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Using Non-market Actors as Strategic “Weapons” to Increase Firm
Performance: Theory and Evidence

Dylan Minor and Sanjay Patnaik

Abstract

This paper examines how firms can use non-market actors, such as regulators, non-government
organizations, and political actors, to attack other firms to reap economic benefits by imposing
costs on the target firms. We first present an event study analysis within a novel empirical setting,
showing that Pershing Square Capital Management engaged in a non-market campaign against
Herbalife. The analysis demonstrates that an attacking firm can negatively impact the performance
of the target firm and realize performance gains by deploying non-market actors as strategic
“weapons.” Building on the findings from the empirical analysis, we then develop a formal model
in the Appendix that captures a three-party game between an attacking and a target firm

attempting to influence a non-market actor to impose damages on each other.



INTRODUCTION

Firms traditionally employ a variety of strategies to gain an economic advantage, including
typical market actions, such as offering a superior product to their competitors or innovating more
rapidly. At the same time, firms can also employ non-market actions to reap economic benefits, a
strategy that involves engaging with various non-market actors such as regulators, political actors,
non-government organizations (NGOs), media agencies, and advocacy groups. For instance, firms
can raise costs for competitors through the use of non-market actors by lobbying for protective
trade policies to impede foreign competition as shown by Bonardi (2004) and Schuler (1996), or
by attempting to influence government actors to establish regulations that restrict entry and limit
competition as demonstrated by Maijoor and Van Witteloostuijn (1996).

One underexplored, but important way firms can engage with non-market actors
strategically is to directly attack target firms. When conceptualizing non-market strategy primarily
as a three-party game, including an attacking firm, a target firm, and a non-market actor, the role
of the non-market actor changes from the primary target of a firm’s non-market efforts into a
strategic “weapon’ that allows an attacking firm to inflict damage on another firm and undermine
its standing in the market environment. Real-world examples for such behavior are plentiful and
can be found in a variety of settings and industries. For instance, firms regularly engage in attempts
to influence political actors to block proposed mergers of their competitors, and activist investors
attack firms by using strikingly similar tactics as the ones deployed in political campaigns (H.
Goldstein and Sirkis 2013; Lipton 2014, Nathan 2013). One recent prominent example is the battle
the ride-sharing company Uber has been waging against taxicab companies in jurisdictions around
the world. As Uber has entered new markets, it has threatened established transportation firms
through traditional market strategies (e.g., lower prices, better customer service, more convenience
for consumers etc.), gaining market share rapidly as a result. Many of the incumbents have
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responded by using local politicians and regulators to attempt to undermine Uber’s advantages in
the market environment by demanding new regulations to impose additional licensing
requirements on drivers, to restrict the operational range of Uber (e.g., through prohibitions for
Uber pick-ups at airports) and to neutralize Uber’s core competitive advantages (e.g., by requiring
that a driver has to wait a certain minimum amount of time before picking up a passenger who
requested it) (Cheok 2015; Davies 2015; Vaccaro 2016). The non-market activities taken by taxi
companies therefore have had a direct impact on Uber’s performance in the marketplace. Not
surprisingly, in response to the sustained non-market attacks from taxi firms, Uber has engaged in
sophisticated efforts to influence non-market actors, including hiring more lobbyists and
appointing David Plouffe, a top former political operative in the Obama administration, as senior
vice president of strategy and policy (Badger and Goldfarb 2014; Cheok 2015). The divergent
outcomes of these ongoing battles in cities around the world (e.g., in Washington, DC, Uber
emerged victorious against taxicab companies, whereas in France and Germany some of its ride-
sharing offerings were outlawed) (Davies 2016; Jeffries 2012) demonstrate the important role non-
market actors can play as a strategic “weapon” in the competitive influence game among firms.

The three-way interactions (i.e. between two firms through a non-market actor), however,
are not limited to direct competitors in the same industry, but can also occur more generally
between activist investors and firms, companies and their suppliers or firms and their employees
(e.g., through union groups).

In this paper, we first characterize a representative case of such a non-market attack by
conducting an event study of a campaign by Pershing Square Capital Management (PSCM), a
hedge fund, against Herbalife, a dietary supplement company. PSCM initially took a $1 billion

short position in Herbalife stock in 2012 and then embarked on a comprehensive effort to decrease



the value of Herbalife’s stock by strategically engaging with a variety of non-market actors to
attack Herbalife. As we are able to identify specific dates for the non-market attacks on Herbalife
by PSCM, we can test whether these attacks were successful in generating negative abnormal
returns for Herbalife’s stock by using a standard event study approach. This unique empirical
setting, therefore, allows us to directly identify the negative effects of PSCM’s attacks on
Herbalife’s financial performance through the use of non-market actors and determine the resulting
performance gains for PSCM!. We estimate the effect of PSCM’s non-market attacks on
Herbalife’s stock price and find that they have significant detrimental effects. Moreover, our
results suggest that the advantages enjoyed by the attacking firm exhibit a first-mover effect in the
influence game on non-market actors, as it becomes more difficult for the target firm to influence
non-market actors to its benefit over time.

We then we use the empirical analysis as basis to develop a formal model that
conceptualizes an influence game between an attacking firm and a target firm with a non-market
actor as a third party (in the Appendix). The attacking firm attempts to influence the non-market
actor to impose economic damages on the target firm, which can then lead to gains for the attacking
firm in the market environment. The target firm in turn defends itself through its own attempts to
sway the non-market actor as countermeasures to the attacks. We explore the outcomes of this
competitive non-market game.

In Section I, we describe the empirical context of our event study, outlining the actions
taken by PSCM and Herbalife. In Section II, we present our data and methods. Section III shows

our analytical results and robustness checks. Section IV concludes. In the Appendix, we develop

1 A significant negative reaction of Herbalife’s stock to a non-market attack from PSCM would translate into financial
gain for PSCM due to its initial short position in Herbalife’s stock. Details on PSCM’s performance gains will be
discussed in the results section.



a game-theoretic model of a three-player influence game that formalizes the case we describe,

incorporating an attacking firm, target firm, and non-market actors.

