Influencing the Political Environment


Businesses face complicated issues in managing their relationships with politicians and government regulators. Managers must understand the political environment and be active and effective participants in the public policy process. They need to ensure that their company is seen as a relevant stakeholder when government officials make public policy decisions and must be familiar with the many ways that business can influence these decisions. The opportunities afforded businesses to participate in the public policy process differ from nation to nation. Sound business strategies depend on an understanding of these differences, enabling businesses to manage worldwide business–government relations effectively.


This chapter focuses on these key learning objectives:


•	Understanding the arguments for and against business participation in the political process.


•	Knowing the types of corporate political strategies and the influences on an organization’s development of a particular strategy.


•	Assessing the tactics businesses can use to be involved in the political process.


•	Analyzing how the problem of money and campaign financing in the American political system affects business.


•	Recognizing the challenges business faces in managing business–government relations in different countries.


Dean Kamen was a 50-year-old entrepreneur who combined a boyish enthusiasm for science with an unswerving drive to achieve business success. Kamen had marketed a cardiac stint (a device that reduces artery blockages in heart patients), a portable insulin pump for diabetes sufferers, and the iBot wheelchair that could climb stairs. He was confident that his latest invention—the Segway transporter—would also be widely successful. Kamen’s confidence began to wane, however, as he began his difficult and frustrating journey into the political process.


	Kamen predicted that the Segway transporter would “revolutionize transportation by curbing car use and relieving urban congestion.” The Segway is a single-person, motorized apparatus whereon the operator stands on a small platform and grips the handlebar. As the rider leans forward or backward, the device moves in the corresponding direction. The �Segway is about four feet tall, has no brake or accelerator (it stops when the operator stands straight up), moves up to 12.5 miles per hour, and weighs 65 pounds. The Segway was introduced with great fanfare when it rolled across the stage of “Good Morning America” and was taken for a spin by Jay Leno and Russell Crowe on “The Tonight Show.”


	In 2001, the Segway received approval from the Consumer Product Safety Commission (CPSC). All that stood between the Segway and the market were thousands of municipal ordinances that banned the operation of motorized vehicles on city sidewalks. Kamen believed that users would not want to drive the Segway on city streets, out of fear of being hit by faster-moving automobiles, but government officials feared that pedestrians would be at risk if the Segway were operated on sidewalks.


	Although the Segway was engineered to gently stop and roll backward if it ran into something, Kamen had not performed any crash testing to support his claim that a pedestrian encounter with the Segway would be no worse than if two people collided at a comparable speed. Others were not so sure. “If a Segway hits a pedestrian, there will be �serious damage,” said Charles Trainor, chief traffic engineer in Philadelphia. “I would not be in favor of changing the law.”


	The challenge before Kamen was clear: Get states and cities to change their laws to permit the Segway on the sidewalks. And thus began months of relentless lobbying of state legislatures and city council members. Opponents of the Segway argued that pedestrians were already afraid of being injured through a collision with a skateboard, permitted on most public sidewalks. Others cited that scooter-related injuries treated in �emergency rooms had more than tripled to 4,390 in the past year.


	Kamen provided trial runs for police and government officials, who genuinely seemed to enjoy the ride but were hesitant to support a change in the law. The CPSC approval was used as evidence of government support for the product. Finally, after years of lobbying, Kamen successfully convinced 41 states to allow sidewalk usage of the Segway, although about �
one-third of their laws included language giving ultimate discretion to local governments.


	The state of New York, one of the states without supportive legislation, agreed to evaluate a small fleet of Segways to be used by the New York City police. The Chicago Police Department purchased 28 units on a trial basis to patrol the city airports. Walt Disney Company purchased 100 Segways for its workers but prohibited visitors at the parks from using them. Yet, Kamen’s prediction of 50,000 to 100,000 in annual Segway sales remained a distant goal as of 2006. New woes plagued Kaman as the company announced in September 2006 a voluntary recall of all units due to a software glitch that could cause rider injury. His dream of providing American consumers with a single-rider, upright, motorized vehicle continued to be a challenge.1


	What strategies should businesspeople like Kamen use to influence state and local government officials to change laws enabling new innovations to be sold? Should governments rigorously protect citizens, or should the marketplace decide what products or services should be sold? Would Kamen have been more successful if he had developed “friendships” with key politicians or legislators, providing them with various gifts? Would these actions be ethical?


	This chapter focuses on managing business–government relations and political issues. Businesses do not have an absolute right to exist and pursue profits. The right to conduct commerce depends on compliance with appropriate laws and public policy. As discussed in Chapter 8, public policies and government regulations are shaped by many actors, including business, special interest groups, and government officials. The emergence of public issues often encourages companies to monitor public concerns, respond to government proposals, and participate in the political process. This chapter discusses how managers can ethically and practically meet the challenge of managing the �business–government relationship.


Participants in the Political Environment


In many countries the political environment features numerous participants. These participants may have differing objectives and goals, varying access to political tools, and disparate levels of power or influence. The outcomes sought by businesses may be consistent, or at odds, with the results desired by interest groups. Participants may argue that their needs are greater than the needs of other political actors, or that one group or another group does not have the right to be involved in the public policy process. To better understand the dynamic nature of the political environment, it is important to explore who participates in the political process and their claims of legitimacy.


Business as a Political Participant


There is a serious debate between those who favor and those who oppose business involvement in governmental affairs. This debate involves the question of whether, and to what extent, business should legitimately participate in the political process. As shown in Figure 9.1, some people believe business should stay out of politics, while others argue that business has a right to be involved.


	Proponents of business involvement in the political process often argue that since other affected groups (such as special interest groups) are permitted to be involved, it is only fair that business should be, too. This justice and fairness argument becomes even stronger when one considers the significant financial consequences that government actions may have on business.


As high-speed Internet became widely available, growing numbers of people were accessing unauthorized digital copies of movies and other entertainment, circumventing the payment of royalties to the companies and artists who held copyrights to these creative works. In response, technology firms banded together to form a powerful lobbying group, the Alliance for Digital Progress, to get the government’s attention. This group was backed by Microsoft, Dell Computer, Motorola, and other businesses, as well as consumer rights advocates. The Alliance vowed to eliminate free online swapping and advocated strict penalties for people who violated its member companies’ intellectual property rights.2


	Businesses see themselves as countervailing forces in the political arena and believe that their progress, if not very survival, depends on participating actively in politics. But others are not as confident that the presence of business enhances the political process. In this view, business has disproportionate influence, based on its great power and financial resources.


In a 2005 Harris poll, a large majority of those polled believed that big companies had too much political power (90 percent), up from 80 percent two years earlier. Political action committees, a favorite political instrument for businesses, were seen as too powerful by 85 percent of the public, as were political lobbyists (by 74 percent). In general, the public feared the economic power and influence wielded by businesses, whereas only 16 percent of those polled believed that �public opinion had too much power in the political environment. In 2006, in the wake of the lobbying scandal involving Jack Abramoff and key elected officials, the American public felt that their worse fears were simply confirmed—81 percent believed that lobbyists bribing lawmakers was common behavior in Congress.3


	Although the debate over whether businesses should be involved in the political environment rages on, the facts are that in many countries businesses are permitted to engage in political discussions, influence political races, and introduce or contribute to the drafting of laws and regulations. But businesses do not act alone in these activities. Other stakeholders also are active participants in the political environment.


