MGMT 561: Business Government Relations

Section 3: Study Guide


	Lesson 1

How the Public Policy Environment Matters to the Competitive Environment of Business

	Policy Matters
	· Governmental actions are important to private markets/industry

· Government establishes rules and laws that allow business to take place 

· Rules and laws impact regulatory requirements

· Gov’t an provide indirect assistance through spending (Boeing)

· Gov’t can adopt protectionist policy (Airbus)

· Public policies of other countries are also very important

· If no laws, there are no safeguards for investments (i.e. Russia) 

· Mexico’s failure to enforce intellectual property laws costs US entertainment and software firms millions of dollars in lost revenues annually.

· Being active in the policy arena can be critical to a firm 

· Public policies often determine the boundaries of the competitive environment.  

· Enron aggressively pursuing deregulation – classic “political entrepreneurialism”. 

	Political Entrepreneurs
	· Goal - become a recognized player in Washington w/credibility to influence policy

· Seek to secure access to key decision makers, influence policy, and enhance the profitability of business operations

· Should adopt the same attributes as business entrepreneurs

· Opportunity Driven –exploit opportunities in rapidly changing environments

· Avoid the Risk of Obsolescence – rent resources 
· Flexible Decision Making Systems – make big decisions quick – be first to market

	Industrial Policy
	· Direct government guidance, development, and subsidization of business 

· Airbus vs. Boeing

· Americans tend to greatly dislike this kind of “picking winners and losers” 

· Not all government involvement in markets is “bad

· Economies are based on a set of underlying property rights, contract law and enforcement mechanisms that investors the confidence.

· Many kinds of public policies affect the competitive environment of business – some detrimentally, but many beneficially. 

· It is incorrect to assume the government is always the enemy of private enterprise.

	Lesson 2

Legislator Motivation and Activities

	Re-election vs. 

Public Service

‘Re-election Matters’
	· Goals of legislators

· Re-election
· Attention/Adulation
· Public Spirit/Making Good Policy
· The primary motivation is re-election - without it other goals can’t be accomplished

· Politicians are strongly motivated to help their constituents 

· They want votes and support

· The only way to stay in office to meet other motivations 

· Legislators particularly want to help business groups because 

· Business tends to be intensely interested in certain issues 

· Has lots of money to contribute to political campaigns

· Generates jobs in the legislator’s district.  

	Legislator Activities
	· Advertising – building a brand name

· Blame Avoidance –more important to avoid blame than to take credit

· People remember what is done to them more than what is done for them

· Credit Claiming – taking credit for positive accomplishments

· Pork Barrel Politics / Particularized Benefits – help specific constituents

· Position Taking – speaking publicly w/o taking action to change anything

	Credit Claiming / Blame Avoidance
	· Legislators hate polarized political issues 

· Greater chance that blame will outweigh the ability to claim credit.

· Strongly polarized issues often produce policy gridlock 

· Legislators won’t risk blame avoidance.  

· Business implication:  if your business is seeking policy in a very polarized area, be prepared to wait a long time for resolution to get a policy that satisfies no one

· Ex:  Telecom deregulation was so slow to occur from 1982 break-up of ATT to the 1996 Telecommunications Reform Act. 

	Pork Barrel Politics/ Particularized Benefits
	· Questionable spending projects in a political district used to gain voter goodwill
· A form of "credit-claiming" 
· Particularized benefit in order to increase a legislator’s reelection chances.  

	Median Voter
	· The candidate who is closest to meeting the needs of the median voter wins

· Avoid actions on the extremes  - stick to the center (Bill Clinton example)

· Adjusting policy to the MV increases support - serves legislators' self interest

· The MV can shift in given policy debate.  

· This shifting is dangerous - makes the legislative outcome more uncertain.  

· Shifts often occur as the pool of interested voters on an issue increase

· Both businesses and legislators prefer low visibility issues

· Easiest to predict and control/satisfy the interests of a smaller group.  

· Businesses prefer issues with only a few interested voters

· Legislators prefer this situation because of lower chance of political blame.