I. EMPIRICAL CONTEXT

To illustrate our arguments through a representative case, the empirical section focuses on the
specific instance of an attacking firm PSCM attempting to influence non-market actors to attack a
target firm (Herbalife) with the goal of gaining direct financial benefits. Throughout the course of
2012, PSCM, the hedge fund owned and founded by activist investor William Ackman, built up a
$1 billion short position in the stock of Herbalife. Subsequent news reports stated that PSCM likely
took its short position at a price of around $45 to $50 per share (La Roche 2014a; Vardi 2014a).
On December 20, 2012, Ackman with his hedge fund began to embark on a comprehensive,
multipronged effort to strategically influence non-market actors to exert direct pressure on
Herbalife’s stock price and undermine its standing in the market and non-market environment
(Lipton 2014). Herbalife, in turn, responded with its own attempts to sway non-market actors as
defense against PSCM’s attacks.

The interactions between PSCM and Herbalife provide the ideal empirical setting to
examine the effect of non-market attacks on firm performance. By using an event study
methodology (similar to other studies such as Oxley and Schnietz [2001]), we can directly test
whether there is a significant reaction by the stock market to strategic non-market actions taken by
PSCM and Herbalife against each other, respectively. This approach allows us to identify the
effects of these actions on firm performance by determining cumulative abnormal returns for
Herbalife’s stock around those events. The unique nature of PSCM’s market position against
Herbalife implies that the performance implications of the non-market strategy actions are

unequivocal and diametrically opposed for both sides. Because of its $1 billion short position in



Herbalife stock, PSCM will receive financial payoffs if the stock price of Herbalife declines
(especially below the price level at which PSCM shorted the stock). Losses in the value of
Herbalife’s stock due to PSCM’s non-market attacks can therefore translate directly into
performance gains for PSCM. That is, in this sense, PSCM’s and Herbalife’s interests are
diametrically opposed. Similarly, any increases in Herbalife stock will benefit Herbalife but
translate into direct losses for PSCM, especially if they occur at a price higher than the initial short
price. Both sides are on opposite sides: PSCM as the attacking firm attacked target company
Herbalife by taking its short position against the firm and by using non-market actors to achieve
its goal of decreasing Herbalife’s stock price. PSCM’s actions stand out in that it has attempted to
influence the market’s perception of Herbalife in a way that would move the market directly
towards the equilibrium it desires by deploying a targeted non-market strategy. Essentially, the
firm made a bet against Herbalife in the market environment and then engaged in non-market
efforts to realize the desired outcome of that bet. As Harvey L. Pitt, a former chairman of the
Securities and Exchange Commission (SEC) put it, “Mr. Ackman’s campaign was starting to look
like an effort to move the price rather than spread the truth” (Lipton, Stevenson, and Schmidt 2014,
p. 4). Or as Herbalife acknowledged in one of its statements to the media as the battle between the
two firms was ongoing, “Bill Ackman has been engaged in a nearly three-year effort to drive down
Herbalife's stock in order to enrich himself and his investors” (Wapner 2015, p. 2).

The strategic non-market actions PSCM has taken to attack Herbalife consist of a variety
of sophisticated strategies that the company deployed to influence non-market actors. They can be
classified into the following categories: attempts to influence political actors (e.g., regulators),
efforts to engage with NGOs and other activist groups, coalition building among regular citizens

and engagement with the media. To execute these non-market actions, Ackman hired numerous



lobbyists, strategists, and public relations firms across the country (Lipton 2014). In addition,
PSCM also held designated PR events for important market actors (e.g., analysts) to put further
pressure on Herbalife in the market and non-market environment. We note that all of these actions

by Ackman can and are sometimes used by firms against competing firms.

Types of Non-market Attacks
Starting off the battle with PR events for financial analysts
PSCM through its CEO William Ackman made the first move against Herbalife on December 20,

2012 by delivering a presentation to investment analysts that centered on the argument that
Herbalife should be considered a pyramid scheme (Lipton 2014). This message was the central
argument that Ackman then pushed in all his subsequent interactions with non-market actors to
create a narrative about Herbalife that would undermine the confidence of investors in the
company. He subsequently gave additional investor presentations with similar themes, including
announcements that he was ready to “deliver a knockout blow” (Vardi 2014b, p. 1) and that

investors would “learn why Herbalife is going to collapse” (Vardi 2014b, p. 2).

Engagement with political actors

One of the major pillars of PSCM’s non-market strategy consisted of engaging with a variety of
political actors (e.g., regulators, politicians, and legislators) mostly through indirect means of
influence. One of the main goals of these interactions was to convince regulators and legislators
to initiate a regulatory review of Herbalife by the SEC or the Federal Trade Commission (FTC).
PSCM mostly used other non-market actors (in many cases regional political players) by
convincing them through third-party consultants and hired lobbyists to engage in letter writing
campaigns to the relevant regulators (Lipton 2014). For example, following contacts with
representatives from the firms hired by PSCM, lawmakers and elected officials in multiple states

and municipalities (including Massachusetts, New York, and Nevada) sent letters to the FTC, SEC,



or both, calling for an investigation of Herbalife (Lipton 2014). A particularly high-profile letter
to these two agencies came from Senator Edward Markey (D-Massachusetts), who asked for a
closer examination of Herbalife (Lipton 2014; Markey 2014). However, news reports later
revealed that Sen. Markey took this initiative only after his staff had met with people associated
with PSCM, and his office seemed not to have independently checked some of the allegations
against Herbalife raised in his letters (Bierman 2014; Lipton 2014). A report in the Boston Globe
further indicated that some of the allegations came from two constituents, one of which had been
in contact with Ackman (Bierman 2014). In summary, PSCM built an elaborate network of
lobbying firms and government contacts to generate momentum against Herbalife and convince

regulators to investigate the company through communications from seemingly unrelated sources.

Engagements with NGOs and activist groups

Another core element of PSCM’s non-market strategy was to engage with NGOs and activist
groups with the same goal of influencing them to advocate for increased scrutiny of Herbalife by
regulators. Using the same network of lobbyists, PR firms and consultants PSCM deployed to
engage with political actors, it started extensive outreach campaigns to NGOs and activist groups
to build further pressure on Herbalife and regulators. For example, in Spring 2013, the National
Consumers League (NCL) sent a letter to the FTC requesting an investigation into Herbalife (Ro
2013). The NCL acknowledged that before sending the letter, members of the organization had
spoken with representatives of Ackman’s team (Lipton 2014). In another instance in October 2013,
33 leaders of California nonprofits and community groups signed a letter to the FTC and the local
district and state attorney calling for an investigation of Herbalife. This coalition and subsequent
letter were found to be linked to Laura Berrera, who was hired by one of Ackman’s lobbyists
(Lipton 2014). In addition to these outreach efforts to activist groups, PSCM also donated money
directly to advocacy groups that then opposed Herbalife publicly or called for regulatory scrutiny.
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Most of PSCM‘s monetary contributions were directed towards Hispanic outreach groups, mostly
because Hispanic customers were integral to Herbalife’s business model. For example, in early
2013, a donation of $10,000 was made by PSCM to the League of United Latin American Citizens
(LULAC), a group that later called for an investigation into Herbalife’s business practices (Lipton
2014). Reaching out to these activist and community groups was an attempt by PSCM to gain

additional momentum and support against Herbalife among a broader set of constituency groups.