Interest Groups in Politics


Interest groups, representing many varied concerns and populations, have a voice in politics and the public policy process. These groups often use the same tactics as businesses to influence government officials, elections, and regulation.


One example of an interest group is the Fraternal Order of Police (FOP). Founded in Pittsburgh, Pennsylvania, in 1915, the FOP’s membership had grown to more than 324,000 by 2006. Its power increased when it aligned with other law enforcement groups, such as the National Association of Police Organizations and the International Association of Police Chiefs. In the 2000 and 2004 presidential elections, the FOP overrode the recommendation of its five-member presidential-endorsement panel and supported George W. Bush. That move paid off significantly when Bush won the election. FOP members were appointed to serve on five federal advisory panels, and its leading officials were invited to dinners at the White House and private conferences with the head of the Office of Homeland Security.4


	Labor unions, such as the FOP, have been involved in U.S. politics for decades. The AFL-CIO approved a 4-cent-per-member monthly dues increase to support political activity, bringing the total amount to 10.5 cents per member per month. This increase provided an additional $7 million annually as the labor federation geared up for the 2004 presidential election.5 The increase was controversial because the labor movement was not politically unified. Traditionally, the AFL-CIO had supported Democratic candidates in elections. But some unions had begun to change their views. The Teamsters, for example, had drawn closer to the Bush administration, and members of the International Association of Machinists were skeptical of Democrats’ support of unions on trade and employment issues.


Coalition Political Activity


Business organizations and interest groups do not always act alone in the political process; often two or more participants join together to act in concert. Such ad hoc coalitions bring diverse groups together to organize for or against particular legislation or regulation. Politics can create unusual alliances and curious conflicts, as the following example illustrates.


Daylight saving time involves setting clocks forward in specific areas of the country to increase the amount of daylight that falls later in the day. At various times, different industries have lobbied for or against extending these adjustments. For example, the barbecue industry has argued that an extra few weeks of daylight saving would boost the sale of grills, charcoal, and utensils, which are usually used in the evening. The candy industry said that if daylight saving was not extended past Halloween, candy sales would decline as fewer children went out to trick or treat. The Air Transport Association, representing major U.S. airlines, argued that daylight saving time placed U.S. international flight schedules out of sync with European schedules. The National Parent Teacher Association also was opposed, claiming children would be going to school in the dark morning hours, increasing the potential for more accidents and abductions. In 2006, President Bush signed into law a National Energy Plan that, among other energy initiatives, extended daylight saving time four weeks. The major reason was to conserve electricity, by having most work activity fall within daylight hours.6


Influencing the Business–Government Relationship


Most scholars and businesspeople agree: Business must participate in politics. Why? Quite simply, the stakes are too high for business not to be involved. Government must and will act upon many issues, and these issues affect the basic operations of business and its pursuit of economic stability and growth. Therefore, businesses must develop a corporate political strategy.


Corporate Political Strategy


A corporate political strategy involves the “activities taken by organizations to acquire, develop, and use power to obtain an advantage.” This advantage may involve, for example, changing or not changing a particular allocation of resources, such as government support for a project supported by business. These strategies might seek to continue the firms’ economic survival or growth, to hinder their competitors’ progress and ability to compete, or to exercise their right to a voice in government affairs.7


	Organizations differ in how actively they are involved in politics on an ongoing basis. Some companies essentially wait for a public policy issue to emerge before building a strategy to address that issue. This is likely when they believe the threat posed by unexpected public issues is relatively small. An example of the hesitancy of one firm, Starbucks, to engage in political action is described in the discussion case at the end of this chapter.


	On the other hand, other companies develop an ongoing political strategy, so that they are ready when various public issues arise. Firms are most likely to have a long-term political strategy if they believe the risks of harm from unexpected public issues are great, or when the firm is a frequent target of public attention. For example, firms in the chemical industry, which must contend with frequently changing environmental regulations and the risk of dangerous accidents, usually have a sophisticated political strategy. The same may be true for firms in the entertainment industry, which must often contend with policy issues such as intellectual property rights, public standards of decency, and licensing rights to new technologies.


	Political actions by businesses often take the form of one of the following three strategic types, also shown in Figure 9.2:


•	Information strategy (where businesses seek to provide government policy makers with information to influence their actions, such as lobbying).


•	Financial-incentives strategy (where businesses provide incentives to influence government policy makers to act in a certain way, such as making a contribution to a political action committee that supports the policymaker).


•	Constituency-building strategy (where businesses seek to gain support from other affected organizations to better influence government policy makers to act in a way that helps them).8


	The various tactics used by businesses when adopting each of these political strategies are discussed next in this chapter.


	Most companies understand the importance of having a corporate political strategy. Whether a firm has the substantial resources to employ permanent lobbyists in the nation’s capital or simply tries to meet local politicians at community gatherings, all companies need to have a clear purpose, message, and plan for engaging in the political environment. Yet, sometimes even the best strategy can fail.


Global Crossing’s founder Gary Winnick set out in the 1990s to sell high-speed fiber networks. Central to his plan was a high-powered political strategy. He placed a top Democratic fund-raiser and a former Republican senator on Global Crossing’s board of directors. He hired lobbyists to target both the executive and legislative branches of government. The company and its employees flooded Washington with donations, surpassing even Enron Corporation in the amount of contributions to election campaigns. Yet Global Crossing repeatedly failed to persuade members of the Federal Communications Commission, the Pentagon, and Congress. Winnick discovered that writing big checks gained access to some individuals, but it also brought about greater scrutiny from others. A well-funded political strategy could not mask the weakness of Global Crossing’s business plan and could not rescue the firm when its business began to fail.9


Political Action Tactics


The tactics or tools used by business to influence the public policy process are often similar to those available to other political participants. Sometimes business may have an advantage since it might have greater financial resources, but often it is how tactics are used—not the amount of money spent—that determines their effectiveness. This section will discuss tactics used by business in the three strategic areas of information, financial incentives, and constituency building.


Promoting an Information Strategy


As shown in Figure 9.2, some firms pursue a political strategy that tries to provide �government policy makers with information to influence their actions. Lobbying is the political action tool most often used by businesses when pursuing this type of political strategy, but some firms also use various forms of direct communication with policy �makers. These various information-strategy approaches are discussed next.


Lobbying


An important tool of business involvement in politics is lobbying. Many companies hire full-time representatives in Washington, D.C., state capitals, or local cities (or the national capital in other countries where they operate) to keep abreast of developments that may affect the company and, when necessary, to communicate with government officials. These individuals are called lobbyists. Their job is to represent the business before the people and agencies involved in determining legislative and regulatory outcomes. Lobbying involves direct contact with a government official to influence the thinking or actions of that person on an issue or public policy. Lobbyists communicate with and try to persuade others to support an organization’s interest or stake as they consider a particular law, policy, or regulation.