	Rational Ignorance
	· A decision NOT to be educated about political policy – intentionally uninformed

	Lesson 3

Congressional Org. and Committees: Differing Constituencies of Legislators & Presidents

	Committee System

‘Committees Matter’
	· Bills introduced in congress must go thru committee before being voted on

· Division of labor

· Allows specialization

· Committee Power

· Majoritarianism – the majority party chairs all committees and sub-committees

· Proportionality – partisan representation is proportional to the House/Senate

· Policy Jurisdiction – a committee has general turf or “property rights” over issues 
· Deference – the congress usually defers judgment to committee experts

· Seniority –assignments are made by seniority – returning legislators have dibs

· Rules Committee

· Agenda Setting – the regular procedure for a bill is considered by this committee

· Legislators derive much of their power from committee system

· Credit Claiming – committees allow tangible actions – unwritten rules support committee members who introduce bills

· Blame Avoidance – only 80-90% of bills introduced make it to a floor vote, so a bill can be introduced to show action was taken

· Position Taking – committees serve as a platform form making public statements

	Legislative Gates
	· Introduction – Referral to a Committee – Referral to a Sub-Committee – Sub-committee Hearings – Sub-committee Mark-up – Sub-committee Report – Committee Hearings – Committee Mark-up – Committee Report – Placement on a Calendar – Scheduling – Floor Debate – Vote / Final Passage

	National vs. Regional Constituencies
	· In the U.S. – only the president looks out for the national constituency

· Legislators must answer to local constituencies to be re-elected

· President (8 years max) and legislators (4-6 years+) are on different time tables 

· Example – 1934 Reciprocal Trade Agreements Act delegates trade to President

	Re-distributive Policies
	·  Public policies characterized by concentrated benefits (either geographically concentrated or for a small number of beneficiaries) and diffused costs.  

· Tariff protection, where the benefits of the protection accrue to a small number of people in protected firms, compared to the large number of consumers 

· Pork barrel spending.  

· Business generally has an advantage in seeking RP.  
· Consumers hurt, for example, by quotas on apparel are likely ignorant of the costs and, even if they know about the costs they will still rationally chose NOT to act 

	Tragedy of the Commons
	· A rational herdsmen will take advantage of an open pasture and have as many of his/her own cattle graze as possible

· Individuals have more to gain by looking out for individual vs. collective needs


	Collective Action
	·  The diminishing incentives for an individual to participate in a group (or collective) action as the size of the group increases.  

· As more people become involved, there are greater incentives for free riding and shirking -- individuals assume someone else will do the work

· In very small groups, it's difficult for an individual to not contribute to the effort.. 

· Business Implications
· Business has fewer CA problems than many other interest groups.  There are generally fewer firms in an industry association, for example, than there are people interested in other kinds interest groups.  The less a group is plagued by CA problems, the more effectively they can exercise political voice.  
· Second, even though business has fewer collective action problems, than many other interest groups, it still faces them.  Thus the need, for example, to select coalition partners based on member intensity. When leading a political strategy, such as the fight against Prop 211, it is very important for the "lead group" to be tightly focused and highly motivated, otherwise there may be no leadership.

	Lesson 4

Gaining Access: Political Contributions and Activity

	PACs 

(Political Action Committees)
	· Firms are prohibited from contributing directly to federal campaign candidates

· Firms may not contribute to PAC, but can pay admin costs

· PACs may contribute $5000 per election / $15,000 per year to a candidate

· PACs fund about 40% of House races and 30% of Senate races

· “Christmas tree” provisions ensure specific needs of specific companies are met

	Hard Money
	· 1974 Federal Election Campaign Act

· Individuals may contribute $1000 per election/$5000 year to a candidate

· Individuals may contribute $20,000 per year to a political party

· Political parties may contribute $5000 - $17,500 to candidate

· PACs may contribute as listed above

	Soft Money
	· Supposed to benefit only local and state political candidates and political parties

· No limits on the amount of donations – corporate donations are allowed

· High Costs of Campaigns is, in part, attributable to TV ads and Opinion Polls

· Advantages of Soft Money

· No limits on $ amount of contributions – more efficient way to raise money

· Corporations can donate directly from treasuries

· Can be donated directly to executive branch cabinet members

	Securing Political Access vs. Buying Votes
	· How donations matter

· What matters most is securing influence – not obtaining votes on an issue.  

· Donations secure access and allow interests to suggest changes to a bill

· Companies can benefit from the favorable wording of legislation

· Political parties differ little in their desire for corporate funds

· Corporations have clout, in part because the have the resources to staff research

· Why donations don’t matter

· Amounts are small

	High Visibility vs. 

