory agencies than late joiners and non-participants.
Links with the industry association

Trade associations have been shown to play a central role in facilitating the emergence of corporate
political strategies (King and Lenox, 2000). They provide a central forum for communication about the
political issues at stake (Rees, 1997). Firms participating in the trade association are therefore more
informed about the impact of potential regulations on their activities than firms that do not participate in
the association. Firms participating in the trade association are also more likely to be exposed to normative
pressure exerted by their peers as divergence of opinion may be more difficult in context of continuous
relations. Furthermore because firms pay significant fees to participate in the association, firms that choose
to participate in the association may do so because they agree with the policy of the association.® Firms
that are part of the trade association are therefore more likely to be the first participants in an action

initiated by their association. We therefore hypothesize that:

Hypothesis 3. Early participants in the Climate Challenge Program are more likely to be member of

the industry trade association than late joiners and non-participants.
Firms’ previous environmental investments

Firms’ resources and the ability of a firm to sustain the cost of collective action has been shown to be an

important explanatory factor of firms’ involvement in collective action activities (Lenway & Rehbein,

® Fees for trade association in the electric utility sector can amount to $1M per year.
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1991; Meznar & Nigh, 1995; Schuler & Rehbein, 1997). There are two competing arguments about the
relationship between resources and firms’ involvement in collective corporate political actions. The first
one is that firms with higher resources or slack resources will be able to afford the political action. The

second one is that firms with low levels of resources will seek a political solution to their limited resources.

In our case, the levels of investments in environmental performance improvements prior to the initiation of
the VA may have an impact on the potential benefits of participating in a voluntary program. On the one
hand, firms that have already invested in reducing their environmental impact before the initiation of a VA
could be more likely to join the VA provided that the program gives credit to their earlier efforts. On the
other hand, firms that have not invested in reducing their environmental impact before the initiation of a
VA may use the program to increase their reputation as they need it more than the others. Because there
are rationales for both greener and browner firms to join a VA, the empirical evidence is mixed. A set of
empirical studies show that firms with larger percentages of emission reductions, prior to making their
participation decisions, were more likely to participate in voluntary activities mostly to publicize their
efforts (Arora & Cason, 1996; Khanna & Damon, 1999). On the opposite, other studies show that firms
with lower environmental performance were more likely to undertake voluntary activities mostly because
they were under more pressure to do so (Bansal, 2005; Konar & Cohen, 1997; Videras & Alberini, 2000).
We argue below that both greener and browner firms have incentives to participate in the Climate Change

Program but under circumstances that may vary over time.

First, companies that have taken early steps on voluntary reductions of their emissions may find it
advantageous to compel others, less committed competitors to follow suit (Hoffman, 2005). Scholars have
suggested that chemical companies that had undertaken investments in safety and environmental
improvements were at the origin of the industry program Responsible Care, and that these companies,

among other things, were looking to impose a cost on their competitors (King & Lenox, 2000; Reinhardt,
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2000). In addition, in the case of the Climate Challenge program, the DOE said that participating firms
could potentially get future “credits” for their emissions’ reductions in the event that a tradable permit
system were put into place. That is to say, firms that had already undertaken some environmental
improvements could get credit for these improvements, therefore providing incentives for greener firms to
participate and to put their efforts on the record as soon as possible. Assuming that the future regulatory
target would require them to reduce a percentage of their emissions from some base year, firms that act
early to reduce CO, yet fail to register those reductions early under a voluntary scheme are in danger of
being penalized.” In summary, firms that have already started their efforts to reduce their emissions are
more likely to benefit from a program that gives them credit for their past experience. They would be able

to get this credit regardless of what other firms contribute.

