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T he Privileged Position of Business

The Business Executive as Public Official
in the Market System

If we can imagine a politico-economic_system_without money and
markets, decisions on_the_distribution of income would obviously be
political or governmental decisions. Lacking markets and wages, income
shares would have to be administered by some kind of public authority,
perhaps through rationing. Decisions on what is to be produced in the
system would also have to be made by political or governmental authority.
So also decisions on the allocation of resources to different lines of produc-
tion, on the allocation of the labor force to different occupations and work-
places, on plant location, the technologies to be used in production, the
quality of goods and services, innovation of new products—in short, on
every major aspect of production and distribution. All these decisions
would be recognized as public policy decisions. AT e

In all societies, these matters have to be decided. They are of momen-
tous consequences for the welfare of any society. Butina private enterprise
market system, they are in larger part decided not by government officials
but by businessmen. The delegation of these decisions to the businessman
does not diminish their importance or, considering their consequences,
their public aspect. In communist and SOCIAHST SyStenTs;—hreads—of ~enrer=
prises are government officials; it is taken for granted that their functions
are governmental. In private enterprise systems, whether polyarchal or
not, their functions are no less of public consequence. On all these
matters, moreover, not only do business executives make consequential
decisions; but, as we have seen in Chapter 11, corporate executives
exercise broad discretion in making them.

For example, for a twelve-year period, while European steel companies
held outputs and employment relatively stable by permitting prices of steel
to fluctuate, American steel companies held prices steady with the result
that output and employment fluctuated. It was a discretionary choice full
of consequences for jobs, economic growth, prices, and the balance of
payments.! But it was steel industry executives, not governmental officials,
who made the decision.

We hardly need, however, further illustration of the public conse-

quences of discretionary corporate decisions in the market. lhe major

décisions that rest in corporate hands have been outtined in Chapter 11.

e - . .
Corporate executives in all private enterprise systems, polyarchic or not,

decide a nation’s industrial technology, the pattern of work organization,

location of industry, marker structure, resource allocation, and, of course,

executive compensation and status. They also are the immediate of
- s
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T'he Privileged Position of Business

distress can bring down a government. £ major function of government,

ﬂMeir tasks.

“ Every day about us we se¢ abundant evidence of 5overnmenta!. concern

with business performance. In the polyarchies, government responsibility

for avo&mg ation and unemployment is a common issue in elections.

-~ Inall market-oriented systems, a major concern of tax and monetary policy
is their effects on business activity. In subsidies and other belp to watef,
rail, highway, and air transport; in patent protection; in fair trade regula-
tion; in tariff policy; in overseas trade promotion through foreign minis-
tries; in subsidized research and development (recently conspicuous, the

Concorde in the United Kingdom and France, the aerospace industry in

the United States) —in countless ways governments in these systems

recognize that businessmen need to be encouraged to perform.

But take particular note of another familiar feature of these systems.
Constitutional rules—especially the law of private p:operry——specify that,
although governments can forbid certain kinds of activity they cannot
command business to perform. They must induce rather than command.*
They must Therefore offer benefits to businessmen in otder to stimulate
the required performance. The examples above are all examples of benefits
offered, not of commands issued.

One of the great misconceptions of conventional economic theory is that
businessmen are aduced to perform their Ffuncrions by purchases of their
goods and_services, s though the vast T"‘F”—Mmeﬁl
market-oriented systems could be motivated solely by exchange relations
between buyers and sellers. On so slender a foundation no great produc-

tive system can be established. What is required in addition is a_set of
gov—f_rlmenmlly provided inducements in the Torm of matket and political >
bénchts. And because market Jemands themselves do not spontaneously
spring up, they too have to be nurtured by government. Governments in
market-oriented systems have always been busy with these necessary
activities. In the eighteenth century, for example, England established
almost a thousand local road improvement authorities. When railroads
became feasible, special legislation—more than 600 parliamentary acts
between 1844 and 1847—granted atgractive benefits to railway cOmpanies.
In late eighteenth and early nineteenth century England, Parliament

passed almost 4,000 enclosure acts, both creating 2 commercial agriculture
to replace subsistence farming and driving a labor fotce off the land into

industrial employment.