Low Visibility Issues
	· The more visible an issue, the less likely a member of congress will be influenced by contributions

· High visibility issues overcome rational ignorance thru media coverage

· Low visibility cheaper, easier to satisfy median voter, easier to avoid blame

	Campaign Finance Reform
	· The same people who benefit from system (incumbents) are supposed to reform it.  

· Reform is likely to have major holes that $ can come flooding through 

· Congress may put true reforms on the book (and take credit for reform), but then not fund the FEC (Federal Election Committee) sufficiently to enforce the laws.

· Even if all funding for campaigns became public, business and high-level executives would retain at least some advantages over "ordinary” citizens.  

· Ex. Ken Lay has access to all Enron employees whom he could influence


	Business Implications
	· Money will continue to matter to influencing legislators and gaining access.  

· Since soft money is so much more “efficient” for both legislators (more can be raised with less work) and donors (no pesky limits to worry about), its importance will soon outstrip the importance of hard money.

· Should firms engage in the political game?

·  Depends on how important a potential policy change is firm.  

· Most businesses cannot afford to be partisan on campaign contributions

	Lesson 5

Corporate Political Advantages, Issue Framing, Issue Visibility and Coalition Building

	Business Political Privilege
	· Business is not merely another interest group.   Business supports society welfare and has goals that are aligned with political objectives

· Employment

· Economic Welfare

· Growth

· Business has the access/resources to influence legislators

· Small groups are more effective than large groups – can see impact of action

· Often seen as the subject matter expert on a topic

· Highly motivated - directors have a fiduciary duty – policy often affects profits

· Naturally organized - exhibits stronger cohesiveness than individuals

· Business goals aligned with legislators goals 

· Has money to organize an offense or defense of issues

· Business is often the median voter – small manageable pool of interested voters

	High vs. Low Visibility
	·  In general, low visibility is the best strategy on obscure issues 

· Inexpensive (compared to high visibility issues) 

· Usually easy to identity interested parties - compromises are more easy to obtain  

· Lessens likelihood of blame for legislators.  

· High visibility best when firm needs large electoral base - Health Care Reform

· Danger is that it is much more expensive and unpredictable 

	Public Interest “Spin” on Issue 

Grassroots Organizing –

Coalition Building
	· Business has the best chance of prevailing on policy if it provides a “public interest” rationale, especially one that becomes highly visible.  

· Naked economic self-interest is not a good argument because legislators need “high-minded” reasons for support – for which they will not be blamed.

· Business often needs coalition partners - forming a coalition with interest groups that pursue the policy for other than economic reasons is a good political strategy.  

	Lesson 6

Cases in Political Strategy – The Chrysler Bailout

	Stakeholders
	· Interested parties in an issue

	Grassroots Organizing / Coalition Building
	· Reflects understanding of geographic dispersion of legislators –lists of dealers and suppliers includes all congressional districts except two

· Keen understanding of policy process – work with Finance and then Banking committees and doing what is necessary to extract concessions from stakeholders

	Issue Framing
	· Bailout will preserve Markets, doesn’t interfere with them (allows Republicans who are against government intervention in markets to have a rationale for supporting the bailout that is consistent with their ideological position).

· Iacocca Prefers not to be there--likes free market system

· Maintain market competition – 3 competitors, don’t want duopoly

· Gov’t regulation responsible for Chrysler’s financial difficulties (provides political cover for legislators opposed to government interference in markets)

· Regulation the central problem

· Loan guarantees have precedent--used previously

· Innocent parties will be hurt (response to Chrysler’s mismanagement)

· Will cost taxpayers $10B to let Chrysler go under (lost tax rev + unemployment)

· Vast employment stimulated by Chrysler--2million

· Chrysler failure would threaten stability of financial markets

	Public Interest Rationale
	· Identifying the public interest in an issue (rather than pure economics)

· Iacocca says there is a public interest in supporting 3 car makers in the USA

	Lesson 7

Cases in Political Strategy II – Proposition 211 on Securities Litigation Reform


Main Coalition Partners & Political Strengths of Coalition Partners

	Political Strength
	First Level 

(harmed the most directly and immediately)
	Second Level

 (harmed less directly and immediately)

	Intensity 

· Most likely to come from harm to economic interests

· Intensity is necessary to lead coalition
	· Silicon Valley & other CA-located high tech firms and firms with volatile stock prices

· Firms previously sued by Lereach

· All Public corps in CA

· Finance Firms, Accounts and Professional Firms (“aiders & abettors”)