Coalition building among regular citizens

Another essential part of PSCM’s non-market strategy was to incentivize ordinary citizens to
participate in letter writing campaigns to regulators with the goal of convincing them to initiate a
regulatory review of Herbalife. Similar to Ackman’s efforts to influence elected officials and
NGOs to exert pressure on regulators, his group and affiliated consultants used citizens in a related
manner. Several of those letters had identical wording, even as they were sent by seemingly
unrelated individuals, and some of the letter writers stated that they could not remember sending
the letter when interviewed by journalists after the fact (Lipton 2014). Moreover, PSCM also
facilitated the establishment of toll free numbers across the United States with the goal of building
a coalition of citizens who would argue that they were victims of Herbalife’s business practices

(Lipton 2014).

Media engagements

The final pillar of PSCM’s non-market strategy was to use the media in two specific ways: (1) to
support the previously mentioned efforts to organize different groups, politicians, and citizens
against Herbalife and (2) to engage directly with journalists to further perpetuate the narrative that
Herbalife’s practices needed to be investigated. These media outreach efforts included holding

press conferences through groups and firms affiliated with PSCM and establishing websites such



as “www.factsaboutherbalife.com” aimed at undermining Herbalife publicly (Shen 2016; Vardi

2014b).

Herbalife’s Responses
As the non-market attacks from PSCM became stronger, Herbalife started mounting its own

defenses to counter the negative narrative Ackman’s group was trying to promote. For example,
Herbalife increased its own lobbying expenditures on a federal level from $560,000 in 2012 to
almost $2 million in 2014, which was reportedly partly in response to PSCM’s attacks on the firm
(Herbst-Bayliss 2014a; OpenSecrets.org 2014). The company also tried to strengthen its ties to
influential political actors, including hiring former Los Angeles Mayor Antonio Villaraigosa to
serve as a senior advisor to CEO Michael O. Johnson (Ketcham-Colwill 2013). In addition, the
firm engaged in its own outreach efforts to activist groups and the general public, for example

through sponsorship of public events.

I1. DATA AND METHODS

Data
To gather the relevant dates and events for this event study, we established a detailed timeline of

non-market actions taken by PSCM and Herbalife against each other from December 2012 to
December 2014. The event data were collected through a comprehensive search of newspaper
articles and public documents, including a detailed exposé from the New York Times on William
Ackman’s tactics against Herbalife (Lipton 2014). The exposé, in particular, was very useful in
establishing an exact timeline of attack and defense events in the battle between the two firms. The
initial list of non-market actions included numerous minor and overlapping events (both market
and non-market), so we narrowed down the final list for the event study by focusing on the clearly
identifiable major strategic non-market actions taken by either side. That is, we chose company

actions that were linked to the primary purpose of exerting non-market influence targeted at the
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other firm. The final number of events included is 21, with 12 of those actions attributed to PSCM
and 9 to Herbalife. Column 1 of Table 1 lists all events/non-market actions taken by PSCM with
a detailed description and classification that corresponds to the aforementioned categories of non-
market actions. Column 1 of Table 2 similarly shows all relevant events/non-market actions taken
by Herbalife.
--- Please see Tables 1 and 2 ---

The data on stock prices, daily returns, and daily market returns (S&P 500 composite index) were
obtained from the Center for Research in Security Prices (CRSP) through the Wharton Research

Data Services (WRDS) and the event study estimation was run in Stata.

Estimation
We test the effects of strategic non-market actions on firm performance through a standard event

study methodology as implemented in Anand and Khanna (2000). For each event and using an
estimation window of 120 days to 30 days before the event, we first estimate the coefficients of
the following trivial regression model:

Rut = o + Bu*Rme + ent

whereby Rutare the daily returns on Herbalife stock for each day ¢ during the estimation window
and Rmt are the corresponding daily market returns (we used the S&P 500 returns as market
benchmark in this specification).

We then use the estimated coefficients to predict the expected values of the daily returns
for Herbalife during the event window. For the standard specification the chosen event window is
2 days (t, t+1), consistent with other event studies in the literature (Das, Sen, and Sengupta 1998).
Finally, we calculate abnormal returns (AR) for each day of the event window by calculating the
difference between actual and predicted daily returns for Herbalife. Cumulative abnormal returns
are then determined by summing up the abnormal returns across both days of the event window.
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The same procedure is implemented for each event separately (all estimations were conducted in

Stata).

III. RESULTS

PSCM’s Attacks
Column 4 of Table 1 shows the cumulative abnormal returns (CAR) for the 2-day event windows

for each strategic non-market action taken by PSCM. The corresponding test statistics and p-values
are shown in columns 5 and 6, respectively. Most major non-market actions taken by PSCM in our
sample resulted in statistically significant, negative abnormal returns for Herbalife’s stock during
the event window, achieving the desired outcome for PSCM. The multi-faceted corporate non-
market strategy efforts by PSCM to damage Herbalife’s standing in the market environment
seemed to have been successful throughout successive rounds of attacks. The initial presentation
by Ackman to analysts on December 20, 2012, had a strong significant stock price reaction (-28%),
opening the battle between the two firms. From January 2013 to December 2014, PSCM was able
to maintain momentum against Herbalife and cause negative stock market reactions against
Herbalife on numerous occasions through its targeted non-market efforts. Even Ackman’s last
attack in December 2014, which consisted of releasing a damaging internal Herbalife video,
resulted in a drop of Herbalife’s stock of approximately 7.4%. The empirical findings indicate that
an attacking firm can significantly affect the performance of the target firm negatively. The value
destroyed (from Herbalife’s perspective) and gained (from PSCM’s perspective) through these
strategic actions was substantial. Table 3 shows descriptive statistics for the cumulative abnormal
returns across all attack events that exhibit statistically significant CARs.
--- Please see Table 3 ---

The average damage to Herbalife’s stock price caused by PSCM’s non-market actions was

-8.9%, including the initial presentation to analysts after having shorted the stock. Without the
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initial presentation to analysts, the average was -6.5%. Based on Herbalife’s market capitalization
of approximately $4.56 billion on December 18, 2012, an average non-market attack by PSCM
(when using -8.9%) would have translated into destroyed market value of $406 million. The
cumulative effect of PSCM’s non-market actions when summing up all significant CARs across
all significant attack events was -79.7% (including the initial presentation and excluding the
Herbalife stock sell-off by Hedge funds) and -51.6% (excluding the initial analyst event and the
Herbalife stock sell-off by Hedge funds). Examining the effect of different categories of non-
market actions on Herbalife’s stock reveals that the engagements with political actors had the
largest negative effect on Herbalife’s stock (an average of -8.3%), followed by engagements with
the media, only one of which was significant, (-7.4%) and engagements with NGOs/activist groups
(-3.7%). These results compare to the findings in Hillman, Zardkoohi, and Bierman (1999) who
examine the stock price reactions to the appointment of firm representatives to political offices.
The significant CARs in their analysis range from 3% to 13.7%.