	Under U.S. law, lobbying activities must be disclosed publicly. Lobbying firms and organizations employing in-house lobbyists must register with the government. They must also file regular reports on their earnings (lobbyists) or expenses (organizations), and indicate the issues and legislation that were the focus of their efforts. Lobbyists provide politicians with various perks and gifts. The Center for Public Integrity reported in 2006 that members of Congress and their aides took 23,000 trips financed by lobbyists representing corporations, trade associations, and other private groups, costing more than $50 million from January 2000 through June 2005. Such gifts from lobbyists to legislators are legal only if they do not exceed a value of $100 a year from any one source. However, many exceptions exist, including for payments to legislators to attend training or other events related to their public duties. In 2006, after several embarrassing scandals involving lobbyists, Congress debated but did not pass legislation to tighten these rules.10


In 2006, well-known lobbyist Jack Abramoff received the minimum sentence of less than six years in prison after he pleaded guilty to charges of fraud, conspiracy, and tax evasion. The light sentence was attributed to Abramoff’s cooperation with investigations of bribery and political corruption involving numerous members of Congress. Federal records showed that 220 members of Congress received more than $1.7 million in political contributions from Abramoff and his associates and clients, as well as enjoying the benefits of lavish trips, free meals, and entertainment.11


	A significant amount of lobbying by businesses is conducted through industry trade groups or industry representatives. Figure 9.3 shows the top 20 business industry groups with the highest expenditures for lobbyists during the 2005–2006 election cycle.


	Businesses sometimes hire former government officials as lobbyists and political advisors. These individuals bring with them their personal connections and detailed knowledge of the public policy process. This circulation of individuals between business and government is often referred to as the revolving door. For example, 43 percent of former Congressional representatives who left office between 1998 and June 2004 and were eligible to lobby Congress or other governmental agencies have become lobbyists. The report from the Project on Government Oversight states, “The revolving door has become such an accepted part of federal contracting in recent years that it is �frequently difficult to determine where the government stops and the private sector begins.”12 Lockheed Martin, the world’s largest defense contractor, has seen the greatest revolving door activity with 57 government officials on the company’s payroll as lobbyists and consultants. Other firms, all major U.S. defense contractors, have followed Lockheed Martin’s pattern: Boeing (33 former government officials on the company’s payroll), Raytheon (23), Northrop Grumman (20), and General Dynamics (19), according to the Project on Government Oversight.


	The revolving door is present in other countries in addition to the United States. Shuhei Kishimoto left a prestigious government position to work for Toyota Motor Corporation, but then returned to government work as a special advisor to Japan’s Minister of Economic and Fiscal Policy. According to Kishimoto, “I hope more people will move back and forth between the public and private sectors in Japan. I want to be a pioneer for the ‘revolving door’ life.”13


	Sometimes, businesspeople leave the private sector to take employment in government, serving for a time before returning to the corporate world. These individuals can become an important conduit for information between business and government. Before William Donaldson became the chairman of the Securities and Exchange Commission in 2003, he founded the investment banking firm of Donaldson Lufkin and Jenrette. �Marianne Lamont Horinko, before being named the acting administrator of the Environmental Protection Agency in 2003, was the president of Clay Associates, a national environmental policy consulting firm.


	While it is perfectly legal for government officials to seek employment in industry, and vice versa, the revolving door carries potential for abuse. Although it may be praised as an act of public service when a business executive leaves a corporate position to work for a regulatory agency, that executive may be inclined to act favorably toward his or her former employer. Such favoritism would not be fair to other firms also regulated by the agency. Businesses can also seek to influence public policy by offering jobs to regulators in exchange for favors, a practice that is considered highly unethical, as shown in the following example.


In the final days before leaving their government offices, two administrators quietly reversed the findings of the Interior Department staff historians, resulting in the recognition of three groups as Indian tribes. This recognition gave the three groups the right to open gaming casinos, which could provide the groups with the opportunity to make millions of dollars. According to a Boston Globe article, the two officials, Bureau of Indian Affairs head Kevin Gover and his deputy Michael J. Anderson, immediately left government service and became executives representing the now-recognized Indian tribes.14


	In general, lobbying—as well as hiring former government officials for positions in the corporate world—is normally legal, but great care must be exercised to act �ethically.


Direct Communications


Businesses can also promote an information strategy through direct communication with policy makers.


	Democracy requires citizen access and communication with political leaders. Businesses often invite government officials to visit local plant facilities, give speeches to employees, attend awards ceremonies, and participate in activities that will improve the officials’ understanding of management and employee concerns. These activities help to humanize the distant relationship that can otherwise develop between government officials and the public.


	Although such contacts are legal, strict rules govern payments to public officials. For example, under congressional ethics rules, members of the House of Representatives and Senate may accept no honoraria (payments) for speeches given to businesses or other groups (although they may request that a charitable donation of up to $2,000 per speech be made on their behalf). They also may not accept gifts worth more than $50. They may, however, accept reimbursement for food, transportation, and lodging expenses incurred during travel to a speaking engagement, fact-finding visit, or similar activity. These rules were established to prevent a business organization, or other interested group, from seeking to influence policy by offering generous speaking fees and other favors to legislators.


	One of the most effective organizations promoting direct communications between business and policy makers is The Business Roundtable. Founded in 1972, the Roundtable is an organization of chief executive officers (CEOs) of leading corporations. The organization studies various public policy issues and advocates for laws that it believes “foster vigorous economic growth and a dynamic global economy.” Some issues the Roundtable has taken a position on in recent years include corporate governance, education, health care, and civil justice reform. One of the most distinctive aspects of the Roundtable’s work is that CEOs are directly involved. Once the Roundtable has formulated a position on a matter of public policy, CEOs go to Washington, D.C., to talk personally with lawmakers. The organization has found that this direct approach works very well.15


Expert Witness Testimony


A common method of providing information to legislators is for CEOs and other executives to give testimony in various public forums. Businesses may want to �provide facts, anecdotes, or data to educate and influence government leaders. One way that government officials collect information in the United States is through public congressional hearings, where business leaders may be invited to speak. These hearings may influence whether legislation is introduced in Congress, or change the language or funding of a proposed piece of legislation, or shape how regulation is implemented.


	How businesses become involved in and help support political campaigning and �elections has faced a major upheaval with the advent of the Internet. As discussed in Exhibit 9.A, new ways have emerged for businesses and individuals to influence elections via high technology.


Promoting a Financial-Incentive Strategy


Businesses may wish to influence government policy makers by providing financial incentives in the hope that the legislator will be persuaded to act in a certain way or cast a vote favorable to the business’s interests. Political action committees and economic leverage are the two most common political action tools when pursuing this strategy.


Political Action Committees


One of the most common political action tools used by business is to form and contribute to a political action committee. By law, corporations are not permitted to make direct contributions to political candidates for national and most state offices. That is, companies cannot simply write a check from their own corporate treasuries to support a candidate, say, for president. Since the mid-1970s, however, companies have been permitted to spend company funds to organize and administer political action committees (PACs). PACs are independently incorporated organizations that can solicit contributions and then channel those funds to candidates seeking political office. Companies that have organized PACs are not permitted to donate corporate funds to the PAC or to any political candidate; all donations to company-organized PACs must come from individuals, such as business executives, company employees or stockholders, or other interested individuals.