· Insurance companies, particularly those covering Boards of Directors
	· All public corps in US (CA firms hit more immediately and directly)

· All high-tech, volatile public firms nationwide

· Venture Capital firms 

· Real Estate Industry in CA (declining real estate prices – not as immediate an economic impact as suffered by Silicon Valley)

· Suppliers to CA firms (potential decline in demand from these firms, but not as immediate an economic impact as first level firms)

	Political Experience

· Necessary b/c Silicon Valley has none
	· Financial Services Firms & Accountants – adept at planning and executing business political strategies

· Previous coalitions supporting Federal legislation and Prop. 202
	

	Money

· Necessary b/c the high cost of the ads to defeat 211 
	· Silicon Valley and CA high tech firms

· Firms previously sued by Lereach

· Financial Firms, Accountants
	· All Public corps unlikely to make big financial contributions, unless they’ve been sued by Lereach, because effects of 211 are less immediate than to CA firms

	CA voters

· Necessary because 211 decided by CA voters
	· Silicon Valley & other CA-located high tech firms and firms with volatile stock prices

· Firms previously sued by Lereach

· All Public corps in CA
	

	Public Interest Rationale

· Necessary to counter businesses self-interest
	· Anti-lawyer groups

· Anti-tax groups

· Legislator or government endorsements 
	

	Credible Information

· Would help in estimates of CA job loss, $ share dilution
	· Think tanks, economic institutes, academicians


	

	Lesson 8

Role of Administrative and Regulatory Agencies

	Bureaucratic Inefficiency vs. Political Efficiency

‘Agencies Matter’
	· Agencies matter because they deliver benefits or impose regulations 

· Congress delegates to agencies for several reasons:

· Manpower issue – Congress can’t do all the administrative work itself.  

· Provide Benefits – allows subsidy payments to powerful groups of constituents.

· Politically efficient –built to address political problems (Uncertainty / Compromise)  

· Blame Avoidance – rather than write detailed legislation, Congress gives a vague mandate to a regulatory agency – allows it to take some action, but vague action 

· Expertise issue – legislators don’t have the technical expertise to do certain functions 

· Agencies have 2 “bosses”.  

· Executive branch – formal boss – appoints agency head

· Congressional branch – oversight committee– approves nominations, sets budget, holds hearings, sets legislative mandates, etc.  

	Political Uncertainty
	· A political party that is power today may not be in power tomorrow

· Structure agencies so "political enemies" can’t gain control and change mandate

· Insulate the agency from public authority/democratic control in the future.

· Detailed legislation rigidly constrains the agency mandate and discretion.  

· Fold multiple agendas into the same agency, so as to make elimination more difficult.  Ex:  US Dept. of Agriculture contains the Food Stamp program, so that agricultural and urban legislators are likely to object to attempts to eliminate 

· Increase the number of “professionals” in agency (civil servant appointees) versus “political appointments” because political appointees will try and change the mandate, whereas civil servants will follow the mandate given to them by congress

	Political Compromise
	· Opponents have a direct say in how the agency and mandate are constructed because compromise is most often necessary in order to have sufficient votes for creation 

· Opponents want to subvert the agency's efficient functioning by:

· Mechanisms that allow all agency policy to be tirelessly examined and challenged.  

· Public comments on proposed agency rules, to maximize “fire alarm” oversight.

· Increase in political appointees; decrease civil servants in an agency.

	Police Patrol vs. Fire Alarm Oversight
	· Police Patrol – Congress examines a sample of executive agency activities, with the aim of detecting and remedying violations of legislative goals & deterring violations

· Fire Alarm – Congress establishes a system of rules, procedures and informal practices that enable individual citizens and interest groups to examine administrative decisions

· Instead of randomly sniffing for fires (police patrol), Congress prefers to set in place a system of fire alarms so that citizens and interest groups can alert them to problems

· Money – the cost is borne, to a large extent, by private agencies 

· Efficient - allows them to focus on credit-claming opportunities that help supporters

· Time – better use of time

	Business Implications:
	· Firms can thwart unwanted policy by 

· Pressing for rules that maximize opportunities to comment upon and challenge proposed regulation.  

· Choking off funding to thwart the mission of an agency 

· Ringing “fire alarms” on poor agency decisions by alerting legislators on the appropriate oversight committees of what the agency is doing 
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