In such context, it seems logical that firms that have not yet undertaken efforts to reduce their emissions,
and could be considered ‘browner firms’ would resist the costs associated with initiating such a program.
However such firms could still benefit from participating in the program if it allows them to be associated
with “greener” firms and therefore improve their reputation. For such firms it might therefore be prudent
to wait and see who the early joiners are before deciding to participate in the VA. Researchers have
highlighted how the nature of early adopters of a technology or a management practice can impact future
adoption (DiMaggio & Powell, 1983; Rosenkopf & Abrahamson, 1999). In particular, Rosenkopf and
Abrahamson show that initial adopters with high reputations can pressure other organizations to adopt the
practice (Rosenkopf & Abrahamson, 1999). The main idea is that followers might want to be associated
with these “high-quality” first adopters so as to increase their external legitimacy. While late joiners may
not have been subjected to the same political pressure to participate in the VA as early joiners, as time

passes non-participants could be singled out as the black sheep of the industry, especially if they are
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browner. This situation arose with the Climate Challenge Program when non-participant firms where
identified by some NGOs as bad performers. For example, 9 months after the creation of the Climate
Challenge Program and after the main meeting where the majority of participants agreed to participate, a
report by the Council on Economic Priorities (CEP), a non-profit organization, put the utility Virginia
Power on a list of the nation's worst polluters for “failing to participate in the U.S. Dept. of Energy's
Climate Challenge program for reducing greenhouse gases, and for Virginia Power's lack of a formal

environmental policy.”

Therefore, we hypothesize that the level of environmental effort undertaken by the firm prior to the start of
the Climate Challenge Program will impact not only firm’s participation decision but also the timing the
participation. While firms that have undertaken environmental efforts prior to the creation of the program
will be have incentives to participate early to influence competition, the incentives for firms that have not
yet undertaken such efforts become stronger for late joiners after a “critical mass” of participants has

joined.

Hypothesis 4. Late joiners of the Climate Challenge Program are less likely than late joiners and non-

participants to have undertaken efforts to reduce their emission prior to the start of the program.

In conclusion, we expect that early and late joiners will face different institutional pressures. We
hypothesize that early joiners are more likely to be subjected to political pressures and to be influenced by
the trade association. We also argue that institutional pressures vary over time and according to firms’
resources. Firms that did not participate in the program early and that have undertaken lower
environmental efforts are more likely to be subjected to institutional pressures after the majority of

members of the industry have joined the VA.

7 “Baseline protection” is the term of art used by firms and regulators to describe this phenomenon.
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Substantive versus symbolic cooperation

Because firms’ incentives are shaped by different institutional pressures that may vary over time, we argue
that early joiners are more likely to undertake substantive actions to reduce their environmental impact and
that late joiners are more likely to participate only symbolically in the program. First, because they are
subjected to political pressure and they are better connected to the trade association they will be under
more scrutiny than late joiners. Second, if they wish to impose a cost on competition they need to provide
evidence to their competitors that they are undertaking substantive action. In other words, they need to be

credible in their claim of reducing their emissions.

Institutional studies have found that firms might engage in symbolic management as a means of
responding to institutional pressure (e.g., Edelman, 1992; Westphal & Zajac, 1998). As Oliver (1991: 155)
noted, “from an institutional perspective...the appearance rather than the fact of conformity is often
presumed to be sufficient for the attainment of legitimacy.” In that context firms adopting symbolic
practices are ‘conforming’ but to a lesser extent. However while institutional pressures lead to
isomorphism, symbolic participation could be seen as a departure from isomorphism. Thus an explanation
of symbolic participation based on legitimacy does not explain why specifically the firms with worse

performance are the ones seeking symbolic participation.

Indeed, symbolic participation could also been seen as a manipulation by corporations that do not want to
conform but use the institution to their strategic means i.e. to deflect institutional pressures. Thus, firms
could decide to participate in the Climate Challenge Program to deflect some of the critics without
adopting any of the substantive changes associated with participation. Because not entering into the VA

would send a negative signal, firms use the VA to hide their poor performance.

Late joiners may also perceive that the risks associated with symbolic participation may be small. First if

the program clearly state that no penalties will be associated with free riders, firms will fear no threat of
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punishment if they cooperate only symbolically. Second, the success of the program being already
announced, they may not fear damaging the reputation of the program and to be singled out. For example,
in the case of the Climate Challenge program, the Department of Energy announced in October 1996 that
the electric utilities participating in the program had committed to reduce, avoid or sequester more than 44
million metric tons of carbon equivalent (MMTCE) in the year 2000. This represented approximately half
(45%) of the total cuts that the United States pledged at the world environmental summit under FCCC in
1992 (DOE/FE0355, 1996). It is therefore possible that companies joining the program after that date
might have believed the program was already successful and that their lack of contribution would not

endanger the program’s effectiveness.

