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PREFACE

Why write a textbook about business and politics? Why write a comparative
text? And why frame the comparison in Anglo-American terms? I answer
these questions here.

There now exists a rich research literature on business and politics. That
literature provides the foundations for any textbook, including this one.
I aim to write informed by the latest research. Some readers will have a
good undergraduate grounding in political science. But the themes of the
book — the political and social setting of business — are increasingly
important on business studies courses, including those taught on Master’s
degrees. I have borne these latter students in mind, and one important
consequence is that, while the book draws on the research literature, I have
tried as far as possible to avoid the specialized language of professional
political science. In any case, much valuable literature on this subject is
not created by political science at all, but comes from sister disciplines —
notably business and management itself, business history, sociology, and
political economy. My aim is to synthesize as clearly and economically as
possible what we know on the subject.

I have chosen to frame the material comparatively for very well-established
reasons. In part, they are analytic: there is an important sense in which all
serious social explanation is comparative. At the back of most single country
studies lie implicit assumptions about what makes that case special. It is best
to make those assumptions explicit, and the most effective way to do this is to
frame any discussion of a single country comparatively.

The decision to frame the book comparatively was therefore easy to make.
The size of that frame was quite another matter. I have here been obliged to
make compromises. The United States is the leading capitalist democratic
nation on earth and it is hard to imagine discussing business and politics
without making the American case central. The United Kingdom has a sub-
stantive importance — as the fourth or fifth (depending on measurements)
largest national economy on earth. As the first industrial society, it was also the
pioneer of many important features of the connections between business and
politics, especially business and the state. In recent years, the two national
systems have occupied an important place in what is usually called the ‘varieties
of capitalism’ literature. The United States and United Kingdom have often
being assimilated to a common model of ‘Anglo-American capitalism’ (see, for
instance, Albert 1993; Hutton 1995; Hall and Soskice 2001). The book is not a
systematic test of the thesis that the United Kingdom and the United States do



Xii

indeed conform to a common model. We will, though, see some striking
differences in political patterns that might make us doubt that we are indeed
looking at a single model of capitalist democracy.

Deciding to include the United States and the United Kingdom in the
account posed no problems. Deciding to leave out others has been more
difficult. In part, the book has to be shaped by a familiar trade off: focusing on
the United Kingdom and the United States narrows the comparative range;
but to encompass the other leading capitalist democracies, let alone the wider,
expanding world of capitalism would demand a textbook unmanageable in
size, and probably beyond the capacity of any single author. Concentrating on
the United Kingdom and the United States creates two particularly serious
gaps. First, it marginalizes an important system of business politics, organized
in the European Union (EU), that has been created in the last generation.
That European system is marginalized in these pages because, while I often
discuss the EU, it is usually viewed through the lens of national systems —
mostly the UK systems. (I use the plural because we shall see that an
important sub-theme of the description of the United Kingdom is the emer-
gence of distinctive national patterns in Scotland and Wales.) Second, the text
also omits some of the most distinctive national worlds of capitalism, systems
that are central to the ‘varieties of capitalism’ literature: the kind exemplified,
for instance, by Germany and Japan.

Fully remedying these omissions would either demand a hugely expanded
text or an even more schematic approach than is used in these pages. I have
nevertheless tried to alleviate the problems by complementing the text with
boxed features. There are three kinds of boxes in every chapter except Chapter
1 (which sets out the analytical frame of the book). One kind of box takes a
single theme of the chapter and analyses the EU in terms of that theme, thus
putting it centre stage. A second takes the theme of each chapter and illus-
trates it with an example from beyond the national worlds of American and
British capitalism; its purpose is to expand the range of the discussion and to
remind us that there are spheres of capitalist democracy beyond the United
States and the United Kingdom. A third kind of box focuses comparatively on
a single Anglo-American case relevant to the theme of the chapter. I do this
because within each chapter the material is naturally dominated by accounts
that focus on each country in turn. While I draw themes together compara-
tively in the conclusion to each chapter, the additional case boxes provide an
extra way of sharpening the comparative focus of the book. All three kinds of
boxes are ‘cases’ in the widest sense of that word. Sometimes, they are indeed
narratives of particularly illuminating episodes in business politics; but in all
instances they are designed to provide illustrations that give a particular life to
the general features that dominate the description in the text of chapters.

Concentrating on the two cases of the United Kingdom and the United
States therefore imposes limits, but it also opens up possibilities — and these



xiii

possibilities provide important themes in the chapters that follow. Even a
reader entirely new to the study of business systems and political systems
will already recognize an important common feature of our two cases:
they are not just varieties of capitalism, but also varieties of capitalist democ-
racy. Their examination thus allows us to explore one of the most important
political formations on earth today: that formation which tries to unite an
economy based on principles of market allocation and private property
(capitalism) with a political system based on principles of popular competi-
tion for political influence and leadership (democracy). The United States is
not only the most important national economy on earth, but it is also the
most powerful national system that claims to practise democratic politics.
The ‘varieties of capitalism’ literature has attuned us to the notion that
capitalism can take many different national and regional forms. But demo-
cratic politics also varies, and we shall see that democracy in Britain often
means something very different from democracy in America. Nor is variation
across country the only important difference. Democratic politics are no
more fixed historically than are capitalist economies. The changing face of
democratic politics over time can have big consequences for the way business
functions politically.

This consideration — that democracy varies across space and across time —
helps explain the organization of the book. In a capitalist democracy, the
most obvious questions to ask are as follows: what does the fact of democ-
racy do to the way business operates; and what does the fact of private
property and a market economy do to the way democratic politics func-
tions? Social scientists have argued long and hard about these general
questions, and before we turn to the particular national cases we need to
examine those arguments: that is the purpose of Chapter 1. Chapter 2 exists
because democratic systems, and business systems, change over time. The
way they change is deeply influenced by their origins. To make sense of
business politics now, we need to know how it arrived at its present
condition in our two countries. Once again, the variety of capitalism
literature has attuned us to the importance of the different trajectories
taken by national business systems; but we will see that the distinctive
trajectories taken by national democratic systems are also critical for the
way business operates politically.

Chapters 3 through 6 spring from a simple but vital observation: the
essence of democratic politics is competition — for votes, for office, and
for influence over policy decisions. Business has to organize to succeed in
this competition. Chapters 3 through 5 examine the forms this organ-
ization takes. Chapters 3 and 4 can be considered twins. Chapter 3
examines collective action by business, notably in trade associations
and ‘peak’ associations: the former are linked to particular industries
and sectors, the latter (like the Confederation of British Industry in the
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United Kingdom and the US Chamber of Commerce) claim to speak as
the voice of business generally. The relationship between representative
associations and the individual firms can, we shall see, be problematic. Firms
can choose to plough their own political furrow, and if they are giant firms
they will have resources to do this. That is why Chapter 4 looks in particular
at the political role of the giant firm. Since most giant enterprises are also
multinational in their reach, this chapter also gives us the opportunity to
examine one of the most hotly debated issues in modern business politics:
the political role of business in an age of globalization. One of the themes
that will emerge from both Chapters 3 and 4 is that understanding the
political significance and role of business demands sensitivity to differences
between sectors, and between individual enterprises. Chapter 5 looks at a
particularly important example of this: the distinctive political position
of small business. Politicians have to organize to compete effectively; and
business has to organize to influence politicians and other policy makers in
this competitive environment. Chapter 6 focuses on the most elementary
form of democratic competition: that organized by political parties compet-
ing for votes and, through votes, for public office. It is elementary but also
fundamental. Business always has to have some answer to the question: what
kind of relationship should it create with political parties?
Recall that the headline title of this book is ‘Business, Politics, and Society’.
It signals that the impact of cultural and social change beyond the formally
organized business system and the formally organized political system is to be
a recurrent theme. Chapter 7, however, takes this as its main focus. Chapter 8
does more than sum up. It does indeed recall some of the opening themes, but
it also develops a particular argument: that the political position of business
changes not just because of developments in the business system, but also
because of the changing nature of democratic politics. This concluding
chapter thus recalls us to one of the main features of the book: it is a study
of the politics of business under capitalist dermocracy.
Michael Moran

University of Manchester
5 December 2008
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Studying Business
and Politics

Comparing business politics

The business firm is one of the most important institutions in modern
industrial society. The giant enterprise in particular is a major — perhaps the
major — allocator of society’s economic resources. It is also a great centre of
power. The hierarchies of the firm subject numerous citizens to control —
most obviously, over those who work in the enterprise, but also over suppliers
and, in certain circumstances, over customers. The wider social impact of
business activity — for instance in its effect on the physical environment — can
shape the lives of all citizens, for better or worse. Hannah makes the point in
writing about Britain:

The harshnesses of capitalism that remain may still bear down heavily on individuals,
but they now do so less as a result of competitive market pressures on employment
and wages, and more as a result of decisions which emanate from a managerial
hierarchy which has supplemented the market as a means of co-ordinating economic
activity. (1983: 2)

This power explains why the firm is a major concern of the state on both sides
of the Atlantic. The fact that it is a major concern of the state helps explain
another feature of the firm’s political importance: business, either organized
collectively or operating as a single firm, is a serious political actor in the
governing systems of all advanced capitalist nations. As we shall see shortly,
that has produced important debates about the power of business: about how far
the effective operation of democratic government is compatible with, or alter-
natively is facilitated by, the role of business both as a hierarchy of authority and
as a political lobbyist. Fully understanding the business firm, therefore, involves
more than understanding it as an economic actor; it also involves understanding
it as a political actor. That is what this book is designed to convey. Understand-
ing the firm as a political actor is, however, not only important for understand-
ing business, but is also vital for understanding the wider governing system. As
we shall see, our judgement about the power wielded by business shapes our
wider view of the viability of democratic politics.