	In 2002, the limits for campaign contributions changed for individuals but not for political action committees. Under the old law, an individual could directly contribute up to $1,000 to any candidate per election. That increased to $2,000 with the new law. Individuals can also now give up to $25,000 per political party and $10,000 to each state or local party committee; both limits increased by $5,000 under the new rules. The old law set an aggregate total of $25,000 per year for individuals. Now individuals can contribute up to $95,000 per two-year election cycle: $37,500 per cycle to candidates and $57,500 per cycle to party committees and PACs. However, the contribution limits for PACs remained the same under the new law: $5,000 per candidate per election, $15,000 to any national committee per year, and $5,000 to any state or local party per year. PACs have no aggregate total limit. As a result of these changes, individuals can now give more to PACs, but the PACs themselves cannot give more to each individual candidate.


Federal PACs raised $629.3 million from January 2003 through June 2004, according to a Federal Election Commission summary. This represented a 27 percent increase compared to 2002. Overall, PAC contributions to House candidates increased by 21 percent over 2002 levels. Contributions to Republican House candidates increased by 40.2 percent compared to a 4 percent increase for Democratic House candidates. PAC contributions to U.S. Senate candidates during the first 18 months of the 2004 election year increased 20 percent, with Democratic candidates receiving 55 percent more funds, with Republican candidates virtually unchanged.16


	Despite the laws limiting political action contributions, businesses have found PAC contributions to be one of the most effective political action tools. When an industry becomes a target of a hot political issue, such as the effort to regulate or tax the U.S. tobacco industry, firms within that industry often increase their political spending. In only 18 months, from January 2003 to June 2004, the top 10 corporate PACs contributed nearly $19 million, with the United Parcel Service PAC ($3.245 million), Federal Express PAC ($2.221 million), Wal-Mart PAC ($1.862 million), and Pfizer PAC ($1.671 million) leading the way.17


	As Figure 9.4 shows, the number of PACs reached a peak in 1989 and then, after a small decline, rebounded in 2005 to more than 4,000 registered federal PACs. PACs have been very popular with business as well as with other groups. Corporate PACs are the most numerous, accounting for nearly 40 percent of the active PACs in 2005. But trade, �membership, and health organization PACs (e.g., National Rifle Association, American Medical Association), labor unions, and nonconnected organizations (e.g., National Association of Realtors) also played important roles in the political environment through their PACs.


	Although most efforts to use financial incentives to influence politics are legal, at times businesspeople circumvent campaign finance laws and regulations.


Vernon L. Jackson, chairman of iGate Inc., based in Kentucky, pleaded guilty to charges of bribing a Congressional representative, later identified as Louisiana Democrat William J. Jefferson. Jackson admitted to paying $367,500 over four years to Jefferson to promote iGate’s technology products to federal agencies, as well as to African governments and companies. In addition, it was reported that Jefferson sought jobs for Jackson’s children and other favors in exchange for official acts on behalf of iGate to set up Internet and cable television services in Nigeria.18


Economic Leverage


Another political action tool often used by businesses when pursuing a financial incentive strategy is to use their economic leverage to influence public policy makers. Economic leverage occurs when a business uses its economic power to threaten to leave a city, state, or country unless a desired political action is taken. Economic leverage also can be used to persuade a government body to act in a certain way that would favor the business, as seen in the following story.


In 2003, the state of Pennsylvania was considering legalizing slot machines at racetracks. At the same time, the owners of a National Hockey League team located in the state, the Pittsburgh Penguins, were lobbying for a new ice hockey arena to be built with public funds. Government leaders were hesitant to use public funds for a new arena unless substantial private funds were also available. Ted Arneault, owner of the Mountaineer Racetrack and Gaming Resort and part owner of the Pittsburgh Penguins, offered a deal. He said his company would contribute $60 million to build the new ice hockey arena if the state would approve the use of slot machines at Pennsylvania racetracks, including his proposed racetrack facility near Pittsburgh. Legislators agreed.19


	In this example, the business owner successfully used economic leverage. By committing his own private money to help support the construction of a new ice hockey arena, he was able to persuade politicians to vote in favor of legislation to approve the use of slot machines at racetracks in the state.


Promoting a Constituency-Building Strategy


The final strategy used by business to influence the political environment is to seek support from organizations or people who are also affected by the public policy or who are sympathetic to business’s political position. This approach is sometimes called a grassroots strategy, because its objective is to shape policy by mobilizing the public in support of a business organization’s position. Firms use several methods to build support among constituents. These include advocacy advertising, public relations, and building coalitions with other affected stakeholders.


Stakeholder Coalitions


Businesses may try to influence politics by mobilizing various organizational stakeholders—employees, stockholders, customers, and the local community—to support their political agenda. If a political issue can negatively affect a business, it is likely that it also will negatively affect that business’s stakeholders. If pending regulation will impose substantial costs on the business, these costs may result in employee layoffs, or a drop in the firm’s stock value, or higher prices for the firm’s customers. Often, businesses organize programs to get organizational stakeholders, acting as lobbyists or voters, to influence government officials to vote or act in a favorable way. For example, some companies have asked their shareholders to participate in grassroots efforts to persuade their congressional representatives to reduce capital gains taxes and thereby make stock purchases and other investments more lucrative. These programs send strong messages to elected officials that voters support the desired action.


Advocacy Advertising


A common method of influencing constituents is advocacy advertising. Advocacy ads focus not on a particular product or service, like most ads, but rather on a company’s views on controversial political issues. Advocacy ads, also called issue advertisements, can appear in newspapers, on television, or in other media outlets. They have been legal in the United States since 1978. Mobil (now ExxonMobil) pioneered the use of advocacy advertising, focusing on issues such as gasoline price controls and environmental regulations at a time when such advertising was largely unknown. Supporters of advocacy advertisements believe that they identify a company as an interested and active stakeholder and can help mold public opinion on a particular policy issue. One example of an industry’s use of an advocacy ad campaign—along with other methods of political influence—is shown in Exhibit 9.B. In 2002, campaign finance reform legislation (discussed later in this chapter) placed some limits on the use of advocacy advertising.


Public Relations and Trade Associations


Businesses also make effective use of their public relations and public affairs staffs to communicate with the public about political issues. Their efforts may be something as simple as including a politically charged comment in a speech given by a senior company executive or as elaborate as a well-funded, long-running public relations campaign targeting a proposed legislation or regulation. Many businesses work through trade �associations—coalitions of companies in the same or related industries—to coordinate their grassroots mobilization campaigns. Examples of trade associations include the National Realtors Association (real estate brokers), National Federation of Independent Businesses (small businesses), the National Association of Manufacturers (manufacturers only), or the U.S. Chamber of Commerce (broad, diverse membership).20


	The U.S. Chamber of Commerce has a membership of more than 200,000 companies. The chamber has a multimillion-dollar budget, publishes a widely circulated magazine, and operates a satellite television network to broadcast its political messages. The Chamber of Commerce takes positions on a wide range of political, economic, and regulatory questions and actively works to promote its members’ views of what conditions are necessary for them to effectively compete in a free marketplace.


	Activities of trade associations may include letters, faxes, telegrams, telephone calls, and Internet communications to register approval or disapproval of a government official’s position on an important issue.