Moreover, because of its initial short position in Herbalife stock, the performance losses
for Herbalife during that time translated directly into performance gains for PSCM in a bifurcated
manner. For price levels of Herbalife stock below the price at which PSCM shorted the stock, any
negative abnormal returns will directly increase the profit made on the short position held by
PSCM. Assuming that Ackman shorted the stock at approximately $48-$50 (based on the upper
end of the range some media outlets speculated and on what Ackman acknowledged himself), his
$1 billion investment would correspond to 20 million shares (at a $50 price for the short) (La
Roche 2014a, 2015; Vardi 2014a). A 24% decrease in Herbalife stock from $50 to $38 (which was
the stock price at the end of December 2014) would then lead to a profit of $240 million if the

short position had been liquidated at that time. Considering that PSCM spent only about $50
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million on its non-market campaign as reported in July 2014 (Farrell 2014), and yearly costs of
holding the short position were about $20 million/year (Cox 2016), the return on investment on
the non-market efforts would have been substantial if PSCM had closed out its short position at
the end of 2014. For price levels of Herbalife stock above the price at which the stock was shorted,
any negative abnormal returns will minimize potential losses for PSCM of holding the short
position, thereby improving performance as well.

Finally, we also compared the change in Herbalife’s stock price with that of the S&P 500
index from December 14, 2012 (just before PSCM started its battle) until December 31, 2014. The
S&P 500 index increased by 46% from 1,414 to 2,059 in that time, whereas Herbalife’s stock price
decreased by 14% from about $43.9 to $37.7. While we cannot ascribe the decrease in Herbalife’s
stock price entirely to PSCM’s attacks, the glaring discrepancy between the two seems to suggest
an important role that PSCM’s played in influencing Herbalife’s stock price development over an

extended period of time.

Herbalife’s Responses
The CARs for Herbalife’s non-market responses are shown in Table 2, together with the

corresponding test statistics and p-values (the stock buyback offering was also included although
it was a market event, but considered part of Herbalife’s efforts to counter the non-market attacks
by PSCM (Vardi 2014b). Only four of the nine events are statistically significant and only two
non-market actions had the desired reaction — a positive CAR: the sponsorship of a congressional
fellowship in Washington, DC in cooperation with the Asian Pacific American Institute for
Congressional Studies (+2.8%) and the announcement that two people were charged by the SEC
with insider trading in relation to the PSCM short position of Herbalife (+6.1%). The other two
reactions had the opposite effect of what Herbalife had intended by causing negative abnormal
returns: (1) the hiring of former LA Mayor Antonio Villaraigosa, and (2) a media statement by
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Herbalife’s CFO about the FTC investigation into Herbalife. The first action was publicly
criticized by the leader of the Hispanic group League of United Latin American Citizens
(LULAC), which had been part of PSCM’s attacks against the firm (Southern California Public
Radio 2013). The negative stock reaction seems to indicate that the market believed the selection
of Villaraigosa by Herbalife might not solve Herbalife’s problem with several Hispanic activist
groups. The second one was a statement by Herbalife’s CFO asserting that the FTC investigation
would turn out in Herbalife’s favor. However, just the day before, PSCM had launched another
attack against Herbalife by claiming that the firm’s sales numbers in Venezuela were not accurate
(Stanford 2014). It is likely that effect of these two close events overlapped and PSCM’s action
was more effective.

The findings demonstrate that through its non-market attacks PSCM was able to create a
hostile environment for Herbalife. Any subsequent non-market actions by Herbalife had limited
or no positive effect on its performance, indicating that the increased momentum against Herbalife

made it successively harder to defend itself against the ongoing attacks.

Robustness Checks and Update on the PSCM-Herbalife War
Estimation window

Following a standard event study approach, we used the day of each event (t) as the starting point
for the estimation window. In our case this implies that for the later events the estimation window
includes periods where the battle between Herbalife and PSCM had already started. This approach
strengthens the validity of our findings because we are even observing abnormal returns —
compared to market returns — for many of the non-market events although the battle had already
started to have an impact on Herbalife’s stock price. In a robustness check, we use a longer

estimation window of (t-260 to t-15) and obtain similar results (omitted here).
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Extended timeline and update on battle

The main focus of our analysis is on the time frame 2012 to 2014, because PSCM ramped up its
attacks strongly right after having taken the short position and all non-market events in this time
frame were meticulously documented in the New York Times exposé on the Herbalife war.
However, we also implement a further robustness check by examining a different time period for
the battle between PSCM and Herbalife. We conducted an additional search of more than 3,000
articles to extend the timeline from December 2014 to August 2016. The results for major selected
attack and defense events in that period are shown in Table 4 and exhibit similar patterns as our
main analysis.
--- Please see Table 4 ---