These concerns help explain why this book introduces and compares
business politics in two national systems. The United States is chosen for



such obvious reasons that they need only be briefly summarized here.
American business is the most powerful on earth, and beyond the United
States is central to the operation of the global economy. As we will see in these
pages, the American case also illuminates in a unique way the complex
relationship between business power and democratic politics. The United
Kingdom is also chosen partly for substantive reasons. It is not only the
world’s fourth or fifth (depending on measures) largest national economy,
but is also one of the most ‘globalized’. The City of London, which occupies a
peculiarly important place in the British business community, is one of the
three great world financial centres (alongside New York and Tokyo). The
United Kingdom has for several years now also been the leading location
for direct foreign investment in the European Union (EU) — and much of this
investment is American in origin. The two business communities, we shall
also see, are closely linked — and some of this linkage takes important
organized political forms. But the significance of the United Kingdom goes
beyond present importance. Famously, the United Kingdom was the first
industrial society — the first society where many of the key institutions of
modern business capitalism were developed. That pioneering experience has
left important marks on the way business now works as a political actor —
marks that crop up repeatedly in the following pages.

An important common feature binds the United States and the United
Kingdom: they are both species of capitalist democracy. Yet, it is plain that
there is no one single form of capitalism, but many models of capitalist
economies. In the ‘models of capitalism’ literature, it is common, as was
noted in the Preface, to treat the United States and the United Kingdom as
leading examples of the same ‘model’: variously labelled as shareholder, stock
exchange dominated, or liberal capitalism. Picturing the United Kingdom
and the United States as belonging to a common model of capitalism obvi-
ously has important implications for the way we think economic activity is
organized — as the different names of models suggest. But it also has import-
ant implications for how the relationship between business and politics is
viewed: we might expect to find, if the United States and the United Kingdom
are indeed part of a single family of capitalism, that the relationship between
business and the state is similar in both countries. Part of the purpose of the
following pages is to examine what are indeed the commonalities in the
political role of business in this particular model of capitalism. But what
will also emerge in the following pages are striking differences in political
patterns between the two countries. These differences in turn have a great deal
to do with the historical development of two sets of institutions: the institu-
tions of business itself and the institutions of democratic politics. The answer
we can give to a critical question — what is the relationship between business
power and democratic politics? — depends a lot, we will discover, on which
country we are talking about.



The two systems compared here, therefore, are important in their own right,
and are also important analytically because they are so often held to stand for a
particularly influential model of how to organize a capitalist economy. Of
course, a full understanding of business and politics in advanced capitalism
would demand something much more ambitious than is attempted in these
pages. The market economy — where the business firm is a key institution — is
now the dominant form across the globe, especially since the collapse of the
command economies of the communist autocracies in the 1990s. The great
economic crisis of 2007-9 will not change that, though it will change the
relationship between states and markets. The relationship of business to
politics outside the two giant North Atlantic economies is complex and
diverse, and requires its own separate mapping. There also exists a world of
global business networks that transcend nations, explored for example in
Braithwaite and Drahos (2000). I have explained in the Preface how I deal
with this bigger picture in the following chapters, but now turn to the
established debates about business power and democratic politics.

Business power and democratic politics

Debates on business power go to the heart of our judgements about the
viability of modern democratic politics. Most national economies in
the world today are governed by some species of capitalism. That is, they
allocate goods and services through market institutions designed to signal
demand and supply, their most important productive resources are privately
owned, these systems of private ownership are regulated in law, and they are
typically embodied in the legal form of the business enterprise. At the same
time, many of these capitalist nations also claim to practise democratic
government. The attempt to combine democratic political practices with
the existence of large and well-organized business communities dominated
by giant firms is precisely what marks out the United States and the United
Kingdom. A key question, therefore, is ‘what does uniting democracy and
capitalism do to business power and to democratic politics?” In a political
system where nearly every adult may vote, but where business controls huge
and unequally distributed resources, who actually governs? (Readers familiar
with the literature on power in democratic systems will recognize this last
sentence as a crib from the opening of a classic study of democratic politics
Dahl 1961: 1.) Three particularly influential answers have been given to this
question: pluralist, power elite, and structuralist.

Pluralism argues that there are many (a plurality of) ways of exercising
power, many different resources that can be turned into power (e.g. money,
skill, and votes), many separate domains where power can be exercised, and



thus many different possible outcomes in any single instance of the attempted
exercise of power (Dahl 1961 is still the classic account). Business, if it
can organize and if it acquires political skills, has the potential to exercise
overwhelming power, but that potential is not always realized. The reason for
this has been most cogently described by Vogel (especially 1989 and 1996):
Business has to operate in a competitive political environment, where there
are many other organized interests, with whom it has to struggle for a say over
policy decisions. What matters therefore is not just the resources it possesses,
but how well it uses those resources in competition with rival interests. Two
key influences determine success in this competition: how far business can
operate as a united interest, something that observably varies greatly, and the
political climate in which it functions. In this latter connection, Vogel has
analysed the ‘fluctuating fortunes’ of business in America over the course of
the twentieth century, fortunes that vary partly because there are long histor-
ical waves of popular hostility towards, or support for, important business
institutions (Vogel 1989: 7-8).

The development of a fully worked out pluralist model was itself prompted
by accounts of the distribution of power in American society which painted a
very different picture of the power of business. According to Wright Mills’
classic The Power Elite, the commanding heights of business were ‘intricately
and deeply involved” with governing elites — for instance with elites from the
armed forces and the federal government. The result was to displace a
‘democratic social structure’ with a ‘formal political democracy’ that merely
offered the rituals, not the substance, of popular control (Wright Mills 1956/
2000: 274).

Although it was a critical account of the power of business, and although it
was moved by a desire to democratize the capitalist economy, this power elite
theory had links to older, more pessimistic pictures of how power works. This
pessimism originated among a group of theorists who flourished in the early
decades of the twentieth century in Europe. They developed a universal
theory of ‘elitism’ as a critique of the claims of the new movements pressing
for democratic control of political life. Power, according to these ‘classical’
elitists, would always be manipulated by a few, and thus the pretensions of
democratic government were just that — pretensions (Parry 1969/2005). But
in the American case, power elite theory also grew out of a more native
intellectual strain: it rose to importance in the later decades of the nineteenth
century and is usually called ‘Populism’. It was a moral critique of the power of
big business and of big government. That intellectual strain represented the
response of a traditional, rural America to the first appearance of big business
as a major institution in American life: to the growth of the first giant
industrial corporations and to the emergence of financial markets, especially
on Wall Street in New York, as major forces in the American economy, and
indeed in American life (see Chapter 2 for more on this). Thus, the inspir-



ation for power elite theory was the belief not that business as a whole was
powerful (small business, according to Populism, was exploited and op-
pressed by the big business trusts) but that a privileged section of business
was allied to other powerful groups, notably in government and the political
parties, and was manipulating democratic politics.

Power elite theory is in this respect different in subtle, but important, ways
from a third account, the theory of the structural power of business. It is
labelled thus because it says that the very way business is organized in a
market economy confers privileged power on enterprises. ‘Structure’ refers
to the core institutional structures of the market economy: to the rules
governing the ownership of property in enterprises; and to the rules govern-
ing the conduct of business life, such as who is entitled to take decisions about
the allocation of resources, as in decisions about investment in new product-
ive capacity or innovation in new technologies.

Theories of the structural power of business have come in many forms.
Historically, the most politically influential was derived from Marxism. The
original theories, much elaborated and changed over time, come from the
work of Karl Marx (1818-83) who rooted them in a comprehensive theory
of historical change. Marx argued that historical change was driven by
changes in the ‘means of production’ — in the basic technologies and social
practices by which societies organized economic life. Control of the most
developed means of production was in the hands of the class that ruled in
any society. In developed capitalist societies — the most innovative when
Marx wrote and still the dominant form — this meant that the ruling class
was composed of leading capitalists who controlled the most advanced
sectors of business. The ruling class was a business class, whatever the formal
political arrangements. Subsequently, numerous descriptions have been
offered of how the public workings of democratic politics could be fitted
to this account. One is that democracy is ‘the best possible shell’ for
capitalism. In other words, it is the political system mostly likely to allow
capitalists to realize their class interest, equipping them with a state able
to think and act in the long-term interests of the capitalist class, often
in defiance of the short term, sectional desires of particular groups of
business people (King and Kendall 2004: 59-72). This tension between the
interests of particular businesses or sectors and the wider collective interests
of business is one we shall encounter often in the succeeding pages; and
one strength of this Marxist account is that it tries to show how the separate
interests of business firms and sectors can be organized into the collec-
tive interests of capital.