Legal Challenges


A political tactic available to businesses (and other political participants) is the use of legal challenges. In this approach, business seeks to overturn a law after it has been passed or threatens to challenge the legal legitimacy of the new regulation in the courts. Such an approach is shown in the following example.


The state of California took an aggressive stance against the proliferation of spam (unsolicited electronic commercials) when it passed the nation’s strictest anti-spam law in January 2004, despite an aggressive series of legal challenges by opponents of the new law, mostly e-marketers and civil liberties groups, who argued that the law was unconstitutional. They challenged the legitimacy of the law in state court as a violation of the First Amendment, claiming the law was a limitation of free speech. Although in this case ultimately unsuccessful in repealing the California law, the legal challenge political strategy often receives the attention of lawmakers and can inject business values into the political process.21


Levels of Political Involvement


Business executives must decide on the appropriate level of political involvement for their company. As shown in Figure 9.5, there are multiple levels of involvement and many ways to participate. To be successful, a business must think strategically about objectives and how specific political issues and opportunities relate to those objectives.


	Organizations often begin at the lowest level of political participation, limited organizational involvement. Here managers of the organization are not ready or willing to become politically involved by giving their own time or getting their stakeholders involved, but they want to do something to influence the political environment. Organizations at this level may show their political interest, for example, by writing out a check to a trade association to support an industry-backed political action, such as hiring a lobbyist on a specific issue.


	When the organization is ready for moderate political involvement, managers might directly employ a lobbyist to represent the company’s political strategy in Washington or the state capital to push the firm’s political agenda. This is a more active form of political involvement since the lobbyist is an employee of the organization. Getting the organization’s stakeholders involved is another way a firm can increase its political involvement. Employees can write letters to their congressperson or become involved in a political campaign. Senior executives might communicate with stockholders or customers on particular issues that might affect the firm and its stakeholders and encourage them to write letters or otherwise voice their concerns. Some firms have sent letters to their stockholders soliciting their political contributions for a particular candidate or group of candidates but have asked that the contributions be sent to the company. Then the company takes all of the contributions to the candidate or candidates, clearly indicating that the contributions are from the firm’s stockholders. This technique is called bundling.


	The most direct and personal involvement in the political environment is achieved at the third level—aggressive organizational involvement—where managers become personally involved in developing public policy. Some executives are asked to sit on important task forces charged with writing legislation that will affect the firm or the firm’s industry. When state legislatures were writing laws limiting the opportunities for corporate raiders to acquire unwilling companies in their states, the legislators turned to corporate general counsels, the company attorneys, to help draft the law. Another example of aggressive organizational involvement is provided by The Business Roundtable, described earlier in this chapter.


Campaign Finance Reform: A Special Issue


During the 1990s, it became clear to Americans that the cost of running for political office was rising at an unbelievable rate and was only getting worse. The total amount spent on the 2000 congressional and presidential elections was nearly $3 billion, up from $2.2 billion in 1996 and $1.8 billion in 1992.22 Critics feared that the growing amount of money pouring into elections would become a corrupting influence on politics. Politicians would become more and more beholden to the interest groups, individuals, and businesses that had supported their expensive campaigns.


	In response to the public outcry for change, Republican Senator John McCain of �Arizona and Democratic Senator Russell Feingold of Wisconsin proposed new campaign finance reform legislation, called the Bipartisan Campaign Reform Act. At the crux of their proposal was a ban on soft money—unlimited contributions to the national political parties by individuals or organizations for party-building activities. Federal Election Commission records showed that the two major U.S. national parties raised a record-breaking $470.6 million in soft money in the 2001–2002 election cycle, more than double the amount the parties collected during the 1998 nonpresidential �election cycle.23 In the 20 days before the McCain-Feingold proposal was about to become law in November 2002, the national party committees furiously raised an average of $3.5 million a day. Figure 9.6 shows some of the largest soft money contributors during the final year of unrestricted soft money contributions.


	What was anticipated as a revolutionary change in American campaign financing quickly turned into a legal nightmare. On the day after the McCain-Feingold proposal became law, an extraordinary cross section of American politics formed an unexpected coalition. The National Rifle Association, the American Civil Liberties Union, antiabortion groups, the U.S. Chamber of Commerce and the Republican and Democratic National Committees joined together in filing a lawsuit arguing that the law was unconstitutional. Some of these groups were concerned about possible violations of free speech; others were simply concerned that their rights to donate money and influence policy would be restricted.


	In December 2003, the U.S. Supreme Court upheld key provisions of the law stating that while the law may step lightly on the toes of free-speech rights, it more importantly restricts a large source of likely government corruption: soft money.


	The immediate reactions to the new campaign reforms were mixed. Some companies were relieved to be free of pressure to contribute large amounts of money indirectly to campaigns. Verizon, International Paper, and several other companies that had poured unprecedented amounts of cash into the political system in the 1990s reported that they were largely dropping out of the political money race. “It was an opportunity to draw the line in the sand and say no,” said Kristin Krouse, FedEx Corporation spokesperson.24


	Yet other firms learned how to manage the new rules. One way they did so was to use so-called 527 organizations, groups organized under section 527 of the Internal Revenue Service tax code for the sole purpose of influencing elections. The Democratic Party, which was often unable to raise as much money as the Republicans through the remaining legal, “hard money” channels, recruited 527 organizations sympathetic to their political agenda or opposed to the Republican views or candidates. Groups such as Americans Coming Together, The Media Fund, America Votes, Voices for Working America, and The Partnership for America’s Families reported budgets of more than $200 million in 2003 to mobilize voters and run advertisements against Republicans. The Republican Party leadership challenged this wave of pro-Democrat support through the courts. In 2004, the Federal Election Commission ruled that 527 advocacy groups that were organized to circumvent the new fund-raising campaign restrictions were legal and could continue to spend unlimited contributions for television commercials and other communications.25


Business Political Action: A Global Challenge


Most of the discussion so far in the chapter has focused on business political activity in the United States. As more companies conduct business abroad, it is critical that managers be aware of the opportunities for and restrictions on business involvement in the political processes in other countries. Other societies and governments also struggle with issues of participation in the political environment, campaign financing, and maintaining a fair ethical climate throughout the public policy process. One example is Japan.


In Japan, a pluralistic political environment characterizes the public policy process. The major actors are members of big business, agriculture, and labor. These special interest groups are quite powerful and influential. Some of the largest interest groups support more than a few hundred candidates in each important election and provide them with large financial contributions. The Kiedanren, or federation of economic organizations, is mostly concerned with Japanese big business, but other interest groups promote the concerns of small and medium-sized businesses, such as barbers, cosmeticians, dry cleaners, innkeepers, and theater owners. Some political influence is in the hands of smaller groups such as the teachers union (Nikkyoso), Japan Medical Association, employers association (Nikkeiren), and a labor union (Rengo).26


	A different political system is in place in China, which is governed by a one-party communist state. This has important implications for political strategies used by businesses there. Direct political participation by businesses in China occurs in one of three ways. First, a firm’s leader can be elected as a congressman to the National People’s Congress in China. Second, the firm’s leader can be elected as a member of the National Political Consultation Conference, an organization somewhat like the U.S. Congress but that offers advice rather than formulates laws. Third, the firm can become a member of groups organized to prepare industrial policy or standards for government (similar to the third level of political involvement described earlier in the chapter). Businesses in China also may become involved through information strategy tactics, such as lobbying or mobilizing support for legislative issues. But before lobbying can occur, the firm must build guanxi, a relationship, with government officials first. Financial strategies also occur in the Chinese political system even though there is no political campaigning. Businesses use gift-giving, charity and education contributions, honoraria for speaking engagements, and other personal services as ways to financially influence the political system.27