Many of the events during that timeframe were defensive actions taken by Herbalife and most of
them did not have a significant impact on its stock price. This finding indicates that PSCM seemed
to have enjoyed a first-mover advantage in the influence game among PSCM, Herbalife, and the
non-market actors that manifested itself through a detrimental effect on Herbalife’s firm
performance early on. While PSCM also continued its attacks on Herbalife, it also started facing
more scrutiny for its efforts targeted at Herbalife. In March 2015, the Wall Street Journal reported
that the FBI and federal prosecutors launched an investigation into PSCM to ascertain whether the
company provided false statements to political actors about Herbalife (Matthews 2015). Although
PSCM was cleared in February 2016 (Balakrishnan 2016), a prominent legal scholar at that time
acknowledged that “Market manipulation can be a fraught area of the law. [...] Attempting to
discredit a company, even through false statements, isn't illegal, nor is paying others to make such
statements on your behalf.” (Matthews 2015, p. 1). This seems to indicate that the non-market

attacks launched by PSCM were not illegal, even if they affected the stock price of Herbalife.
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The battle between the two firms took an important turn on July 15, 2016 when the FTC
announced a settlement with Herbalife, forcing the company to pay $200 million for consumer
compensation and to modify several of its business practices (M. Goldstein and Stevenson 2016).
The ruling did not label Herbalife as a pyramid scheme, which several media reports and investors
opposing PSCM interpreted as a win for Herbalife since many of PSCM’s non-market actions had
been aimed at bringing regulators to declare Herbalife a pyramid scheme (M. Goldstein and
Stevenson 2016). Such a classification would likely have led to a crash in Herbalife’s stock price
and potentially forced the firm to cease operations. The CAR around the FTC decision
announcement was not significant (as shown in Table 4), suggesting that the stock market had
priced in the expectations of the settlement already. Herbalife attempted to promote a positive
narrative of the settlement by stating that the decision of the FTC “does not change our direct-
selling business model and will set new standards for the industry. We agreed to the terms and to
pay $200 million because we simply wanted to move forward with our mission.” (M. Goldstein
and Stevenson 2016) The company also hit back at PSCM by discussing an “intransigent short-
seller hellbent on a misinformation campaign designed to destroy our company.” (M. Goldstein
and Stevenson 2016)

Nevertheless, several news reports highlighted that the FTC ruling actually drew upon
arguments pushed earlier by PSCM and Ackman (D. McLaughlin and Townsend 2016, Townsend
2016). This seems to suggest that PSCM’s non-market efforts did have an effect in influencing
regulators and in shaping the public perception of Herbalife, costing Herbalife over $200 million
in settlement costs. Moreover, after the settlement was announced, PSCM doubled down on its
attacks against Herbalife by stating publicly, “We expect that once Herbalife’s business

restructuring is fully implemented, these fundamental structural changes will cause the pyramid to
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collapse” (M. Goldstein and Stevenson 2016). Ackman further vowed to continue his war against
Herbalife by putting pressure on regulators in other countries to investigate Herbalife, using the
FTC ruling as additional ammunition (Townsend 2016). This line of non-market attacks might be
particularly problematic for Herbalife as 80% of its revenues are generated outside the US
(Townsend 2016). In August 2016, Ackman also publicly praised the fact that Fidelity
Investments, one of the largest shareholders of Herbalife reduced its stock holdings in Herbalife
by 14% (T. McLaughlin and Herbst-Bayliss 2016). The CAR around this event (shown in Table
4) was -0.9%. At that time, it was expected that the non-market battle between the two companies
would continue intensely for the foreseeable future, especially in foreign markets. However, just
before finalizing our study, PSCM decided to exit its holdings of Herbalife and stop its battle
against the firm in March 2018 (La Monica 2018). In practice, it is rarely known for sure if a firm
will win a non-market battle ex-ante. However, there usually comes a point where it becomes
clear who the victor is. It seems this became true in our Herbalife case, and Ackman retreated in

the end.

IV.  CONCLUSION

The case study of PSCM and Herbalife demonstrates the potential for firms to use non-
market actors to gain a market advantage. PSCM took a large short position in Herbalife, and
engaged with non-market actors (e.g., political actors, NGOs and activist groups, regular citizens,
and the media) in an effort to attack Herbalife and drive down its stock price. Herbalife responded
with its own non-market efforts to combat PSCM’s actions and defend its stock price.

We conducted an event study by calculating abnormal returns to Herbalife’s stock around
specific non-market events. Our analysis of PSCM’s non-market actions revealed significant

negative abnormal returns of Herbalife’s stock price for several of the non-market attacks in
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question. Herbalife’s responses in turn were found to be far less effective, with only two of nine
non-market attacks having a significant positive effect on its stock price. Our results highlight the

importance of non-market actors in influence games between firms.
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TABLES
Table 1 Cumulative Abnormal Returns (CARs) for Herbalife’s Stock for the Non-market Actions Taken by Pershing Square Capital

Management (PSCM)
Event Description Category of non-market ~ Event date CAR Test- P-
action taken by PSCM statistic ~ value
1-  Ackman delivers three-hour presentation against Herbalife to investment analysts. ! Investor/analyst PR event 20 Dec. 2012 -0.281*** 3,945 0.000
2-  The National Consumers League (NCL) asks the FTC to investigate Herbalife.? Before Engagement with 12 Mar. 2013 -0.053** -2.710 0.007
sending the letter, the NCL spoke with representatives from PSCM.? NGOs/activist groups
3-  PSCM issues press release condemning Herbalife, citing opposition from nonprofits and ~ Engagement with media 18 Jun. 2013 -0.022 -0.769 0.442
other groups.*
4-  Evelyn Mantilla, former member of the Connecticut House of Representatives, who was ~ Engagement with political 27 Jun. 2013 -0.027**  -3.284 0.001
hired by a lobby group associated with PSCM, writes a letter to Connecticut attorney actors
general urging him to investigate Herbalife.3
5-  Mickey Leibner, a former aide to Senator Edward M. Kennedy, Democrat of Engagement with political 28 Aug. 2013 -0.047*%*  -4.439 0.000
Massachusetts, sends a letter to a member of Congress on behalf of a lobbying group actors
hired by PSCM. In the letter he alleges that Herbalife is a pyramid scheme and asks the
Congress member for a meeting to discuss this issue further.®
6- PSCM hires two political consultants to convince multiple NGOs and activist groups in Engagement with 18 Oct. 2013 -0.021%**  -11.221 0.000
California to sign a letter to the FTC, the local district attorney, and the state attorney NGOs/activist groups
general to call for an investigation of Herbalife. In the end the letter was sent and signed
by 33 leaders of NGOs and community groups (including the League of United Latin
American Citizens — LULAC). When signing the letter many of the leaders were not
aware that the political consultants had been paid by PSCM to persuade them. ’
7- Hispanic advocacy groups in Illinois, including a local chapter of the LULAC and the Engagement with 11 Dec. 2013 -0.037**  -2.608 0.009
Ilinois Hispanic Chamber of Commerce, issue a press release urging the Illinois attorney ~ NGOs/activist
general to investigate Herbalife. In addition, the press release asks residents to call a toll-  groups/Coalition building
free number set-up by PSCM with complaints about Herbalife.? among citizens
8- Senator Edward J. Markey (D) from Massachusetts writes letters to the FTC and the SEC ~ Engagement with political 23 Jan 2014 -0.155*** 5121 0.000
to convince the agencies to investigate Herbalife. This initiative was taken by the Senator  actors
after his staff met with representatives of PSCM as was acknowledged later by his office
in a New York Times report.’
9- It is announced publicly that the FTC has opened an investigation of Herbalife. 1 Engagement with political 12 Mar. 2014 -0.102** -2.422 0.015
actors
10- Ackman announces in the media that he will deliver a “knockout blow” to Herbalife.!! Engagement with media 21 Jul. 2014 0.141 0.388 0.698
11- Market event: The New York Post reports that several hedge funds sold off almost 5 Market event 15 Aug. 2014 -0.035***  -11.675 0.000
million Herbalife shares, including several powerful funds (e.g., the ones led by star
investors George Soros and Richard Perry).!2
12- Ackman goes on Bloomberg TV and shows a firm-internal video from Herbalife in Engagement with media 17 Dec. 2014 -0.074%** 5522 0.000