* But private property is not the key to the process being described. For any market
system, whether private or public enterprise is the rule, enterprises must have autonomy
or "rights” to respond to market cues rather than be obliged to obey governmental

commands. See chapter 22.
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PRIVATE ENTERPRISE AND DEMOCRACY

In the United States, Alexander Hamilton's
put government in an active sy
early federal policy on banks,
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pportive role for business. So also did
canals, and roads; governmental profligacy
Iroads; the judicial interpretation of ant-
ct unions rather than business enterprises;
protect American enterprise in Latin Amer.
ica; the use of public utility regulation to protect business earnings; and

the diversion of fair trade laws from their ostensible public purposes to
the protection of monopolistic privilege?

In the United States, as in all other market systems, the modem
corporation could develop

only with the assistance of new cor orate law

in the mid-nin entury that limited stockholders liability and
other ways conferred new authority on organizers of large enterprises. In
the United States the courts transformed the Fourteenth Amendment,
ostensibly written to safeguard the rights of former slaves, into an instru-
ment for the protection of the corporation in its new role as a legal person.
Even more so than in England and America, continental European
governments explicitly accepted a responsibility for the development of
private enterprise, Germany most conspicuously. Perhaps learning from

Europe, Japan went even further with loans, subsidies, and legal privileges
for business enterprise.
What, then, is the

: ; 5
st of necessary inducements: They are whatever
bustiésémen niced as a ¢

onditon far performing the tasks that fall to them
In_a market system: i

ncome and wealth, deference, prestige, iﬂf_lgggge,
power, and authority, émongT}FhE?Every government in these systems
accepts a responsibility to do what is necessary to assure profits high
enough to maintain as a minimum employment and growth. If business-
men say, as they do, that they need tax offsets to induce investm-
ernments (n all these systems seriously weigh the request, acknowledging
that the tax concessions ma indeed be necessary. In these systems such
concessions are in fact granted, If ~Lorporation _executives say that the
chemical industries need help for research and development, governments
will again_acknowledge the probability that indeed they do and will
commonly provide it. Tf corporate executives want co consult with govern-
ment officials, including president or prime minister, they will be accom-
modated. Given the responsibilities of businessmen in these societies, it
would be a foolish chief executive who would deny them consultation. It
corporate executives ask, as they frequently do, for veto power over

overament appointments to regulatory positions it will again be
& lent_appo gulatory p it gain
acknowledged that such a concession may be necessary to induce business

performanee~All this s familiar. And we shall see below that govern-

ments sometimes offer to share their formal authority with corporate
officials as a benefit offered to induce business performance,
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d position because higher government
these forces can turn on their ostensible
f them are businessmen and
ny very small farm

operators have no more choice about performing than do ordinary workers.

Changing Privileges

The level and character of privilege that businessmen require_as a
condition of their satisfactory performance vary from time to time and
plﬁé lace. All about us Is conspicuous ¢vidence that som
privileges have been withdrawn, even to the point of nationalizing some
firms and industries. In many of the market-oriented systems, business
enterprise is more heavily — T than before, Tt is also subjected to increas-
ing regula"tﬁigﬁmaﬁmmsfc';fr)méms”cm()‘f‘é;:?or example, regulation of industrial
relations, monopoly, and now environmental pollution. Clearly business-
men have commonly demanded of government more indulgences than are
actually necessary to motivate their required performances. As some of
these indulgences have been taken away, their performance has not

e older

faltered.”
On the other hand, the removal of some Erivileges appears to require

the Thstitution of offsetring new ones—for example, tax credits. Forty
percent of net iny_egt_gl_ggt_.g_‘im_gpﬁg@g_lg_m_g__ggmgm_gnt o the United
States in 1963 was estimated to be attributable to the investment
credit of 19625 In the market-oriented sy 5. governments underwrite
—toF the cost of research and development for business. They also pro-
vide security to business enterprises through a variety of protections for
monopoly, like fair trade legislation. In some industries, government
shares or bears the risk of new plant construction by renting facilities to
firms that do not want to construct their own. Half of the plant facilities
of U.S. defense plants are provided by government. Governments also bail
out failing enterprises with loans. And in much of recent capital planning
in Western Europe, businessmen are brought into a new intimacy of

consultation with government officials.