Marxism is, however, not the only source of a structural account of
business power, and its influence has indeed waned in recent decades. The
single most influential academic study of business power published in the last
generation is Lindblom’s Politics and Markets (1977; and see also Lindblom



2002: 236-50). Lindblom is especially concerned with one of the big themes of
this book: the relationship between business power and democratic politics.
He argues that only a highly attenuated form of popular control in any case
exists in modern mass democracies. He dubs this polyarchy, signifying rule
by competing elites. But even this circumscribed form of popular control
is further hemmed in by the principles of a market economy, which give
business a privileged position. The rules of property mean that business
institutions own and control the most important economic resources in
society. They therefore make the key decisions — about innovation, invest-
ment, production, and marketing — that shape the economic fate of societies.
Elected governments have little option but to accept that their fates are shaped
by these independent business decisions. In this way, the rules of the
market economy ‘organize out’ important decisions from any democratic
political arena. There is no need for business to try covertly to manipulate
government or to ally itself with other elites to form a single power elite.
Without thinking, so to speak, it already occupies privileged ground. In
Lindblom’s own words:

...1n any private enterprise system, a large category of major decisions is turned over
to businessmen, both small and larger. They are taken off the agenda of government.
Businessmen thus become a kind of public official and exercise what, on a broad view
of their role, are public functions. The significant logical consequence of this for
polyarchy is that a broad area of public decision-making is removed from polyarchal
control. Polyarchal decision-making may of course ratify such an arrangement
or amend it through governmental regulation of business decision making. In all
real-world polyarchies, a substantial category of decisions is removed from polyarchal
control. (1977: 172)

The pros and cons of these competing views of business power form a
recurrent theme of the pages of this book, so are not rehearsed here. But
we should notice one critical difference in assumptions that underlie the
competing accounts. It has nothing to do with views about business, but
rather concerns the way power is conceived and measured (Lukes 2005 is the
classic explanation of this). The fundamental assumption of many pluralist
accounts is that by accumulating studies of important decisions we can
identify power holders. We identify a powerful group by discovering that it
consistently dominates key decisions. The fundamental assumption of most
power elite theories is that business power is less about exercising influence
over single decisions (though this can happen) and more about location at the
centre of networks which link business elites with other elites in society — like
leading politicians, leading bureaucrats, or elites drawn from institutions
like top universities and the armed forces. In Wright Mills’ classic, power is
the product of institutional position, and we identify power holders as those
who ‘are in command of the major hierarchies and organizations of modern



society’ (1956/2000: 4). This emphasis on the way power resides in particular
enduring institutional arrangements, rather than being dependent on control
over separate decisions, is obviously even more critical in the set of views
that underpin structural theories. What unites theorists like Marx and
Lindblom, despite their many other differences, is that business power is
seen as a function of the way control over productive resources in a society
is organized.

Many of the debates about the power of business, notably the debates
stimulated by ‘structural’ accounts of business power, have implicitly made
an important assumption: that power relations under capitalism are com-
paratively unvarying, at least for the same historical epochs. That assumption
naturally follows from the argument that the fundamental rules of property
ownership in a market economy ensure the privileged position of business.
But that assumption is in turn implicitly challenged in what is sometimes
called the ‘models of capitalism’ literature.

Models of capitalism and business power

Capitalism is an extraordinarily protean phenomenon, and this capacity for
innovation and reinvention has from the beginning been at the heart of all the
competing accounts of its character. In the classic literature, these accounts
stretch from Marx’s vision of the capitalist order as part of a process of world
historical change (see last section) to Schumpeter’s account of capitalism as
a system dominated by ‘creative destruction” — perpetual restlessness leading
to endless cycles of innovation and the destruction of established firms
and industries (Schumpeter 1943/1976: 81-6). It is not surprising, therefore,
that the diversity of capitalism has given rise to a diversity of interpretations
of the character of capitalism.

We can distinguish two different ways of tracking this diverse character,
though they have recently begun to overlap: tracking across time and across
space. Here we look at what each in turn suggests about the evolving character
of business power.

Tracking capitalism across time created, at least until the closing decades
of the twentieth century, a striking consensus among observers of otherwise
very different intellectual and ideological persuasions: that capitalism’s
historical progress produced an increasing tendency towards more ‘organ-
ized’ forms. The character of that organization differed, true, according to
intellectual and ideological persuasion. For the Austrian theorist, Hilferd-
ing, who was deeply influenced by Marx, it involved the development of
systems of control with great banking complexes at their centre — a system
of organized ‘finance capitalism’ (Hilferding 1910/1985). In the hands of



cruder Marxist theorists, like the Russian revolutionary Lenin, it involved a
theory that bound the development of capitalism to competition between
states for global power — a competition to create empires, leading to Lenin’s
famous description of imperialism as ‘the highest stage of capitalism’ (1917/
1975).

It is striking how far accounts outside this Marxist tradition also stressed
the increasingly organized nature of the capitalist economy. Schumpeter, the
scholar of capitalism who was most aware of the Marxist legacy and who saw
capitalism as a restless historical force, pictured it as taking an increasingly
organized form: monopoly replaced competition by small entrepreneurs, and
the culture of the giant corporation came to resemble that of public bureau-
cracies (Schumpeter 1943/1976: 131-42). Just over a decade before the ap-
pearance of Schumpeter’s great work, a study of ownership patterns by two
American scholars laid the foundations for one of the most influential
twentieth century accounts of the character of capitalist corporations. Berle
and Means’ The Modern Corporation and Private Property claimed to identity
a landmark shift in the nature of enterprise ownership and argued that this in
turn had huge implications for the way the corporation functioned econom-
ically and politically. The dispersal of share ownership, they argued, had
fundamentally changed the dynamic of the modern capitalist economy by
severing the direct connection between profit and the incentives that moved
the managers of enterprises. The modern manager thus had more in common
with a public-service bureaucrat than with an owner-capitalist. Indeed, there
had been created ‘a new form of absolutism” rendering null the idea that
‘economic enterprise in America is a matter of individual initiative’ (Berle and
Means 1932: 124-5).

This view of capitalism as a social institution that over time was being
reorganized into hierarchies controlled by professional managers, who in turn
regulated competition, probably reached its zenith in the 1960s and 1970s,
with the appearance of two highly influential studies (Galbraith 1967/1972
and Chandler 1977). Galbraith’s The New Industrial State, as the title implies,
drew out some of the wider political implications of changes in structure.
In his account, the most important business institution — the giant corpor-
ation — was pictured as a key source of planning, in effect a governing
institution of society (Galbraith 1967/1972: 72-85). Exactly a decade after
the appearance of The New Industrial State, Chandler’s The Visible Hand
identified the giant corporation as the most important institution in Ameri-
can life — in other words, in the life of the most powerful nation and the
most powerful economy on the face of the earth. The distinctive feature of
Chandler’s argument was conveyed in his riveting title. Against what Adam
Smith had famously pictured as the invisible hand of the market in allocating
resources, Chandler pointed to the giant corporation as a powerful organized
hierarchy that had emerged as the most important allocator of resources



in the United States. ‘The modern business enterprise’, he wrote, has taken
‘the place of market mechanisms in coordinating the activities of the economy
and allocating its resources’ (Chandler 1977: 1).

These varying accounts of capitalist historical change have very different
implications for the political roles of business — but they all have power-
ful implications for those roles. Just for illustration, consider two that are very
different in inspiration, but which share some surprising common features:
those that see capitalism mutating into a form of imperialism, where foreign
policy serves the interests of the business class, especially that part organized
into big corporations; and those that see the modern industrial state as a
partnership between government and the giant corporation.

Chandler’s work on the “visible hand’ provides a bridge between the two
streams of the ‘models of capitalism’ literature identified earlier: those that
stress differences across time and those that stress differences across space.
The organizational innovations created by giant corporations in industries
like railroads in the later decades of the nineteenth century endowed the
American economy with institutions that produced high levels of productive
efficiency. In his later work, Chandler became concerned with the degree to
which these superior organizational forms were spread (or not spread)
internationally. For instance, he ascribed some of the comparatively poor
performance of the British economy in the twentieth century to the failure to
adopt these superior institutional structures and practices (Chandler 1990).
Lazonick fused Chandler’s insight about the significance of national vari-
ations in business systems with a historical argument: that the American
system of corporate organization was itself the product of a particular
epoch and that it has been superseded as the most competitively effective
national form by models, like the Japanese, better capable of long-term
planning and coordination (Lazonick 1991: 57).

The insight that national models of capitalism might vary greatly was first
introduced to contemporary debates in Shonfield’s Modern Capitalism
(1965). He put the varying role of a classic political institution — the state —
at the centre of differentiation, and claimed to trace a close link between
institutional differentiation and economic performance. Because he
wrote during the ‘thirty glorious years’ of capitalist economic growth in
the mid-twentieth century, he commended various models of ‘continental’
European capitalism. In particular, since this was the height of French
economic success, he gave a central place to the state in steering business
institutions and managing capitalist performance (especially Shonfield 1965:
151-75).

Prompted by Shonfield’s classic, a huge literature subsequently has hinged
on two propositions: that there are distinct national — or possibly regional —
ways of organizing a capitalist economy and that the ‘success’ of models may
be contingent on their national or historical setting. In other words, there is no
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‘linear’ path along which we should expect all capitalist economies to develop.
Since every nation has its own unique characteristics, in principle, there are as
many national models of capitalism as there are nations on earth. In practice, a
smaller number of distinct regional forms are usually identified. For our
purposes, what is important is that these models convey very different pictures
of the relationship between business and the state. Though the details of
institutional differentiation have changed in each successive wave
of the ‘models’ debates, the basic principles of differentiation have remained
similar in the very different works of, for instance, Albert (1993), Coates (2000),
and Hall and Soskice (2001). Different ensembles of states, firms, and unions
recur in the various contrasting models: the American Hare versus the Rhine
Tortoise (Albert), Liberal Capitalism versus Trust-Based Capitalism (Coates),
and Coordinated Market Economies versus Liberal Market Economies (Hall
and Soskice).