which a distributor talks about Herbalife’s sales practices, admitting that many of
Herbalife’s sales representatives will not be successful. PSCM subsequently puts that
video on their anti-Herbalife website. '3

Notes: +p <0.10, ** p <0.05, *** p < 0.001 (two-tailed test)
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Table 2 Cumulative Abnormal Returns (CARs) for Herbalife’s Stock for the Defensive Non-market Actions Taken by

Herbalife
Event Category of non-market action Event date CAR Test- P-
taken by Herbalife statistic  value
1- Herbalife names former LA Mayor Antonio Villaraigosa (a prominent Engagement with political actors 5 Sep. 2013 -0.016**  -2.436  0.015
political leader in the Hispanic community) as adviser to its CEO.'*
2- A Belgian appeals court rules in Herbalife’s favor by overturning a Engagement with political/legal 3 Dec. 2013 0.059 0.746  0.456
lower court’s ruling that Herbalife was a pyramid scheme. The appeals actors
court instead declares that Herbalife’s business model is in “full
compliance with the law.” 13
3-  Market event: Herbalife increases funds for offer to buy back some of its Market event 3 Feb 2014 0.068 0471 0.638
own stock (worth $1.5 billion), seen as an effort to bolster its stock price
in the context of its battle with PSCM. However, PSCM also released a
new report attacking Herbalife on the same day, potentially undermining
the effect of Herbalife’s stock buyback. !¢
4- A group of Hispanic organizations that had received donations from Engagement with NGOs/activist 10 Feb. 2014  -0.040 -1.364  0.173
Herbalife, calling themselves “Friends of Herbalife,” sends a letter to groups
lawmakers in support of Herbalife.!”
5- Carl Icahn appears on Bloomberg Businessweek in defense of Herbalife =~ Engagement with media/PR 10 Apr. 2014 -0.115 -0.777  0.437
and declares Ackman “completely wrong” about Herbalife.'® event
6- Herbalife announces the sponsorship of a congressional fellowship in Engagement with media/PR 25 Jul. 2014 0.028+ 1.814  0.070
Washington, DC in cooperation with the Asian Pacific American event
Institute for Congressional Studies. '’
7- The SEC charges two people with insider trading that occurred just Engagement with political actors 30 Sep. 2014 0.061*** 9,106 0.000
before PSCM took the short position in Herbalife. While the two men
charged did not work for PSCM, one of them received confidential
information from his roommate, a PSCM employee about the impending
short position. The SEC charges led to negative coverage in the media
of PSCM’s efforts against Herbalife.?’
8- Herbalife sponsors a Greater Washington Hispanic Chamber of Engagement with NGOs/activist 3 Oct. 2014 0.062 0.882 0.378
Commerce event to honor Jay Haddock, president of Capital Hotels and  groups
Suites with the Chairman’s Award.?!
9- The CFO of Herbalife states publicly that he expects that the FTC will Engagement with media/PR 24 Oct. 2014 -0.030+ -1.718  0.086

clear Herbalife at the end of its ongoing investigation.??

event

Notes: +p <0.10, ** p <0.05, *** p < 0.001 (two-tailed test)
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Table 3 Summary Statistics for Cumulative Abnormal Returns (CARs) for Pershing Square Capital Management’s (PSCM)

Non-market Actions

Sample Mean SD Min Max Obs.
CARs for all significant non-market -0.089 0.084 -0.281 -0.021 9
actions (including the initial

investor/analyst PR event)

CARs for all significant non-market -0.065 0.045 -0.155 -0.021 8
actions (excluding the initial

investor/analyst PR event)

CAR for all significant political -0.083 0.058 -0.155 -0.027 4
engagement actions

CAR for all significant NGO -0.037 0.016 -0.053 -0.021 3
engagement actions

CAR for all significant media -0.074 - - - 1

engagement actions
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Table 4 Timeline Extension and Federal Trade Commission (FTC) Settlement Decision

Event Category of non-market action Event date CAR Test-statistic =~ P-value
PSCM attacks
1-  Ackman announces in the New York Post that ~ Engagement with media 2 Jan. 2015 -0.075 -0.931 0.352
he will start providing information directly to
the Hispanic community about Herbalife?
2-  Fidelity Investments divests from Herbalife?* ~ Market event 12 Aug. 2016 -0.009%*x* -3.652 0.000
Herbalife defenses
1- Herbalife issues a press release, claiming that ~ Engagement with media/PR 7 Jan. 2015 0.068** 2.872 0.004
Ackman made misleading statements about event
Herbalife aimed at decreasing Herbalife’s
stock price. Herbalife also states that Ackman
cancelled a scheduled meeting with the
company that he had requested. 2
2- Herbalife creates "vice president for state and ~ Engagement with political 27 Jan. 2015 0.043 1.425 0.154
local government affairs position” and hires actors
Republican consultant Marcus Reese?®
3-  FBI and federal prosecutors start investigation = Engagement with political/legal 13 Mar. 2015 0.024 0.142 0.887
of PSCM’s tactics against Herbalife for actors
possible stock market manipulation?’
4- Herbalife wins dismissal of class action Engagement with political/legal ~ 18 Mar. 2015 0.096 0.856 0.392
'pyramid scheme' lawsuit?® actors
5- Herbalife starts anti-Ackman website? Engagement with media/PR 1 Jun. 2015 0.017 0.937 0.349
event
6- Herbalife adds former staff member of Joe Engagement with political 29 Jun. 2015 0.038 1.392 0.164
Biden during his time in the Senate to actors
Government Relations Team?3°
FTC settlement
1- FTC announces settlement with Herbalife that ~Engagement with political 15 Jul. 2016 0.086 0.789 0.430

includes commitment by Herbalife to pay
$200 million and to change business
practices?!