Many of the new privileges, which _offset_some_taken away, arc 00t

for example, comes to the

wideTy recognized to_be such, Urban renewal
aid of retailers, banks, theaters, public ud

way development promotes @ long list ©
automobiles, construction, petroleum, construc

ing” But the ostensible purpose of urban renewa
ment is not aid to business.

lities, brokers, a 1d builders. High-
f industries including cement,
tion equipment, and truck-
1 and highway develop-
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At least hypothetically, government always has the option, if dissatisfied
with business performance, of refusing further privilege and simply
terminating private enterprise in a firm, industry or the entire system.
Short of taking that course, however, government has to meet
business needs as a condition of inducing business performance.

Market and private enterprise thus introduce an egggmg_dggmﬂ_uﬁ_-
mutual adjustment and political pluralism, even in the absence of poly-
archy. The mutual adjustment is not always explicit through meetings and
actual negotiation. Nor does government usually enter into an explicit
exchange with businessmen. Mutual adjustment is often impersonal and
distant. It operates through an unspoken deference of administrations,
legislatures, and courts to the needs of business. And it relies on a multi-
tude of common tacit understandings shared by the two groups of leaders,
business and governmental, with respect to the conditions under which
enterprises can or cannot profitably operate.

In_addition, business executives come to be admitted to_circles of
explicit negotiation, bargaining, and reciprocal persuasion, from which
ommmé““emdedr"ozﬁéf“l'éa“a&s are admitted—union and
faﬁleadMer interest-group representatives. In these consulta-
tions, however, corporate executives occupy privileged position, since
they and not the interest-group Jeaders are there mainly in their capacity
as “public” officials.

It follows that evidence, which is abundant, of conflict between business
and government—and_of business_defeats—is_not “evidence of lack of
privilege. Knowing that they must have some privileges and knowing
that government officials fully understand that simple fact, P"EW

ask_for a_great deal. They also routinely protest any _proposal _to reduce
dny of their privilep €. They are not highly motivated to try to understand W

their own needs. It might weaken them in govemmental negotiations to do
— — : :

so. Hence they often predict_dire consequences when 2 new_regula-

p—— . .

tion_is osed on_them, yet thereafter quickly find ways to perform

under it.
It appears that disputes between government and business are intense

because of—not in spite of—their sharing the major leadership roles in
the politico-economic order. Inevitably two separate yet cooperating
groups of leaders will show hostility to each other. They will also invest
some of their energies in ourwitting each other, each trying to gain the
uppet hand. Conflict will always lie, however, within a range of dispute
constrained by their understanding that they together constitute the neces-
sary leadership for the system. They do not wish to destroy or seriously

undermine the function of each other.
They therefore do not dispute the fundamentals of their symbiotic
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Food and Drug Administration. Yet the judge refused to award punitive
damages, fearing that if he did,

A sufficient egregious error as to one product can end the business life of
a concern that has wrought much good in the past.®

It is an elegantly simple example of acknowledged need to accommodate
public policy to the needs of business, if business is to do its tasks.

For another example, Peter Peterson, chen the chaitman of the Presi-
dent’s Council on International Economic Policy, declared: “The govern-
ment has to foster in a planned and targeted way” those industries—he
was speaking of American enterprise abroad—that are most promising.®
Or, commenting on a $250 million loan to save Lockheed, U.S. Secretary
of Commerce John Connally said: “We feel that the impact that the
demise of this company would have would be of such proportions that it
ought not to be permitted in the interest of the economic tevival of the
nation.™® An Iralian civil servant says: “The bureaucrat then is in a
ks to oppose Confindustria, patticularly when

industrial sector
»1l

very weak position if he see
the latter says, ‘you must do the following regarding this
or you will cause crisis, bankruptcy, and unemployment.’
Businessmen sometimes acknowledge their privileged position in both
word and deed. Tn the United Kingdom, for example, the Federation of
British Industries (now merged in the Confederation of British Industry)
routinely maintained both formal and day-to-day informal communica-
tion with the Treasury, Board of Trade, Home Office, and the ministries
of Housing, Education, Local Government, Power, Transpott, and Avia-
tion, in addition to frequent communication with other ministries and
offices. In so constant and broad an exetcise of influence, the Federation
“scted as if it were the industrial counterpart of the Civil Service, and
avoided as far as possible actions which made it look like a pressure
group.” “It looked and acted like a government department.”**

In Japanese politics_an intimacy of connection bet b
civil Service, and legislators goes beyond that of the d_States of the
Western European polyarchies. It is a connection that government officials
do ot eseablish with Tabor or any other groups. It is achieved by devices
including family connection, old-school ties, and movement of personnel
from government to business. “Business becomes the major concern of
government,” business and the bureaucracy achieve a “symbiosis.” A prime
minister describes the big business community as the “compass’ of the
ship of state.'®