Apart from the very different implications which these models have for the
political roles of business, there is one other particularly important implica-
tion of high relevance to this text. The various ‘modellers’ of capitalism
consistently identify the United States and the United Kingdom with a
distinctive variety. (For a rare exception that focuses on the special domain
of corporate governance, see Roe 1994, 2003.) It is commonly labelled a
liberal model, principally because it is believed to rely unusually heavily on
the operation of free market forces — on economic liberalism, in other words.
In this model, the power of the state is used to curb the influence of one
important group that competes with business, labour organized into trade
unions. Ownership, control, and the government of corporations are
thought to be shaped unusually directly by market operations, especially by
decisions of investors in highly developed securities markets organized on
stock exchanges that trade the equity of leading corporations. Thus, this
model is associated with what later in this chapter we will examine as a
particular form of corporate governance.

Debates about models of capitalism took an important turn from the early
1990s. Until then, the success of first the German, and then of the Japanese
economy, had led to the widespread view that a corporatist model of capit-
alism (with which Germany was closely identified) or a state-dominated
model (closely identified with Japan) was at least a viable alternative to,
if not actually preferable to, the Anglo-American model. In essence, in a
corporatist model, business is a partner in economic management with the
state and with organized labour; in a state-dominated model, business, with
other social interests, is directed according to the strategic aims of the state
(see, for instance, Lazonick 1991). The depressed character of Germany and
Japan, coupled with a boom (on some indicators) in the United States and
the United Kingdom for more than fifteen years after the early 1990s, led to a
common argument, especially among some Anglo-Saxon policy elites, that
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the Anglo-American model was ‘the model of the future’ The great financial
crisis of 2007-9 cast doubt on that claim, to put it mildly — something we
describe in Box 8.3 (p. 168).

The argument for the superiority of a liberal Anglo-American model was
reinforced by a common claim that this model was also more attuned to the
greatest structural development in the world economy in the last thirty
years: the appearance of new waves of globalization, in which the highly
developed financial markets of the Anglo-American world and the giant
corporations of the American economy have both been central. There is
widespread agreement that we have indeed been witnessing an era of
globalization since the early 1970s. There is, though, some dispute about
its historical novelty (Hirst and Thompson 1999). There is also dispute
about the consequences of these developments for business power. At one
extreme are those who argue that we now live in a world without borders:
globalization is creating an economic order where nation states are power-
less and where giant multinational corporations and their allies in other
globally organized institutions are increasingly free to determine the eco-
nomic fate of populations (reviewed, Scholte 2005: 13-48). On the other
hand, theorists like Garrett (1998a and 1998b) argue that globalization is
actually opening up new opportunities for national economic elites to
control more effectively their economic fortunes, and to circumscribe the
decision-making freedom of enterprises. (We examine these arguments
more closely in Chapter 4.)

It will be apparent from this discussion that the two national systems
occupying most attention in this book are peculiarly important in the debate
about the way the global economy is developing. It will be equally plain that
the ‘liberal’ Anglo-American model, if it indeed is a distinctive form of
capitalism, entails a distinctive relationship between business and politics,
and particularly between business and the state. Understanding these relations
and deciding whether they do indeed constitute a common transatlantic
model are therefore important for a reason even wider than understanding
the connections between business and politics in these two nations; it affects
how we view the wider capitalist global economy.

Policy issues and the power of business

Debates about the power of business matter because they are critical to
our understanding of the character of democratic politics and to our under-
standing of the character of capitalist economies. But their importance goes
beyond these analytical questions. The power of business is also tied up with a
wide range of immediate policy issues that face the societies whose business
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systems are examined in this book. The power problem is therefore not just a
problem for theorists of democracy and capitalism, but also citizens and
policy makers face it every day. This section sketches five important areas
where academic debates of the sort that have so far dominated this chapter
actually overlap with these immediate policy issues.

THE ISSUE OF CORPORATE GOVERNANCE

The attempt to regulate business activity is almost as old as recorded eco-
nomic activity itself (Braithwaite and Drahos 2000: 3-8). But the issue of
‘corporate governance’ is largely the result of the creation in the nineteenth
century of the enterprise as a separate legal personality (Bowman 1996: 8-16;
Pearson 2002). Corporate governance refers to two related matters: to the
internal government of the firm and to the connection between internal
governing arrangements and the state. Business life has to be conducted
according to some rules, and if these rules are not adhered to then commer-
cial transactions become virtually impossible. Such rules include specifica-
tions concerning honesty and fraud in the conduct of economic life, the
enforcement of contracts, and the rules governing the conditions under
which firms may trade (for instance, covering the conditions under which
trading has to cease if firms cannot meet their debts, the heart of laws of
bankruptcy, and insolvency). Corporate governance therefore involves a kind
of ‘contract’ with the state: the enterprise gains privileges in return for
observing obligations.

It is the terms of the ‘contract’ which are at the heart of modern issues to do
with corporate governance: how explicit and detailed should be its terms and
how onerous, or not, should be the obligations it imposes? In part, the
substantive issues concern the practical conduct of business life: for instance,
what kind of public reporting of the financial affairs of the firm is appropriate
and how much state surveillance should there be of that reporting? How far,
alternatively, could the rules be the product of non-legal self-regulation — for
instance, administered by such institutions as stock exchanges as a condition
of exchange listing? In part, the issues concern the structures of government
within firms. It is not difficult to see that questions of structure soon widen
beyond matters of institutional detail: they raise issues to do with both the
internal power structures of the firm and the power balance between
the firm and the state. On the former, the issues include the range of
possible participants in corporate governance: should they, for example,
include employees or be confined to legal owners? On the latter, they cover
the extent to which the state should specify exact rules about corporate
governing structures and embody them in law, or only lay down broad
principles. Time and again in the following pages we shall see that there are
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big differences between the United States and the United Kingdom in the
kinds of answers given to these questions.

THE ISSUE OF REGULATION

The issue of regulation overlaps with that of corporate governance, since it has
much to do with the way firms conduct their internal affairs and with how
they behave towards the society around them. Regulation, like corporate
governance, is as old as the capitalistic business enterprise — indeed possibly
older (see Ogus 1992). In the United States, its first modern manifestation
dates from the revolutionary change identified by Chandler: the rise of the
giant corporation. The power of these new corporate giants prompted claims
that they could manipulate market competition; as we shall see in Chapter 2,
from that claim originated American ‘anti-trust’ regulation. In the United
Kingdom, regulation developed on a significant scale in the nineteenth
century to try to cope with many of the consequences of industrialism — for
example, pollution and damage to the health and safety of workers. We will
see in Chapter 2 that these original developments were over the course of
the twentieth century succeeded by waves of regulation that have affected
both the internal practices of firms and the way they connect to their social
environment. The consequence is that the daily life of business is penetrated
by regulations, mostly embodied in law, and by public regulatory agencies
responsible for their application.

Three sets of policy issues have been raised by the spread of regulation. The
first is cost, as range and complexity have grown: firms have to invest sign-
ificant resources in regulatory compliance. The second issue, which can itself
seriously affect cost, is the style of regulation. A constant theme of the
following pages will be the different roles played by the law and by regulatory
enforcers in different periods and in different countries. Should regulation
be essentially a matter of policing and prosecution, rather as we expect the
criminal law to be enforced, or should it be a cooperative affair between the
regulators and regulated? The third issue is in turn connected to regulatory
style: it concerns the quintessentially political issue of the proper relationship
between the regulator and regulated. The two must inevitably have a great
deal to do with each other. Regulators develop knowledge and expertise that is
valuable to regulated industries. ‘Capture’ of the regulators by regulated is a
real danger: ‘capture’ occurs when the two are so cooperatively inclined that
they inhabit a collusive world where regulation is conducted in the interests of
the two parties, rather than in the wider public interest for which it has,
formally, been designed. A common analysis of the 2007-9 crisis (discussed in
more detail in Chapter 8) is that this kind of collusive relationship between
market actors and regulators was a cause of the great financial crash.
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THE ISSUE OF SCANDAL

Scandal is as old as the business enterprise, or at least as old as the attempt to
create some systems of corporate governance and to regulate enterprise be-
haviour. For individuals, scandals have an obvious significance: whether those
individuals are convicted in the courts as the perpetrators of particular scan-
dals, are financially ruined as the result of fraudulent scandals, or have their
health ruined by scandalous failures of safety regulation. But for the business
system, scandals have a wider significance. If we view them historically, we
quickly see that they do not happen randomly, but tend to come in clusters.
The most recent were the set of financial scandals centred on American
corporations like Worldcom and Enron, which had pioneered innovative
business practices — practices that seem to have been connected to the scandals
themselves (Brickey 2003). An obvious issue, therefore, is why scandals occur
in this kind of pattern? (see Thompson 2000). There are broadly two explan-
ations. One suggests that there are epochal changes in business behaviour
which encourage scandalous practices: thus, a common explanation of the
financial scandals at the turn of the millennium was that financial deregulation
and increased competition loosened the grip of established institutions of
regulation, and drove down standards of ethical behaviour in business com-
munities. A second explanation traces scandals more to changing expectations
about business behaviour: it is not so much that firms start behaving in newly
scandalous ways, but that old patterns of behaviour, for a variety of reasons, are
exposed as unacceptable (see Clarke 1981). In either case, the wider systemic
consequences of scandals can be momentous. They can — as happened in the
aftermath of the Enron and Worldcom scandals — cause large parts of the
regulatory system to be overhauled. More fundamentally, they can affect the
legitimacy of business institutions. ‘Legitimacy’ here means the moral author-
ity of the business system — its capacity to convince the public at large that in
the pursuit of profit, it nevertheless generally acts in morally acceptable ways
and therefore can be trusted to act in the public interest. Any long-term loss of
this kind of legitimacy can have damaging consequences for enterprises:
immediately, it can lead to increased public control; more fundamentally, it
can weaken business politically by strengthening the case of those who argue
that the private enterprise system is driven by greed and selfishness. We shall
find that these are themes in our two final chapters.