Controlling Corruption in Politics


Despite their efforts to maintain an ethical political environment, political corruption is common in many countries around the world. If a videotape released after the death of a political aide to French President Chirac is authentic, his party paid for his successful 1995 campaign with illegal kickbacks from companies that won public works contracts. The German people have seen multiple political scandals, including the resignation of Helmut Kohl in 2000 as the honorary chairman of his party following the revelation of illegal donations to his party during his chancellorship of Germany. The discovery in 1993 of secret ties between leading politicians, Mafia bosses, and businessmen brought down the Italian political system, destroying the Christian Democratic Party that had ruled Italy since the 1940s.28


According to a report developed by Transparency International, a German-based international organization that studies bribery and corruption, Mohammed Suharto, Ferdinand Marcos, and Mobutu Sese Seko, the leaders of Indonesia, the Philippines, and Zaire, respectively, combined to personally take more than $50 billion from their impoverished nations and people. According to Transparency International’s chairman, Peter Eigen, “The abuse of political power for private gain deprives the most needy of vital public services, creating a level of despair that breed conflicts and violence.”29


More than any other cause, political scandals have given rise to efforts to develop fairer and less corrupt political processes for electing government officials around the world.


Campaign Financing Reform Abroad


Recent efforts to regulate electoral spending in Canada are described in Exhibit 9.C. In general, efforts to reform campaign financing in countries have focused on the following themes:


•	Limits on expenditures—for example, ceilings on permitted spending by each candidate or political party.


•	Contribution limits—restricting the amount an individual or organization is permitted to donate.


•	Disclosure regulations—mandating the reporting of the names of campaign contributors and the amount contributed.


•	Bans against certain types of contributions—for example, the prohibition or restriction of payments by businesses, unions, or foreign organizations and foreign citizens.


•	Bans against certain types of expenditures—for example, bans on bribes to individual electors, on entertainment, or on the purchasing of advertising time.


•	Measures designed to encourage donations—providing tax relief or tax credits for political donations.


•	Subsidies in kind—where candidates are provided with free postage for election literature or free television airtime.


•	Public subsidies—providing financial payments to political parties or candidates from public funds.30


	Underlying these themes are attempts to minimize political corruption, promote fairness in the electoral process, control the rapid rise in the costs of campaigning, enhance the role of political parties in elections, and encourage grassroots participation by various societal groups.


	Political action by business—whether to influence government policy or the outcome of an election—is natural in a democratic, pluralistic society. In the United States, �business has a legitimate right to participate in the political process, just as consumers, labor unions, environmentalists, and others do. One danger arising from corporate political activity is that corporations may wield too much power. As businesses operate in different communities and countries, it is important that ethical norms and standards guide managers as they deal with political issues. If corporate power tips the scales against other interests in society, both business and society may lose. Whether it is in the media-rich arena of electoral politics or the corridors of Congress where more traditional lobbying prevails, business leaders must address the issues of how to manage relationships with government and special interests in society in ethically sound ways. Ultimately, business has an important long-term stake in a healthy, honest political system.


•	Some believe that businesses should be involved in politics because their economic stake in government decisions is great and they have a right to participate, just as do others in a pluralistic political system. But others believe that businesses are too big, powerful, and selfish, and that they wield too much influence in the political arena.


•	There are three political strategies: information, financial incentives, and constituency-building. Some firms implement strategies as needed, on an issue-by-issue basis, while other firms have a long-term, ongoing political strategy approach.


•	Some of the political action tactics available for business include lobbying, direct �communications, expert witness testimony, political action committee contributions, economic leverage, advocacy advertising, public relations and trade association involvement, legal challenges, and encouraging the involvement of other stakeholders.


•	Businesses are a major contributor to campaigns, although the U.S. government and other countries have limited the kinds and amounts of contributions.


•	The differing national rules and practices governing political activity make business’s political involvement complex in the global environment. Many governments, like the United States, are trying to restrict political contributions or make campaign financing more transparent.


Discussion Case: The New Business Political Activist: Behind the Scenes, Less Visible


Founded in 1971 and headquartered in Seattle, Washington, by 2006 Starbucks Corporation had grown to more than 1,200 coffeehouses located in 37 countries. Despite its size and rapid growth, Starbucks had traditionally been a cautious participant in the political scene, reflecting a corporate culture that focused internally on serving its customers, taking care of its employees (called partners), and maintaining profits. The company acknowledged, however, that some political activity might be necessary to influence public policy in areas directly relevant to its operations. As it noted on its Web site, “[a]s a growing and increasingly more complex global business, Starbucks participates in the public policy arena, which includes direct and indirect lobbying at the local, state and federal levels in the U.S.”


	Starbucks’ historic reluctance to engage in political action began to change in the mid-2000s, when the firm recognized the importance of U.S. government trade policies to Starbucks’ plans for future expansion. In particular, the company wanted the federal government to lower barriers to trade with countries in Central America and Southeast Asia that were major sources of coffee beans. Starbucks was also facing rising health care costs, particularly important to a company whose signature employee benefit program extended even to part-time workers. Starbucks believed it was essential for its CEO and chairman Howard Schultz and other company executives to “engage U.S. national policymakers in an effort to raise awareness and begin discussions about policy that will make America’s health care system more efficient, reliable, transparent and affordable while also improving quality.” Starbucks management realized that it could not remain in the political shadows any longer, since the firm’s financial success was increasingly dependent on its political achievements.


	Poised to become a reluctant but engaged political participant, Starbucks’ new commitment to activism met its first big test in 2004. Congress drafted a measure to create a new lower tax rate for manufacturing to replace an export tax break. Under this new measure, Starbucks could continue to deduct a portion of the cost of roasting and packaging green coffee beans. This provision was worth millions to the company. However, the Council of Economic Advisors, in reviewing the new proposed bill, suggested that this new provision was too arbitrary. A subsequent draft addressed this issue by specifically eliminating Starbucks from the exemption.


	Starbucks responded to this challenge by hiring a lobbying firm, Preston Gates Ellis & Roulelas Meeds. The lobbyists went to work, contacting many key members of �Congress—an uncharacteristic move for the company. Schultz met personally with a number of political leaders, even though he appeared quite uncomfortable in this environment. These lobbying efforts were successful, and in the final draft of the tax bill the exemption covered Starbucks. But in an apparent effort to make a point, the Senate staff nicknamed the provision “The Starbucks Footnote,” ensuring that it would be noticed. This enraged Schultz, who had been uneasy with the direction of the company’s political strategy and new political visibility.


	But Starbucks was now a political player and a successful one. The new tax bill continued to provide Starbucks with needed financial benefits. Other issues on the political horizon would suggest that continued political efforts by Starbucks and its chief political officer, Kris Engskov, would be necessary. When a reporter reminded Schultz that many companies have political action committees, an effective form of financial influence by business, he asked about Starbucks’ plans to form a PAC. Schultz replied, “I don’t think we’re forming a PAC in the near term,” but then glanced at Engskov for confirmation. Engskov added diplomatically, “I think we will employ that as a tool at some point.” Schultz visibly slumped and said, “I think that will be up to Kris.”