A former public relations officer in an American corporation advises
bu_spiﬂessmen - “Let it be_publicly know siness_climate is a VEIy
in determining the selection of states an communities in
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on their social security payments—they agreed to an increase in the steel
manufacturing capacity to be laid down in the Fifth Plan®

Frepch planping is thus in some part even an explicit exchange of

favors: industry offers performance—expansion relocation, technological

innovation, and the like—in '_C__ZCE_ILI:EE:-_.— ge for gwu.tﬁl.i&vmjk@; _ax
rebates, subsidies, or credit advantages. Similarly in the National Economic
Development Council in the United Kingdom “each party offers some-
thing which is conditional on certain actions by others.”*’

In Germany earlier corporate. decentralization measures. left business.

unwilling to under_tak_¢___E}ﬁk_}iﬂ.ﬂ.ﬂ_&lsks of postwar fecoDSIUCLION.. =

meastres had o be abandoned. Demands from business accomplished
thé same erosion of controls on business size in postwar Japan.*! In Italy
the Institute for Industrial Reconstruction is a focal point for business
demands and governmental responses necessary to induce business to
mobilize the large amounts of capital needed for modern industry**

ObViOlliljf_iD_flOJ)!i@m_d&EPEif}E?E‘E&Q&.gﬁi_ﬁu—th@}‘-—&%k—@' The task
of government is o find responses to the demands of businessmen sufficient
w0 motivate them to perform the tasks delegated to them, but without
simply turning policy making over to them lock, stock, and barrel. It is a
wask that requires great skill if it is to be done well enough to maintain
both economic stability and growth. French planning has in recent years
been applauded as a demonstration of skill in the design of indulgences to
business, and sluggishness in the American economy held up as an
example of its absence.

Sometimes governments fail to respond to bu_s_i_gg_s__;_i_gg‘ggg_d} ;_even
though the penalties, which come m"ﬁéﬁ@fﬁéﬁ_ slowed growth and
unemplé?mem, are severe. In the less developed parts of the world, the
growth of markets and entérprise is repeatedly hindered by the failure of
governments to provide necessary infrastructure and other supports. In
[ndia a principled hostility to private enterprise has for more than a decade
constrained the Indian government not O provide the supports that
business wants. The result has been retarded industrial and commercial
development. The possibility arises also in the developed nations. After
World War 11, French business was under heavy attack for its collabora-
tionist tendencies during the war. It was consequently not disposed to
invest. Some businessmen prepared to emigrate, so great was hostility to
them. The government of France had to find new inducements for French
business in order to induce it to take up its responsibilities again.** *

* When in his inaugural address in 1953 President Eisenhower declared that “we need
markets in the world for the surpluses of our farms and our factories,” he was
acknowledging that businessmen make demands on government in foreign policy as
well as domestic policy, just as the chairman of the President’s Council on International
Economic Policy, we saw, understands that government has to foster business activity
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Yet ordinarily as new conditions or problems arise—for example, publi¢
demands for restriction on air pollution—businessmen know that gove

ready to acknowledge their special competence and interest, eager to wel-
come them into negotiation, anxious about the possible adverse effects of
costly antipollution measures on prices and production. Thus, as environ-

ties of business in international markets and politics, bue it is essential to note
duality of leadership in market-oriented systems extends to foreign policy,

Whether business demands on government in market-orien
ments inevitably into a new form of imperialism is a somewhar different question,
again beyond our inquiry. The smaller market-oriented systems are not imperialist, and
France and the United Kingdom appear to be retiting from earlier imperialist roles,
The charge of imperialism is an interesting allegation only when brought against the
United States as 5 superpower—and against the U.S.S.R. as another, Yet unquestionably
the superior fesources and capacity 1o mobilize authority and other bower in inter-
national relations give all the industrialized market-oriented systems, large and small,
great advantages in international negotiation and commercial- dealings with the [ess
developed countries, which they typically use to their Own perceived advantage, See
Benjamin J. Cohen, The Question of Imperialism (New York: Basic Books, 1973).