actors

Notes: +p <0.10, ** p <0.05, *** p <0.001 (two-tailed test)
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APPENDIX: THEORETICAL DEVELOPMENT OF THREE-PLAYER
INFLUENCE GAME

Based on the insights from the empirical analysis, we now develop a more general model to
illustrate an influence game between an attacking firm, a target firm, and a non-market actor. A
non-market actor could be, for example, a regulator, lawmaker, NGO, or judiciary. In particular, a
non-market actor R seeks to obtain a benefit that comes in exchange for imposing a cost on some
target firm, Firm 7. This cost comes in the form of removing some advantage, measured by delta
profit D that Firm 7 enjoys. This extra firm profit could come from engaging in certain activities
(e.g., producing high environmental emissions or operating in a high-risk manner) and/or from not
engaging in costly activities (e.g., increasing staff to abide by new regulations or paying increased
taxes and fees). The non-market actor can exert effort, or resources, e to increase the chances of
successfully imposing new conditions of operation on Firm 7. The non-market actor has
probability e in succeeding in imposing the new condition(s).

An attacking firm, Firm 4 can exert effort I, to make it easier for the non-market actor R
to impose a cost on Firm 7. This form of influence can be thought of as competitive influence. In
particular, the payoff for such influence affects the profits of Firm A4 through affecting Firm 7.
That is, Firm 7 has some degree of impact y on Firm A4's profit.

In addition, Firm 7 can exert effort I to influence R, which makes it more difficult for the
non-market actor to impose new conditions. This firm effort could, for instance, take the form of
influencing legislators to pass a law assuring continued favorable operations, enabling it to earn
D. Alternatively, a regulator could be sued, preventing it from imposing a new fee. Yet another
example would be if a firm recruits an NGO to pressure a regulator to protect the firm’s practices.
We simply take I as a reduced form way to capture all efforts by the Firm 7 to protect its

generating D.
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By conjecture, we propose two assumptions:
Assumption la: A strategic non-market attack by Firm A against a target Firm T will affect the
financial performance of Firm T negatively.
Assumption 1b: By deploying a strategic non-market attack against the target Firm T, Firm A

can improve its own performance and gain positive payoffs.

Further, Firm i €{7,4} has some level of influencing capability f5;. To isolate our forces
of interest, we focus on endogenizing e, I, and I and take the other parameters as given. The
payoff function for the non-market actor is as follows:

mr=e x B+ (1—e)(=D) =% (Ir — L),

where B is the benefit to the non-market actor when Firm T’s advantage is removed. However, if
the non-market actor fails to remove advantage D, she has a cost of D. In practice, we would expect
that she would realize at least some portion of this value, as she is charged to look after the interests
of “the people.” Nonetheless, we could assume instead that the non-market actor only receives a
private benefit B from removing Firm 7”s advantage and no cost (or some partial cost) when failing
to do so, and the results would qualitatively be the same. However, our current setup allows for
more general analysis consisting of a potential stick and a carrot for the non-market actor.

The payoff function for Firm 7 is as follows:

2
=(1- +D)+efo_ 11
mr = ( e)(mro )+e » 267
where 11 is some status quo profit for Firm 7"and p reflects the possibility of a penalty if restricted
in obtaining D. If p=1, then there is no cost for Firm 7 being restricted by the non-market actor

beyond losing out on earning an extra D. However, if p>1 the firm receives a further reduction in

profits beyond just losing out on D. For example, if Firm T obtained D from unethical (or illegal)
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means, p>1 would be expected in the form of penalties (in addition to losing D). Again, we use
this setup to allow for more general analysis than if we always assumed p=1.
The attacking Firm A has the following payoff function:

I3
284

where y>0 means firm 7's profits take away from firm A's profits (i.e., competitive substitutes),

g =Ty — YT —

y=0 captures the case of no competitive effects, and y<O represents those cases where the firms

have complementary profits. The payoff 14, is the status quo payoft for the attacking firm.

Equilibrium Qutcomes
We assume that the firms engage in influence and then the non-market actor responds to

these efforts. We first solve for the non-market actor’s effort and then the firms’ efforts.
The non-market actor’s first order condition is as follows:

0=B+D=e(1T_IA)
*_(B+D)

=>e = .
Ur-14)

As one would intuit, in this model, as B, the benefit to the non-market actor and D, the advantage
to Firm 7 increase, so too does the non-market actor’s effort. Meanwhile, as Firm 7 increases
influence activities or as Firm A reduces its influence activities, the efforts of the non-market actor
decrease.

Firm T has the following first order condition:

_de* T[To IT
O

= IT(IT - IA)Z = ﬁT ((1 - %) TTo + D) (B + D)
Holding the influencing effort of Firm A constant, the greater the influencing capability S, the
greater the influencing effort chosen. Similarly, the greater the total incentive of the non-market

actor for removing Firm 7”s advantage (B+D), the greater the influencing effort. Also, the greater
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the status quo profits mp, and the greater the degree of penalty p, the more Firm 7 engages in
influence. Finally, the greater the influence effort from Firm A, the greater the influence effort

from Firm 7. Firm A has the following first order condition:

_de* T[TO IA
B L P 1 B
(dIA o p Ba

= L(r —1)* =vpa <(1 - %) Tiro + D) (B + D)

As can be seen, if y=0, Firm 4 does not engage in influence, as Firm T's success does not affect
A's success. However, if <0, Firm T has influencing level I, <0, which means Firm T influences
to help Firm A. This would be the case where the firms' fortunes are positively related. Thus, for
the balance of our analysis, we will instead assume I, € (0,1), which means Firm A4 has adverse
effects on Firm 7, but competition is not a zero-sum market (i.e., there is some form of

differentiation).

One Firm
We begin by analyzing the case when there is only a target firm. In this case, the non-

market actor exerts the following effort:

ot = (B+D)
I’

as now I7=0. This means Firm 7 solves

1
1
L 3
S = <5T ((1 — ) o + D) (B + D))
From this solution, we see that the increased benefit from removing Firm 7”s advantage D,
increased degree of penalty p, increased influencing capability S, and increased incentive for the

non-market actor to act (B+D) all increase target firm effort /7. We can also see that the larger the
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status quo profits g, the greater the effort. If firm size is correlated positively with profits, then
larger firms should also engage in higher levels of influencing. Note also that we need great enough
o, B and D to generate positive I7. That is, if there are not enough stakes involved, the firm will

not engage in influencing.