	Since Starbucks’ initial plunge into the political waters, the company has pursued a very limited, behind-the-scenes political action strategy. The company retains a skeletal staff of political advisers; avoids making political contributions at the local, state, or federal levels; and supports a low-key, ad hoc (acting only when a specific issue arises) approach to political activity.


	Starbucks unwittingly found itself embroiled in politics in 2006 when a group of Democratic Party activists met at a Starbucks coffeehouse in Newport, Kentucky. The group was told they would have to leave, since the coffeehouse could not host a political gathering. Starbucks later apologized for the incident, which had angered the local activists, but remained firm in the company’s policy prohibiting its coffeehouses from being used for political meetings.


	By 2006, Schultz and Starbucks management were painfully aware that many public policies directly affected their company requiring their involvement, despite their efforts to avoid politics when possible. Starbucks was involved in the messy political action arena whether it wanted to be or not.


Source: Quotations and supportive material are from “Legislative Grind: Cautiously, Starbucks Puts Lobbying on �Corporate Menu,” The Wall Street Journal, April 12, 2005, p. A1; Starbucks company Web site at www.starbucks.com; the company’s 2005 Corporate Social Responsibility report at www.starbucks.com/aboutus/FY05_CSR_Total.pdf; and “Starbucks Boots College Dems,” Music for America, July 14, 2006, www.musiforamerica.org/node/106225.
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The Arguments for and against Political Involvement by Business





Why Business Should Be Involved	Why Business Should Not Be Involved


A pluralistic system invites many participants.	�Managers are not qualified to engage in political debate.


Economic stakes are high for firms.	�Business is too big, too powerful—an elephant dancing among chickens.


Business counterbalances other social interests.	�Business is too selfish to care about the common good.


Business is a vital stakeholder of government.	�Business risks its credibility by engaging in partisan politics.
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Business Strategies for Influencing Government


Source: Adapted from Amy J. Hillman and Michael A. Hitt, “Corporate Political Strategy Formulation: A Model of Approach, Participation, and Strategy Decisions,” Academy of Management Review 24 (1999), Table 1, p. 835. Used by permission.
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Top 20 Industry Group Lobbyist Expenditures for 2005–2006 Election Cycle


Source: Compiled from www.opensecrets.org/industries.


Rank	Industry	Lobbying Total


 1	Lawyers/Law Firms	$27,322,728


 2	Retired (e.g., AARP)	 16,432,651


 3	Real Estate	 14,852,052


 4	Health Professionals	 13,142,745


 5	Securities/Investments	 11,605,456


 6	Leadership PACs	  9,973,175


 7	Insurance	  9,139,578


 8	Lobbyists	  8,375,845


 9	Commercial Banks	  7,683,426


10	Misc. Finance	  6,399,510


11	Electric Utilities	  5,806,149


12	Pharmaceuticals/Health Products	  5,733,715


13	TV/Movies/Music	  5,655,062


14	Business Services	  5,365,130


15	Public Sector Unions	  5,195,468


16	Transport Unions	  5,147,831


17	Building Trade Unions	  4,818,900


18	Computers/Internet	  4,636,522


19	Oil & Gas	  4,199,383


20	Air Transportation	  4,152,085
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The Business of Internet Politics


American politics has been transformed by the business of the Internet. More than ever before, �politicians are becoming aware of the opportunities through electronic mail, interactive Web sites, candidate and party blogs, and text messaging to raise money and support. Internet companies and telecommunications experts offer politicians a far more efficient and less costly method of campaigning than the traditional tools of knocking on doors and calling people via the telephone. Technology companies coordinate “podcasts” for political candidates, in which daily messages are downloaded from campaign headquarters, and so-called viral attach videos, designed to trigger peer-to-peer distribution through e-mail chains without being directed by or attributed to any candidate or political party. Campaign staffs mimic popular Internet social networks, such as Friendstar and Facebook, as ways to reach groups of potential supporters with similar political views or interests.


	Business entrepreneurs are finding the world of politics to be an exciting challenge. Chris Lilik, a Duquesne University law student in Pittsburgh, Pennsylvania, assembled his own high-speed computer and created a grassroots campaign for Senate hopeful Patrick Toomey in an effort to unseat long-time Pennsylvania Senator Arlen Specter. While unsuccessful in the pro-Toomey campaign, Lilik regularly blasted e-mails to more than 500 conservative allies on his mailing lists and was personally responsible for more than 800 people signing up online for the latest in political get-togethers, called Meetups.


	The American public has embraced the business of Internet politics. The percentage of Americans who went online to view network or cable Web sites for election news jumped from 13 percent in the 2002 election cycle to 29 percent by 2004. With more than 50 million Americans visiting the Internet for news (as of April 2006), candidates and their staffers are aware of the potential avenue for the dissemination of political information. Mark Warner, the former governor of Virginia, hired Jerome Armstrong, a blogging pioneer, as part of his presidential campaign run for 2008, indicating the new trend in political information broadcasting.


Sources: “Click the Vote,” BusinessWeek, March 29, 2004, pp. 102–6; and “Internet Injects Sweeping Change into U.S. Politics,” New York Times Online, April 2, 2006, www.nytimes.com.
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Political Action Committee Activity


Source: “FEC Issues Semi-annual Federal PAC Count,” Federal Election Commission News Releases, February 23, 2006, www.fec.gov/press /20060223pac_count.html.
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The Pharmaceutical Research and Manufacturers Association’s Political Victory 


For more than a decade the U.S. Congress wrestled with an important public policy decision: Should drug benefits be extended to Medicare recipients? During this debate the Pharmaceutical Research and Manufacturers Association (PhRMA) developed a multifaceted political strategy that, in 2003, appeared to yield payback. At the core of the strategy was an advocacy advertising campaign designed to make clear to the public and government leaders that the pharmaceutical industry strongly supported the extension of drug benefits to Medicare patients.


	Other important political efforts supported the advertising campaign. In addition to making $57.9 million in political campaign contributions from 1991 through 2002, PhRMA spent more than $435 million to lobby Congress, the White House, and federal regulators. But many political experts pointed to the effectiveness of the advertising campaign as the final step necessary to ensure success.


	From 1993 to 2000, PhRMA spent well over $65 million on advertising to fight various legislative proposals that the industry disliked. The organization also engaged in political coalition-building. During the 2002 election cycle, PhRMA donated an undisclosed amount to the United Seniors Association to run an advertisement campaign that supported the pharmaceutical industry’s legislative agenda. It was one of the largest advocacy advertising campaigns of 2002, costing an estimated $17 million.


	The result was positive for the industry: the passage of legislation creating a $400 billion �program to extend prescription drug benefits to Medicare patients. Moreover, the drugmakers succeeded in defeating a provision that would have allowed the government to use the mass purchasing power of Medicare recipients as a lever to negotiate lower drug prices for all Medicare beneficiaries. The industry did not want this, because it would have the effect of driving down drug prices. According to one industry lobbyist, “Now was the time to lock in the best deal it (the pharmaceutical industry) could get.” The industry believed this measure would take the pressure off Congress to impose stringent drug price controls.