In summary, because early and late joiners face different incentives and pressures, we expect that they will

adopt different cooperative behaviors within VAs:

Hypothesis 5. Late joiners are more likely to cooperate symbolically while early joiners are more

likely to cooperate substantively within the Climate Change Program.
EMPIRICAL ANALYSIS
Data sources

To test our hypotheses, we collect data from different sources. From the U.S. Department of Energy, we
use the Climate Challenge “participation accords” and “letters of commitment” to identify participating
firms.® We also use data on utilities’ characteristics and environmental performance from the U.S. Federal
Energy Regulatory Commission Form Number 1 (United States Department of Energy, FERC Form 1,

from the U.S. Energy Information Administration (Forms EIA-860, EIA-861 and EIA-906), and from the

¥ Utilities with more than 50,000 customers develop individual participation accords while those with fewer than 50,000
customers submit letters of commitment. http://www.climatevision.gov/climate_challenge/cc_accords.htm
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U.S. Environmental Protection Agency Clean Air Market program’s website. After merging these
databases, we retain 133 investor-owned electric utilities representing 61% of the total U.S. electricity
production by utilities from 1995-2000 and 75% of the CO, emissions emitted by the electric sector during
that period. Out of these 133 firms, 82 participate in the Climate Challenge program. Our sample includes

46% of the total 124 signed agreements with the Department of Energy.’
Estimated Model and dependent variables

Our goal is to examine the motivations that explain utilities’ participation in the program and to assess
their performance outcomes. The decision to participate in the Climate Challenge Program and the
performance results are likely to be influenced by the same observable and unobservable factors (Anton,
Deltas, & Khanna, 2004; Khanna & Damon, 1999). To compare emissions’ outcomes between
participants and non-participants of the Climate Challenge program, thus, to isolate the impact of
participation in a VA on environmental performance, we need to correct for a potential endogeneity
problem (Hartman, 1988; Heckman, 1978; 1979; Maddala, 1983). We therefore use a two-stage
estimation model that determines simultaneously the outcome of program participation (here CO,
emission rate) and the determinants of a firm’s participation decision to address this issue (Khanna &

Damon, 1999; King & Lenox, 2000; Rivera, 2002; Welch et al., 2000).

The other empirical challenge that we face and that differed from previous studies is that, in the first-stage
equation, we want to predict not only the probability of participation in the VA, but also to differentiate
between early and late joiners. Because we want to understand differences among various types of

participants, we modify the traditional first-stage equation to predict the likelihood of a firm to be a non-

? An agreement can represent several firms. Non-investor owned utilities are not included in our analysis as they are not part of
the Federal Energy Regulatory Commission (FERC) Form 1 database.
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participant, a late joiner or an early joiner. In the second stage, we use the predicted values of these

various types of participants to test how voluntary cooperative strategies contribute to pollution reduction.

First-stage regression

In the first stage regression, we predict participation in the VA using two models. First a binary logit
model model predicts participation in the Climate Challenge Program and second a multinomial logit
model predicts the types of participant representing three groups: (1) non participant, (2) late joiners and

(3) early joiner. Both models are estimated by maximum likelihood estimation (Greene, 2003).

Participation. This variable represents the decision of the firm to participate in the Climate Challenge
program. It takes a value equal to 1 the year of enrollment and the following years, and 0 otherwise. The
Climate Challenge participation agreements are used to identify participants and non-participants and the
year of enrollment in the program. These were accessed through the US Department of Energy’s
website.'” We use this measure as dependent variable in the binary logit model for the first stage
regression. The binary logit model provides an estimation of the likelihood that a given electric utility will
participate in the Climate Challenge program. This model allows us to analyze the aggregate effectiveness

of the program in the second stage regression.

The participation model in the binary logit model is specified as follows (first stage):
Prob (Participation,, =1)= F(Z,,_,' ) (Model 1a)

where Participation is the binary dependent variable of this first stage, Zi,tfl is the set of exogenous

independent variables used as instruments, and F is the cumulative logistic distribution

10 www.eere.energy.gov/climatechallenge/cc_accords.htm. (March 2004)
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(F(x)=e"/(1+e")=1/(1+¢")). The independent variables are used with 1 lagged year to avoid

reverse causality.

Type of Participant. This variable represents the type of participant within the Climate Challenge
program. Most participants signed the agreement by March 1995, b