THE ISSUE OF REWARD

Arguments about greed and selfishness are connected to the issue of corporate
and executive reward. Democratic capitalist systems of the kind examined in
this book are marked by great economic inequality; one important source of
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that inequality is the business system. Business enterprises deliberately, and
of necessity, create their own internal hierarchies of reward. Through a mix of
competition in markets and the exploitation of other sources of advantage
such as monopoly power, they also more widely distribute (unequal) profits
between enterprises. The legitimacy of business enterprise thus depends not
just on the management of scandals, but also on the ability to defend the
moral acceptability of these wider inequalities. Justifying inequalities is
plainly not only the task of the business enterprise or the wider representa-
tives of business; but the enterprise, as both a beneficiary and a generator
of inequality, is at the heart of the policy issues raised by inequality. Three
illustrations make the point. First, the tax treatment of corporate profits goes
to the heart of how much inequality the state under democratic capitalism
can or should permit. Second, the tax treatment of the incomes of the very
wealthy also puts the enterprise centre stage, since the super wealthy include —
though do not only consist of — the business elite. Finally, the issues of both
corporate reward and the rewards to leading executives bear on key problems
of corporate governance. In the last two decades, the evidence demonstrates
that the gap between the rewards of the elites at the head of business and
employees lower down enterprise hierarchies has widened greatly on both
sides of the Atlantic (Erturk et al. 2005: 54—6). This sense that the rewards to
the super-rich in financial markets were indefensible was a key obstacle
to the creation of rescue packages for banks in the great financial crisis of
2007-9. In the form of arguments about bonuses (the most important source
of spectacular reward for the corporate elite), they have pursued financial
services firms in the aftermath of the state bailouts that were organized on
both sides of the Atlantic in the autumn of 2008.

THE ISSUE OF POLITICAL ENGAGEMENT

Everything we have seen so far in this chapter demonstrates that the business
enterprise is an intensely political institution. Legally, it is a state creation.
Practically, its internal government and daily operations are deeply shaped
by public regulation. It is a major interest in society. Under democratic
capitalism, much of the fate of elected governments, including electoral fate,
depends on the success with which enterprises are conducted; and the re-
sources businesses generate and distribute are critical to highly contentious
political questions, such as how far state power should be used to moderate
unequal distributions of wealth and income. Politics therefore cannot
be separated from the conduct of business. The critical issues are about the
terms on which business engages with politics and politics engages with
business. As the succeeding pages will show, political engagement raises
tricky questions of strategy and tactics for individual enterprises, for whole
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industries, and for the business community (insofar as it is a community). But
it also raises wider issues for democratic politics. There are two main ways
business can engage: by partisan commitment and by lobbying. The former
involves a close alignment between business interests and political parties.
That in turn, we shall see, takes different forms on either side of the Atlantic:
for much of the twentieth century, the Conservative Party in Britain was
identified as the party of business, while in the United States, both parties,
Democratic and Republican, have historically operated as ‘business friendly’
parties. As we shall see in Chapter 6, this state of affairs has raised many policy
issues. In the last thirty years, the most sensitive have concerned the escalating
cost of party competition — and the extent to which this escalating cost makes
candidates for electoral office unduly dependent on business (financial) support.

‘Lobbying’ is an inadequate shorthand term for a wide range of non-
partisan strategies by which businesses, either individually or collectively,
seek to shape policy. The issues raised take us right back to near the start of
this chapter: to those debates concerned with the question of whether busi-
ness is a privileged interest under democratic capitalism. ‘Lobbying’ is a
competitive activity involving the mobilization of many different potential
resources: votes, expertise, and money, to name but three. Business, especially
large business, is often particularly well endowed with these resources —
money and expertise being two obvious examples. We shall see that there
are competing views of what kinds of practical policy issues this state of affairs
creates, and these different views in some degree mirror the debates between
pluralists and others that we encountered earlier in the chapter: on some
views, business is one competitor among many in the process of lobbying; an
alternative view is that the resources of business make it such a privileged
lobbyist that its uniquely powerful resources need to be exposed, regulated,
or even confiscated in the interests of defending democratic politics.

Capitalism, democracy, and the power of business

The fact that the countries that dominate this book are capitalist democracies
shapes the most important themes of the coming pages. The marriage of
capitalism and democracy is a common partnership in the world today, and
has become commoner in the last three of decades: for instance, all the old
‘command’ economies of the former Soviet bloc, together with China, have
tried to convert to market systems; and a smaller number have also seriously
tried to accompany this with a conversion to democratic politics.

This marriage of capitalism and democracy is fruitful, probably beneficial
to both, but often tense. The source of tension can be summed up in one
word: legitimacy. The greatest modern scholar of the subject, Max Weber,
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argued that legitimacy — the readiness to accept the moral right of a
hierarchy to exercise authority — lies at the heart of any successful governing
system (1919/1970: 78-9). The legitimacy foundations of democratic political
institutions are complex, but they are at heart connected to the practices
of democratic citizenship: to a model of citizenship that is based on a
presumption of equality. Whatever the realities of power in the actual making
of policy, the claim of democratic government to obedience — its claim to
legitimacy — rests on the notion that it occupies office as a result of a selection
process (competitive election under some version of universal suffrage) where
all citizens have presumptively equal weight in the process.

By contrast, authority in business does not rest on claims derived from the
rules of democratic citizenship. To some degree, it rests on expertise: the
management of the modern corporation is commonly in the hands of spe-
cialized professionals. It even more commonly rests on some performance
criteria, notably measures of enterprise success like profit generation in a
competitive market. But however the authority of business is legitimized,
legitimacy it must have. The business enterprise, especially the big business
enterprise, is a major centre of power in the societies of the advanced capitalist
world. Chandler’s ‘visible hand’ allocates highly valued resources — money,
jobs, prestige. And those allocations have become much more unequal across
the Anglo-American world in recent decades.

The hierarchies of power in business and the economic inequalities gener-
ated by business therefore have to be legitimized. Democratic capitalisms
round the world offer no single solution to this problem. Indeed, much of
what distinguishes the different ‘models of capitalism’ amounts to different
models of legitimation. For instance, the ‘corporatist’ model identified with
Germany pictures business as having public-service obligations; it is con-
strained by the need to operate in partnership with other important social
interests like the state and organized labour. We shall see that part of what
distinguishes American and British capitalism is that it has offered very
different accounts of what could legitimize the business corporation, and
all the power and inequalities it represents. But we shall also see that despite
the common assimilation of the two countries to a single model, actually
they have often taken different legitimation roads, differences dictated by
variations in both their histories and their institutions.

It should now be obvious that understanding patterns of business and
politics has to start with a careful account of the historical roots of business
communities, and their relations with systems of politics and the wider civil
society. That is the purpose of the next chapter.



The History of Business
and Politics

Paths to the present

It is common to speak of the ‘historical background’ to the present, but in the
case of business and politics, the phrase greatly understates the importance of
the past. A country’s historical experiences are critical to its modern day
institutions. Examining the historical development of systems of business,
politics highlights their path dependent nature. ‘Path dependency’ does not
mean that the past determines the present, but it does mean that it constrains
the present — lays out some paths that are more likely than others to be
followed, and provides forks in the road of change that rule out some choices
later in time.

This general observation about the path-dependent nature of historical
development happens to be particularly relevant to our understanding of
business politics in the two countries examined here. As we saw in Chapter 1,
it is common to consider the United States and the United Kingdom as
belonging to the same species of Anglo-American capitalism. But we
will find in the following pages that historical experience has produced
important divergences. These have helped shape profoundly different pat-
terns of business engagement with politics on either side of the Atlantic. The
differences turn on two features that are examined in the chapter: the timing
of the development of business institutions and democratic institutions;
and the cultures of democratic institutions themselves. Democracy, we shall
see, has been shaped by business on both sides of the Atlantic; but business
has also been shaped by its encounters with democracy.