	This political victory came at a time when the pharmaceutical industry was thriving. In 2002, the pharmaceutical industry was America’s most profitable industry, according to Fortune magazine, with the top 10 companies posting revenues of more than $217 billion and profits of almost $37 billion, a 17 percent return on revenues compared to the Fortune 500 median of 3.1 percent.


Source: “Follow the Dollar PhRMA Report: Spending More Than a Half Billion on Political Contributions, Lobbying and Ad Campaigns, PhRMA Wins Big on Medicare,” Common Cause: Campaign Finance Reform, July 1, 2003, www.commoncause.org/news.


20 The classic discussion of corporate political action can be found in Edwin Epstein, The Corporation in American Politics (Englewood Cliffs, NJ: Prentice Hall, 1969). An up-to-date discussion of current trends in American political and civic life is in Robert D. Putnam, Bowling Alone (New York: Simon and Schuster, 2000), especially Ch. 4.
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Levels of Business Political Involvement





Level 3  Aggressive Organizational Involvement—direct and personal


•	Executive participation


•	Involvement with industry working groups and task forces


•	Public policy development


Level 2  Moderate Organizational Involvement—indirect yet personal


•	Organizational lobbyist


•	Employee grassroots involvement


•	Stockholders and customers encouraged to become involved


Level 1  Limited Organizational Involvement—indirect and impersonal


•	Contribution to political action committee


•	Support of a trade association or industry activities
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Figure 9.6  Top Soft Money Overall Donors, 2001–2002


Source: Opensecrets.org, www.opensecrets.org/news/campaignfinancing.


	Total	Given to	Given to�
Donor	Contribution	Democrats	Republicans


Haim Saban, chair, Saban Entertainment	$9,252,936	$9,252,936	$          0


American Federation of State, County and Municipal Employees	7,484,000	7,483,500	500


Fred Eychaner, president, Newsweb Co.; owner, WPWR	7,387,936	7,387,936	0


Stephen L. Bing, producer, Shangri-La Entertainment	7,075,936	7,075,936	0


Service Employees International Union (SEIU)	4,914,240	4,872,618	41,622


Communications Workers of America	4,028,150	4,028,150	0


United Brotherhood of Carpenters and Joiners	3,946,209	3,926,209	20,000


American Financial Group	3,503,108	125,000	3,378,108


American Federation of Teachers	3,422,150	3,412,150	10,000


Pharmaceutical Research and Manufacturers Association	3,392,087	143,000	3,249,087





23 “Last Days of Soft Money Yield Record-Breaking Totals,” Common Cause, January 6, 2003, www.commoncause.org/news.


24 “In New Law’s Wave, Companies Slash Their Political Donations,” The Wall Street Journal, September 3, 2004, pp. A1, A4.


25 “A Hard Sell on ‘Soft Money,’” The Wall Street Journal, December 2, 2003, p. A4; and “Advocacy Groups Allowed to Raise Unlimited Funds,” The New York Times, February 19, 2004, www.nytimes.com.


26 Ryan Beaupre and Patricia Malone, “Interest Groups and Politics in Japan,” alpha.fdu.edu/~woolley/JAPANpolitics /Beaupre.htm.


27 Yongquiang Gao and Zhilong Tian, “A Comparative Study on Corporate Political Action in China,” Journal of American Academy of Business 8 (2006), pp. 67–72.


28 Uwe Johannen, “Countering Corruption through Controlling Party and Campaign Finances—The European Experience: A Comparative Analysis,” www.accessdemocracy.org/NDI/library.


29 “Suharto, Marcos, and Mobutu Head Corruption Table with $50 Billion Scams,” Political Corruption: A Collection of Links on Politics and Political Corruption in Relation to Financial Scandals, March 26, 2004, www.ex.ac.uk/~RDavies /arian/scnadals/political.html.


Campaign Finance Reform or Just Politics as Usual in Canada?


In 2003 the Liberal Party in Canada introduced a sweeping political campaign finance reform bill, called C-24, aimed at “making the electoral system more transparent and fair by reforming significantly the rules on financing of political participants.” The legislation included a controversial proposal to ban corporate and trade union donations to political parties or leadership contests. Many viewed the new bill simply as an effort by the ruling party to thwart the opposition party’s leadership and goals.


	Supporters of C-24 argued that the old law, the 1974 Election Expenses Act, was outdated given new campaign financing practices. The old law tried to curtail runaway spending during election campaigns by providing some public financing to candidates and requiring public disclosure. Yet it appeared to many that the old law had failed in its goals. In 2001, 95 of the top 100 donors to the Liberal Party were businesses. The same figure held true for two other major parties, the Canadian Alliance Party and the New Democratic Party. Bombardier, a Canadian firm, donated more than $140,000 to the Liberal Party and received more than $100 million in government contracts. People were increasingly concerned that business and other powerful groups simply had too much influence in politics.


	The new law effectively banned political donations from corporations and unions and limited contributions by individuals. To compensate for the loss of corporate and labor donations, C-24 significantly increased the amount of public financing available to political parties. At the time, individuals were eligible for a 75 percent tax credit for donations up to $200. The new law doubled this amount to $400.


	The proposal met with strong skepticism and concerns from Canadian politicians and political analysts. Progressive Conservative leader Joe Clark said, “We strongly support the principle of campaign finance reform and will study carefully the details of this proposal, the details being where the government usually hides the devil.” Democracy Watch, an independent, nonprofit advocate for democratic reforms, believed that the new bill made a good start toward limiting the political influence of corporations and wealthy individuals. However, it argued that the bill did not go far enough and contained too many loopholes to be truly effective. Others were clearly opposed to this effort toward campaign finance reform. Canadian Alliance leader Stephen Harper commented, “The central idea proposed is that we replace corporate and union contributions as the basis for financing political parties with forced funding from taxpayers. Our view is that this solution is worse than the problem.”


	Despite the objections raised by the opposition, C-24 was passed and came into force on �January 1, 2004.


Source: Information for this exhibit and all quotations are from “Party and Campaign Financing in Canada,” �Mapleleafweb, www.mapleleafweb.com/features/parliment/party_financing; and LEGISinfo, Library of Parliament, www.parl.gc.ca/LEGISINFO.


30 “Party and Campaign Financing,” ACE Web site, www.aceproject.org/main/english/pc.


Summary


Key Terms
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www.commoncause.org	Common Cause


www.ncpa.org	National Center for Policy Analysis


www.nfib.com	National Federation of Independent Businesses
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Discussion Questions


1.	Is Schultz’s desire to keep Starbucks out of the U.S. political arena a realistic goal in today’s business–government environment?


2.	What political strategies would you recommend that Engskov pursue to enhance Starbucks’ likelihood of success in politics? In your answer, please refer to Figure 9.2.


3.	What level of involvement should Engskov recommend for Starbucks as it becomes more involved in the political arena? In your answer, please refer to Figure 9.5.


4.	Should Engskov avoid or delay developing certain strategies, given Schultz’s reluctance to involve Starbucks in political action? What would be the costs and benefits of doing so?