It is also alleged that business demands on Bovernmentr drive market-oriented
systems into heavy defense expenditure and into war, and indeed that these systems
cannot grow without heavy defense expenditure, Again, the exploration of the many
facets of these allegations is beyond us. Bur some points are quickly established,
Militaty expenditure js not correlated with type of politico-economic sysrem, The big
spenders are both the United States and the Soviet Union. Most industrialized marker-
oriented systems spend less than the ommunist nations of Eastern Europe, As for
whether defense spending helps the economy, among market-orienred systems those
with the largest defense spending are the slowest growers. Heavy defense spending s
possibly an obstacle to growth and may help explain slow Ametican growth in recent
decades, just as its absence helps explain high Japanese and Mexican growth, For a
summary of evidence, see Harold J. Wilensky, The Welfare State ang Equaliry
(Berkeley : University of California Press, 1975), pp. 82-84.

Similarly, the military-industrial complex, called to the nation's atten
President Eisenhower at the end of his term, is, again, largely
phenomenon, hence presumably attributable, at least in part, to their superpower roles.
In amount of military spending, intimacy and frequency of association between defense
cofporations and government officials, and development of 2 special sector of the
American poIitico-economy, a distinctive phenomenon  has developed, 1o which

Eisenhower's term is appropriately applied. Bue not in the market-oriented systems as
a category.
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when the Business and Defense Services Administration was established,
Of it, a congressional committee said:

In operation, the or
virtual abdication o
Government officials
their actions in many
already mad

ganization arrangements of BDSA have effected a
f administrative responsibility on the part of the
in charge of the Department of Commerce in that
instances are but the automatic approval of decisions
e outside the Government in business and industry.29

For less formal grants, the line between granting a rule of obedience,
thus establishing an acceptance of authority, and yielding to the offers or
threats of exchange is often a thin one. This point is made by a report on
consultations on New York city and state finance:

One stumbling block to the [absorption of} $3 billion of N
short-term debt was resolved yesterday. .
was on a demand from the investment
be converted to a state sales tax 20

ew York City's
- - The one agreement reached . . .
community that the city sales tax

In France business committees are
and its associated ministry commonl
making and implementing policy for the industry. It is intended that
authority be shifted to the industry, and the shift is made even more
definitive by moving much of the work of the ministry to the industry,
whose cooperating staff often greatly outnumbers that of the ministry. The
result is that decisions reached by the industry are ordinarily given

i d ch planning, ostensibly a cooperation among
siness and union representatives, authority

also commonplace®' Ap industry
y develop a sharing of authority in

<an.chair the commissions.™ e oo
In the United Kingdom hundreds o

fer authority On corporate executives. In addition are special departmental
committees and royal commissions, i

n which what begins as an advisory -
role for businessmen and other parti

cipants "becomes active patticipation
in administration, as if the administrators were no longer able to bear
alone the burden of the administrative State and had to pass it along to
private individuals,"*

In West Qgﬂg_g&_'fsg_r_g@zztives of national industry associations
confer on new legislation with civil servants who refuse similar rights of
patticipation to members of parliament®> And government agrees to
membership on a special body on cartel legislation “even though to do so
had the rather unorthodox effect of putting the BDI (Federation of
German Industry) on an equal level with itself in the formulation of
policy.”*® In Japan, the genkyokn offices, each responsible for certain
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The Consequences for

Polyarchy

HE preceding chapter brings us
to a question: What are, the implications, for pol archy of the privileged
position Of business? An answer does not seem hard to find. The systems

we call polyarchies are in fact complex systems in which two_forms of 4{

control operate on government officials: those of polyarchy and those
exercised by businessmen through their privileged position. Or, to put

@

it another way, the systems we call polyarchies operate under £wo 2roups

of leaders. But only one of them is systematically subject to polyarchal

control. - o< - i s
A New York Times political columnist noted at the time: “Two months

before he takes the oath of office as President, Jimmy Carter already is face
to face with one of the major questions that will determine the course of
his Administration. Will he seek at the outset to gain the confidence of the
business and financial community, or will he risk their disfavor by moving
rapidly and perhaps radically to attack the econom-ic and sociall ills he
campaigned against?” At the same time Cartet’s advisor on appointments
declared that the new president wants a secretary of the treasury “who can
verbalize the concerns of the financial community and anticipate the
financial community’s reaction to economic decisions he might take.”
Such comments occasion no surprise. That officials are torn between two

control systems is widely acknowledged.
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