This stress on historical timing and the way it creates path dependency
shapes what follows. In each of the next two sections, I sketch the historical
development of business and politics in our two countries. These are selective
narratives designed to draw out wider analytic themes, to do with the way
the histories of business institutions and democratic institutions have
resulted in very different environments for business politics. Of the many
differences in historical sequencing, the single most important to emerge in
the following pages can be summarized thus: the institutions of business
capitalism preceded the development of democratic politics in the United
Kingdom, while in the United States, they grew up alongside democracy.
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Box 2.1 Politics and market building: the case of the EU

An important theme both of this chapter and of the chapters that follow is that the markets
which business firms inhabit are not natural forms. They are historically created institutions
where politics is a central force in creation. That point is often not immediately obvious in the
case of the two main country cases in this book simply because the process of market creation is
the result of a long history of evolution; and because it is the product of gradual change, it can
look like the outcome of a natural, inevitable process. The great insight offered by the history of
market creation in the EU comes from the fact that it has been a much more historically
compressed experience: it can be said to have begun only with the inauguration of the
European Coal and Steel Community (ECSC) by the Treaty of Paris in 1951. Moreover, the
process of market creation was the result of conscious design and ambition by a few key
individuals who had a clear picture of what they wanted to create — and, albeit incompletely,
have seen their ambition realized. The ECSC, which joined six countries, was the ‘template’ for
what became the European Economic Community (colloquially the ‘Common Market’) inaug-
urated by the Treaty of Rome in 1957. The two key members of the ECSC were France and
Germany, and it was substantially the creation of two men: Jean Monnet (1888-1979) a French
technocrat and Robert Schuman (1886-1963). Schuman was French Foreign Minister at the
foundation of the ECSC but had actually been born a subject of the German Empire. His lifeline
was thus shaped by the upheavals of war in twentieth century Europe and their impact on
national boundaries; and his ambitions for the ECSC were in turn shaped by these political
experiences. In Monnet's mind, the ECSC was designed to do two things: to integrate what
were then the core sectors of a modern economy — coal and steel — of France and Germany so
that they could never again be used as the basis of war economies in the two separate states;
and to ‘spill over’ integration from coal and steel into other sectors, thus creating a momentum
for wider economic union. Thus, the ambitions from the start were as much political as
economic. Likewise, the negotiations that created the Common Market were shaped by
politics: some states, for instance the United Kingdom, took the political decision not to
participate; and the nature of economic government in the new market was the result of
hard bargaining between its six members, and especially between the big two: France and
Germany. Although the ambitions of the EU after fifty years remain expressed in the language
of the creation of a free market across all members — the same ambitions that were expressed in
1957 — each successive important stage in the creation of the market has demanded political
choices. They include the choices to admit new members: for instance, the landmark admission
of the United Kingdom (with Demark and Ireland) in 1973 was preceded by a long period of
diplomatic bargaining. Even more fundamentally political was the admission of the ten new
members in 2004, most from the Soviet Empire that had collapsed at the start of the 1990s.
Accession in these cases involved bargaining not only about market practices and economic
interests, but also about the construction of democratic political institutions. Likewise, each
phase in the ‘deepening’ of the market has been a political act. The creation of a powerful
system for regulating competition within member states, which largely began in the 1980s, was
closely connected to the political ambitions of the European Commission, the main executive
arm of the Union. (The role of the Union as a competition regulator is discussed more fully in
Chapter 7). Even more fundamentally, the creation of a single currency, the Euro, its final
introduction in 2002, and its present adoption by fifteen member states, has involved a long
chain of political choices: for instance, to discard national currencies like the mark and the franc,
and to reshape the power and operations of key nation state institutions, like finance ministries
and central banks. When it comes to market making in Europe, in short, everything is political.
These observations are well documented in the specialist academic literature on the EU, and can
be most instructively followed in Milward's classic (2000) on the origins of the whole Union
project and in more conventional textbook accounts like Bache and George (2006).




20

An obvious question to ask, faced with a chapter on historical develop-
ment, is the following: what periods are we talking about? When does ‘history’
end and some more contemporary pattern begin? As we shall see, the answer
is contingent on individual national patterns: the ‘path’ becomes ‘dependent’
at different moments on the different sides of the Atlantic.

The United Kingdom: business, oligarchies,
and democracy

The single most important feature of the history of business politics in Britain
can be simply stated: the development of business institutions preceded the
development of democratic politics.

In part, this sequencing is due to something wider: the overwhelmingly
important historical feature of British economic development is that the
country was the global pioneer of the transition to industrialism. Economic
historians debate the exact timing of the ‘Industrial Revolution’ in Britain,
but there is no dissent that the century between 1750 and 1850 was crucial.
In 1750, agriculture still dominated productive economic activity; manufac-
turing industry and extractive industries, like coalmining, operated on a small
scale and were marginal economic contributors. A century later, though
agriculture was still a major employer, manufacturing was the most innovative
and dynamic part of the economy. Reliable figures about long-term economic
changes only begin to appear from the start of the nineteenth century, but as an
indicator of momentous change, we can note that the percentage of the
population of England and Wales defined as ‘rural’ in censuses fell from 74
per cent in 1811 to 46 per cent in 1871 (Schofield 1994: 89). This momentous
change created new industries, and in the process created new business
interests and new business institutions. But these new business interests
entered an institutional landscape that was already populated by existing
interests and organizations. They had to coexist with these established
interests, who in some cases were also their rivals and competitors.

Of these rivals, the most important lay in agriculture, the dominant
economic sector before the rise of industrialism. Since the most significant
form of wealth had been land, an aristocracy that had extensive wealth in land
dominated politics before the Industrial Revolution. Much of the history of
economic representation in the first century of the Industrial Revolution and
much of the wider history of the political system was about the relations
between old interests and the new business interests created out of industri-
alism — relations that were a complex mixture of rivalry and of alliance
(Guttsman 1963: 34-108).
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But alongside this diverse agrarian interest was a much more cohesively
organized business community which, developing in the late seventeenth
century, formed an important historical template for future forms of business
representation and regulation. This was the commercial and financial com-
munity located in the geographical City of London — the original ‘square
mile’. While this part of the City was an ancient centre of commerce, there
occurred three important developments at the close of the seventeenth and at
the beginning of the eighteenth centuries that transformed its economic and
political roles. First, there was institutional innovation, notably in the foun-
dation of the Bank of England, which was designed to address the debt raising
problems of the state (Clapham 1944: 53—103). Though a privately owned
body, the Bank soon emerged as the state’s ‘banker’ as well as the manager of
public debt. Second, there developed new markets and the institutions that
organized those markets, notably in insurance. An important institution
dating from this period was the Corporation of Lloyds, the centre of com-
mercial insurance services in London. Its origins lay in the coffee house of
Edward Lloyd, which from 1691 was located so as to be close to the latest
intelligence about shipping movements out of London (Kynaston 1995: 12).
The link between shipping and insurance is the key. Insurance and reinsur-
ance were important because they provided vital commercial services to
maritime trading enterprises in the early phases of imperial colonization
and the opening up of a global economy, a fact reflected in the early history
of many great insurance companies (see, for instance, Supple 1970: 12-21).
A third important development was the creation of uniquely close connec-
tions between the ‘City’ business community and the state elite. The links
between commerce and imperialism, and the role of the Bank of England in
the management of public debt helped bind the commercial elite and the state
elite. In maritime insurance, the state elite and the commercial elite were
linked because institutions like Lloyds were critical in underwriting many of
the maritime enterprises that were central to the imperialist ambitions of the
state and to important commercial enterprises like the slave trade. The City of
London was at the centre of what Cain and Hopkins call the ‘military-fiscal
state’ — an instrument for uniting business interests and military adventures
in pursuit of empire and profit (1993: 71-84). Indeed, even to speak of,
separately, a ‘state elite’ and a ‘commercial elite’ is to misunderstand the
connections between the two. From the beginning these two elites were
fused, drawn from a common pool, involving individuals who moved easily
between the world of ‘politics’ and the world of ‘commerce’.

The historical sequencing summarized here conditioned both the later
economic and the political histories of British business. When the take-off
to industrialism occurred, creating as it did new business interests and new
business institutions, the City was already the location of a well-developed
web of interests. It had a unique connection, symbiotic in character, to the
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central institutions of the state, notably to those concerned with imperialist
adventures. The markets in the City were particularly attuned to one of the
central purposes of that state — which was to colonize parts of the globe. These
features gave the City a markedly ‘global’ orientation.

Rising alongside this well-established ‘City’ business interest, the new
interests of industrialism acquired a number of distinctive features. They
highlight a peculiarity of British industry compared with the experience
of successor industrial economies: the take-off into industrialism largely
happened without the participation of the commercial elite (Ingham 1984:
62-78). This bequeathed a key structural fault line in the British economy
which fundamentally affected the character of business politics: an unusually
clear separation between ‘finance’, meaning the institutions of the City of
London, and ‘industry’, meaning the new enterprises created by the Industrial
Revolution.

But early industrialism also bequeathed another feature that fundamentally
affected the way manufacturing interests were represented politically. The
early enterprises were marked by a powerful culture of individual entrepre-
neurship. The pioneering enterprises were owner controlled and, not surpris-
ingly, there was a tremendous stress on the independence and autonomy
of the firm. It was a kind of little kingdom to itself, a ‘private association,
which should have the minimum of government regulation and interference’
(Gamble and Kelly 2001: 111; see also Parkinson 1994: 30). This was reflected
in the legal history of enterprises. In the pre-industrial era, there had been a
tradition of companies that were licensed, and to some degree controlled, by
the state, but these were mostly connected to adventures in early imperialism.
The culture of the enterprise under industrialism was very different. Even
when the state began regulating the firm from the middle of the nineteenth
century, two assumptions predominated: that owners, rather than other
‘stakeholders’, were kingpins and that such regulation as was conducted
should be light touch (Carson 19704, 19705, and 1979).