Two Firms
We now add the attacking firm 4. Recall that Firm 7 solves the equation

In(Iy = 12)% = Br <(1 =)o + D) (B +D) (1)
With the addition of Firm A influencing at intensity I4, the left-hand side of the equation grows
more slowly, which means it will take a greater equilibrium influence effort I from Firm 7 to
maintain equality the right-hand side of the equation, which are all fixed parameters. Thus, when
Firm A enters and begins influencing, influence effort by Firm 7 should increase.

Next consider Firm A's equation:

LIy — I7)* = vBa ((1 - %) Tro + D> (B+D) (2)
Inspection of Equations (1) and (2) suggests a solution such that the influencing effort of Firm T’
is some multiple of Firm A's lobbying effort. We will first posit such a real-valued solution exists;
then we will later substitute our result into the original equations and show that it is indeed the
solution.

First, suppose that Firm T exerts some multiple of Firm A's effort in equilibrium, call it 81,. We

then solve:
2 1
Ly(Iy — 01,)° = yPa (1—;)7'[T0+D (B+D)

1((1 = 0)1,)? = Vi ((1 =)o + D) (B +D)
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YBa

I3 =m<(1—§)nTO+D>(B+D) 3)

Similarly, we obtain the following for Firm T:
Ie(r =511 = r (1= 2) mro + D ) (B + D)
rUr —5lr T ») Ttro
I <(1—1)1>2=/3 (1-2)mro+D) (B +D)
T o) !'T T ») Ttro

B 1

(:-3)
I3 = (ai) ((1 - —) Tro + D> (B +D)
1%=(f—§§2<(1—%)nTO+D>(B+D) (4)

If our original assumption of efforts being proportional is true, it must also be true that we have

the following results from Equations (3) and (4):

2
0% PBr
@=oy )2)3

)2)3

0 =
YB
((1 4

1
(6%Pr)3
1
(¥Ba)3
yo _ (0%1)
(YBa)
b
o= YBa

Thus, we can now solve for I, and I knowing the value of 8. It can readily be shown then that we

6 =

obtain the following:

= By J—(BT SR ((1 =)o + D) (B + D) 5)
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I = VﬁAi/W((l - %) o + D> (B +D) (6)

As can readily be shown from these equations, and as suggested previously, influencing by Firm
T now increases since Firm A4 enters by influencing. Further, as can be verified, Equations (5) and
(6) are real-valued solutions to Equations (1) and (2).

Now we generate some comparative statics. For Firm 7, increased penalty p, increased
status quote profit 7y, increased advantage D to Firm T, increased benefit to the non-market actor
of restricting Firm T (i.e., B+D), all increase Firm 7's influence efforts. When Firm 7 is an
increased competitive threat to Firm A4 (i.e., larger y) or Firm A has greater influence capability f,,
Firm T also increases influence effort. Firm 7's influencing level is non-monotonic in its own
influence capability . In particular, Firm 7's influencing effort first decreases as influence
capability improves, but then ultimately increases. This can be seen by calculating the derivative

as follows:

d B

2

Pr g, —yp3
_ %,BT —¥Ba

(Br — V.BA)g

The condition for the function to increase is § Br —vB4 > 0. Before this point (i.e., where § Br —

yB4 = 0), it decreases. Thus, the function increases when:

Br > 3yBa-

Intuitively, when firms are similarly able, slightly increased influencing ability allows the target
Firm T to slightly reduce influence effort due to a greater threat of head-to-head influencing

competition, as both firms are keen to avoid a massive influence war. However, when Firm 7 is
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sufficiently more capable than Firm A, increased effort has the effect of winning the influence
game and is, thus, worthwhile.

Now conditional on 1, Firm 4 is a positive multiple of 7's influence effort. Hence, as can
be shown, Firm A4 has the same comparative statics as Firm 7. That is, these firms represent
strategic complements. We also see from Equations (1) and (2) that the influence level approaches
infinity as equilibrium efforts become similar. In practice, this means any influence budget binds
at this level.

We can also think of all of the comparative statics above as applying to the decision to
begin any influencing activities at all for either firm. Simply assume that there are some fixed costs
that must be paid to engage in influence. Thus, there needs to be sufficient incentive to exert
influence effort at all. This increased likelihood is essentially equivalent to the comparative statics
for increasing influence effort as discussed above. Similar logic applies to the non-market actor’s
likelihood of entering.

Finally, we could conceptualize influence as a stock rather than a flow, as we have done
thus far. Assume influence / is a function of all historical influence efforts and 7 could also decay
over time. For this setting of influence as a stock rather than a flow, a firm that has a head start in
influencing activities will be difficult to overtake, as additional influence has less of an effect.

We now collect these additional results in the following propositions:

Proposition 2: The non-market actor has increased likelihood of involvement and will increase
involvement with increased private benefit, increased advantage to target Firm T, decreased

influencing from Firm T, and increased influencing by the attacking Firm A.

Proposition 3: The target Firm T will increase its influencing efforts with any of the following:

increased penalty for wrongdoing p, increased status quo profit mwrq, larger advantage D,
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larger benefit to the non-market actor for removing advantage B, and increased adverse effect

to Firm A's profits by Firm T's increased profits, as captured by v.

Proposition 4: The target firm T's influence effort is non-monotonic in its own influencing
ability. When ability is similar to Firm A's influencing ability, influencing decreases in
increased ability of Firm T and both influencing efforts of Firm A and Firm T go down.
However, as Firm T becomes sufficiently more capable than Firm A, influencing effort is again

increased.

Proposition 5: The attacking Firm A exerts influence effort proportional to Firm T at the rate

of yﬁﬁ of Firm T's efforts. Consequently, all of the above comparative statics for Firm T's
T

influence efforts apply to Firm A's influence efforts. All such comparative statics also predict
the likelihood that Firm A becomes involved in influence activities. Finally, by similar

argument, Firm T will respond in kind to Firm A.

Proposition 6: If a firm enjoys a first-mover advantage, the late-mover firm will find it more

difficult to influence the non-market actor.

Our model is sufficiently general that it can be applied to any three-way interactions
between two market actors through a non-market actor. It is our hope that future research will build
on this model to test additional aspects of our theory that conceptualizes the deployment of non-

market actors as strategic weapons.
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