Two early features of British economic development therefore critically
shaped the political role of business: the establishment of a commercial/
financial sector in the City of London, which had a privileged relationship
with the state elite; and the emergence of a manufacturing sector with
a powerful preference for the autonomy of the individual firm. The import-
ance of these was reinforced by another feature of historical sequencing. The
rise of the City as a privileged, powerful sector and the rise of the autonomous
firm preceded two key features of the modern state: the development of
significant administrative capacities and the development of democratic
institutions. The resources available to the central state in Britain — measured
by people or money — were tiny: for instance, the Joint Stock Companies
Act of 1844, the critical legislation designed to control company fraud, ‘led
to the creation of a staff of two, a registrar and his assistant, to try to keep
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track of many hundreds of companies’ (Porter 1995: 99). At the same time,
the political elite was dominated by an alliance of ‘old’ and ‘new’ business
interests. The old interests were symbolized by aristocrats, who continued to
be prominent in government throughout the whole of the nineteenth century,
and by members of the commercial/financial elite which increasingly ‘fused’
with that aristocracy, for instance through intermarriage. New interests were
represented by those connected to manufacturing, who became increasingly
prominent politically over the course of the nineteenth century (see Lisle-
Williams 1984). In short, government was dominated by a number of con-
nected oligarchies — aristocratic, commercial, and industrial. Democracy, in
the sense of competition for the support of an electorate where all or most
adults were entitled to vote, was only a demand, and not a widely supported
demand: after the passage of the 1832 Reform Act only 7 per cent of adults still
had the vote; even after successive reforms in 1867 and 1884 only 28 per cent
had the vote in that latter year. Until 1918, property qualifications still
regulated access of many to the vote, and even after 1918 property continued
to play a residual regulatory role.

Business oligarchies therefore dominated politics and society before the rise
of democratic politics or indeed before the rise of a state with any great
administrative capacity to intervene in economic and social affairs. The
effect of this was to confer on business a special position as far as
the regulation of economic life was concerned. Over large parts of business
life, notably in the financial and commercial markets of the City of London,
the presumption was established that ‘self-regulation’ was the appropriate
form of government. This meant that business institutions themselves — for
instance, stock exchanges and Lloyds — set their own rules. Under pressure of
the problems created by industrialism, the state did indeed begin in the first
half of the nineteenth century to practise legal regulation of domains like
safety at work, air pollution, and regulation of the purity of food sold to the
public. But this system of regulation was guided by a philosophy of ‘coopera-
tive regulation’ — a philosophy that stressed the importance of carrying
business along in the regulatory process and not imposing measures in the
teeth of business opposition. The resources that the state commanded, which
in any case in the nineteenth century were sparse, were particularly limited in
the case of institutions concerned with the regulation of business life; hence
the puny resources noted earlier for the enforcement of company law.

Business therefore established itself ‘early’ in the government of economic
life: before the appearance of either democratic institutions or the development
of a state with significant administrative resources. Small wonder that policy
was made and implemented in a business friendly fashion.

These are the conditions that governed the relations between business and
politics at the beginning of the era of modern British politics. The most
convincing date for this beginning is 1918. The First World War (1914-18)
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transformed the role of the central state in British society, greatly expanding
its social and economic control functions, and the scale of its operations.
While there was some retreat in the scale of government and of government
control, after 1918, it never returned to the kind of state with which business
had been used before the impact of war to deal — small, with a restricted view
of its functions and with few resources. Business from 1918 was therefore
faced with a much more formidable administrative machine than hitherto.

It was also faced in 1918 with a transformed political environment. The
social upheavals of war (not least the entry into the industrial labour market
for the first time of very large numbers of women) had caused substantial
cultural changes. The kind of hierarchical society where business was used to
intervening in politics was greatly weakened. One sign of this was the accel-
eration in the pressure for the enfranchisement of women, a pressure that
resulted in the grant of the vote to all women over the age of 30 (if they were
ratepayers or the wives of ratepayers) in the 1918 Representation of the People
Act. The effect of other reforms — such as the extension of the vote to virtually
all men over the age of 21 — meant that the 1918 General Election was the first
to be fought under what can be called conditions of formal democracy: that is,
with an electorate close to universal adult suffrage. (In 1928, women were
finally granted voting rights on equal terms with men.)

These cultural and procedural changes were accompanied by great party
political upheavals. Business entered the First World War with a party system
dominated by two business friendly parties: Conservative and Liberal; they
were distinguished mainly by the fact that they were to some degree allied to
different sections of business. Divisions over the conduct of the war split the
Liberal Party, and destroyed it in short order (and for ever) as a significant
force in British politics. The Labour Representation Committee, which up to
1914 had been little more than a parliamentary faction operating as a lobby
for the trade unions, now became part of a new mass Labour Party. Labour’s
emergence in this form was consolidated by its new constitution in 1918. In
the general election held at the close of that year, following the end of the
Great War, Labour emerged as the main opponent of the Conservative Party.
It commanded the votes of a majority of manual workers and was close to a
trade union movement that had itself grown greatly in strength and numbers
during the War. Thus, business was now faced with a major potential rival in
the party sphere, as well as with a newly functioning democracy. What is
more, the destruction of the Liberal Party and the emergence of Labour were
accompanied by a brief but frightening revolutionary movement when the
whole business system seemed threatened by revolutionary socialism. The
Russian Revolution in 1917, coupled with the collapse of both the German
and the Austro-Hungarian monarchies in 1918, led to a wave of revolutionary
unrest across Europe. Though this was quickly stemmed in Britain, the
experience made plain to business, and any other defender of the established
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order, that as far as politics was concerned it would be anything but ‘business
as usual’ after the War. (For two very different ‘takes’ on this process, see
Cowling 1971; and McKibbin 1974.)

These new circumstances explain several developments in the organization
of business representation during and around the end of the First World War.
They are important because they helped shape business politics for much of
the rest of the twentieth century. Three were particularly significant.

First, mostly under the pressure of the demands created by the vast war
time economy, manufacturing industry for the first time succeeded in creat-
ing an enduring national ‘peak’ association to speak on its behalf: the Feder-
ation of British Industries (FBI) was founded in 1916 (Blank 1973: 13-15).

Second, again in part due to the pressures of war, the most formidable
institutions of British business, the financial and commercial interests located
in the City of London, reorganized the way they regulated their affairs
and defended their interests in politics. The most important change trans-
formed the role of the Bank of England. Before 1914, the Bank had been a
fairly informally organized and specialized institution. It was run by a Court
of Directors that provided a Governor who served for a fixed term of two
years. It was important in organizing some financial operations, and had
acquired also a function in preserving the stability of City markets: for
instance, in the case of threatened collapses, especially in banking, it was
acknowledged to be responsible for organizing rescue operations. But it had
very little to do with ‘politics’ in the sense of dealing with central government,
still less with the public world of party political debate. The impact of war and
its aftermath changed all this. The Bank became a key actor in central
government because it was vital in fulfilling a key function — raising the vastly
expanded amounts in debt needed to provide the finances of the wartime
state. This drew it into central government politics. The appointment of
Montagu Norman as Governor in 1920 signalled a great turning point in
the way it functioned. The short fixed term tenure was abandoned: Norman
served as Governor until 1944. Under his governorship, the organization of
City interests was radically reformed. The Bank established itself as the ‘lead’
intermediary between City institutions and the centre of government, notably
in dealings with the Treasury. It thus acted as a kind of voice in government
for the collective interests of the financial system. The Bank at the same time
became increasingly active in the government of the City itself, regulating
markets and competitive practices. Thus, its previous narrow remit in ‘gov-
erning’ financial markets was significantly extended. Partly, in order to carry
out these functions, the Bank itself became increasingly ‘professional’ in its
internal organization, and less an institution simply run by members of the
City elite who formed the Court of Directors. Because of all these changes, the
Bank also established itself in the eyes of central government as the governor
of the City and as the ‘gateway’ between the system of government and City.
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In this way, by excluding central government, it also managed to establish
some protection for the City from the politics of the new democracy, pre-
serving the historic system of self-regulation that left City markets to run their
own affairs (Clay, 1957: 272-317; Moran, 1986: 22—7; Kynaston 2000: 42—4).

The third sign of change was in the party system. The destruction of the
Liberal Party now left the Conservatives as the acknowledged party of busi-
ness. Their success in electoral competition in the new democracy was critical
for business interests. While the new Labour Party soon abandoned its brief
flirtation with revolutionary socialism, it was nevertheless an institution
organically connected to the main opponent of business in the industrial
sphere, the trade union movement. And indeed, the Conservatives were
highly effective, being easily the most electorally successful party in the United
Kingdom over the next fifty years: in the half century after 1918 Conservative
or Conservative-dominated coalition, governments were in office for thirty-
seven of those years.

Thus, the experience of war and its political and social aftermath reshaped
business politics in a way that affected operations for much of the rest of
the twentieth century. Business equipped itself with powerful instruments
for managing the new democracy. But these new instruments were also
problematic, and their problematic character recurred across the succeeding
decades. The attempt to position the FBI as the dominant peak association for
business was from the start bedevilled by problems. The original ambition of
the ‘industrial statesmen’ who were important to founding the FBI, like
Dudley Docker, was to create a comprehensive voice for business as a whole
(Davenport-Hines 1984: 84—7; Grieves 1989: 169). They appreciated that the
collective representation of business interests would not happen automatically,
but had to be created with an eye to something wider than the concerns
of individual firms or sectors. But these ambitions were stymied, for
reasons that recurred throughout the twentieth century: attempts to speak
for business as a whole were obstructed by the existence of sectional business
interests. The FBI entered an institutional landscape where there was already
well-organized employer organization, concerned with collective bargaining
with trade unions, and from the beginning these employer organizations
were determined to protect their bargaining ‘turf’ (Wigham 1973: 103-4;
Middlemas 1979: 116-18). The history of firm autonomy, which we
have traced to the early experience of industrialism, also greatly limited the
authority that any peak association — or indeed any kind of business associ-
ation — could exert over members. The very diversity of business also proved
an enduring problem. The most important sign of this was the problem of
integrating small firms into a comprehensive peak association — a problem
signalled by the existence of a separate National Union of Manufacturers
catering for smaller businesses (Blank 1973: 20).
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Box 2.2 The changing history of the developmental state and big business: the case of South Korea

The cases in this book focus, obviously, on Anglo-American capitalism. But in the longer
historical perspective, the capitalist systems that have enjoyed the most spectacular economic
success are those of East Asia: in the generation after military defeat in 1945, Japan re-
emerged as an economic superpower; even more spectacularly, a group conventionally
labelled ‘Tiger’ economies — of which the most important were South Korea and Singapore —
leapt from third world to first world economic status in a few short decades from the 1950s.
The most influential accounts of this transformation argue that it was marked by a particularly
close connection between state agencies and big business: there was a ‘developmental
state’ that strategically guided big business. Though debate exists about this thesis (see Johnson
1982; Samuels 1987; and Babb 2001), two points do seem well established: that there indeed
existed in these systems a special kind of partnership between strong state agencies and
business, especially big, organized business, and that from the 1990s this partnership entered
a prolonged period of difficulty. South Korea illustrates the two great forces at work reshaping
this state—business relationship, and they merit highlighting because they recur also elsewhere in
the pages of this book. The two forces are democracy and globalization. The South Korean
economic miracle originated in the 1950s under the first republic headed by President Syngman
Rhee. His was an autocracy backed by the military that suppressed labour militancy and left
big business in the ascendant. Fifty years later the country has been transformed into a
(highly turbulent) competitive democracy (Pirie 2005, 2007) in which big business has
to compete with other economic interests. The way globalization has created pressures for
liberalization of markets and more transparency in the relationship between big business and
public agencies can be traced to the intervention of global financial institutions: the great 1997
East Asian financial crisis was the catalyst transforming the regulation of markets in a more
open and liberalized direction, and weakening the close partnership between big business
and the state.

On some accounts, the conjunction of the crisis of the developmental state and the
pressures of financial globalization have so changed things that we can no longer speak of
a developmental state, but of a new regulatory state. For Jayasuriya (2001, 2005), the heart of
the matter lies in the evolution of one key regulatory institution, the central bank: throughout
the 1990s, central banks emerged as increasingly independent regulatory agencies with
distinct mandates, normally attached to the goal of maintaining price stability. That emer-
gence reflected the increasing hegemony of interests organized in the global financial
markets, and was promoted by supranational agencies of global financial regulation. Along-
side this, a number of more contingent forces helped foster institutional innovations that
made it more difficult for the state to direct big business in strategically determined directions.
For instance, pressures from global economic actors and from global supervisory institutions
challenged the characteristically discretionary and collusive modes of doing business that
were at the heart of the connection between big business and the state in South Korea. This in
turn produced demands for more transparent and formally specified rules, and the creation of
agencies to formulate and police those rules. Big business remains enormously important in
the South Korean state of the twenty-first century, but the shape of the relationship is
different from that which created the Korean economic miracle: it has to contend with a
globalized economy in which very close partnerships between state and corporation have to
be reconciled with demands for transparency and liberalization, and it has to contend with a
system of domestic politics in which rivals to big business like trade unions cannot be
suppressed in the straightforwardly authoritarian manner of the past.




28

The very success of the City of London in getting its political act together
under the Bank of England also, ironically, created problems — for it reinforced
at a political level the economic divide between finance and industry. That
could be seen even as late as 1965, when the Confederation of British Industry
was founded: the Confederation in its early years actually excluded financial
services firms from full membership (Grant and Marsh 1977: 32).

The rise of the Conservative Party as the business friendly party, while it
created opportunities for business, also created problems. The Party was a
problematic tool of business interests. It was problematic for reasons that will
be described in more detail in Chapter 6, but in summary, internally, the Party
was biased towards particular sectors of business, with manufacturing being
one of the weaker voices and externally, it was often forced to compromise
between the interests of business and other social groups in the pursuit of
electoral success.

The most important political legacies of the history of British business can
thus be summarized as follows. Business inherited a history of division and
fragmentation, notably one in which the autonomy of the individual firm was
paramount and the City was a separate political grouping. It inherited
a history of tension with the democratic state that had emerged after 1918.
And it inherited as its main political ‘manager’ a Conservative Party that was
often an unreliable steward of its interests.

The United States: business, Populism,
and democracy

‘The United States was born in the country and has moved to the city’
(Hofstadter 1955/1972: 23). Hofstadter’s remark catches much that is im-
portant about the historical character of business as a system of power in
the United States. In the early history of the United States, not only was
agriculture a dominant economic interest, but also powerful myths symbol-
ically emphasized the importance of the farming life as the most valuable,
and quintessentially American, mode of living. With this emphasis on the
importance of rural America went a number of other features: a celebration of
the small farmer as the archetypal business figure; a suspicion of big institu-
tions, a suspicion of city life and the institutions associated with the city; and
a corresponding suspicion of government, especially distant ‘big’ government.
From the beginning, the United States was a commercial society: ‘No nation
has been more market-oriented in its origins and subsequent history than the
United States of America’ (McCraw 1997: 303). But a particular vision of
the market was celebrated, and this vision marginalized, or even demonized,
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the worlds of large corporations and big government (Lipset 1964: 57 ff.,
1996: 19 ft.). This explains, for instance, one of the great early divisions in
American society: over the creation of a national ‘federal’ bank, which was
rejected in the name of a ‘democratic’ model of America for fear of excessive
central power (Hammond 1957: 405-50).

This starting point helps explain much about the formative historical era in
the development of business and politics in American society: that covering
the second half of the nineteenth century. A number of key developments
took place. In this period, a predominantly agrarian society was transformed.
This meant in part that an urban society and an industrial economy based on
extraction and manufacturing developed: in 1850, 85 per cent of the Ameri-
can population was defined by census as living in rural areas; by 1900, the
figure had fallen to 69 per cent; a century later, it was under a quarter (US
Census Bureau 2008). But it also meant that the hitherto self-contained
economy of rural America was ‘commercialized’: farming was integrated
into wider markets, to feed both the rapidly growing cities and even to export
to international markets. The Civil War (1861-5) reshaped the nature of
political power, successfully asserting the authority of a newly powerful
federal government. Public power fashioned a New York-dominated financial
system, and in the process, ‘a new class of finance capitalists was created’
(Bensel 1990: 363—4).

Perhaps even more important, the economic consequences of the War
accelerated economic and social changes that were already happening. For
the first time, there developed a significant plutocratic class in the United
States, immortalized in the idea of the ‘robber barons’ who emerged in
the second half of the nineteenth century to dominate parts of the newly
developing economy: for instance, Carnegie in steel, Rockefeller in oil, and
Vanderbilt in rail (Josephson 1962). The wealth of this class was fabulous by
American historical standards, and the economic and political power that it
was able to exercise was correspondingly great: ‘During the 1840s there were
not twenty millionaires in the entire country; by 1910 there were probably
more than twenty millionaires in the United States Senate’ (Hofstadter 1955/
1972: 136).

The plutocracy was partly responsible for major innovations in corporate
organization, creating enterprises new to American society and indeed to the
rest of the capitalist world. They consisted of giant corporations which
captured and regulated markets in whole sectors and which developed their
own distinctive forms of internal organization. They were a world away from
that of the small farmer or storeowner who was the mythical centre of the
traditional American economy. These corporations were soon to pioneer new
forms of internal divisional organization that gave professional managers,
rather than entrepreneurs, a central role (Chandler 1977: 6-12). The pluto-
crats were also associated with the rise of new centres of financial power,
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publicly often demonized as the ‘Money Trust’ allegedly organized on “Wall
Street, the great financial district of New York City. Indeed, whether demon-
ization was justified or not, the period did see the rise of great financiers
like J. Pierrepoint Morgan who used the financial markets to put together
conglomerates in the new industries like rail and steel (Carosso 1973).

These great changes had political origins, and they had political conse-
quences. The rise of the new giant corporations was not the result of
some process of natural economic evolution; it reflected the exploitation
of the political environment by creative entrepreneurs (Roy 1997: 10-20).
The political consequences of the changes marked both American politics
generally and the politics of the business community for over a century. The
period under review here was one of extraordinary social and economic
change — and of corresponding stress, notably for the ‘old’ economy and
society of rural America, as it felt the impact of the new economic power and
the new economic challenges. The most important political manifestations of
this were the (linked) forces of Populism and Progressivism. ‘Populism’ was a
great movement of agrarian radicalism that reached its height in the 1890s
and then exhausted itself. It arose out of the stresses and problems imposed
on small business rural America by the momentous changes of the second half
of the century, and was a reaction against the figures and institutions that
seemed to be behind, and to benefit from, those changes: the new plutocracy
represented in the public mind by the ‘robber barons’; the giant corporations
that seemed to be able to control, rather than be controlled by, markets;
the new centres of finance; and their perceived ability to control the terms
on which small entrepreneurs, especially when facing hard times, could
get credit. ‘Progressivism’ was a coalition with different social bases from
Populism, with which it nevertheless shared some common features. It drew
support from an emerging urban professional middle class concerned, in
particular, with the weaknesses of systems of government which seemed to
rely on patronage and corruption, often fuelled by the wealth of the new
plutocrats (McConnell 1966: 30-50; Foley 2007: 266-76).

By the end of the nineteenth century, the impact of social and economic
transformation, the stresses and strains to which rural American had been
subjected, the legacy of the old myths of small town rural America, and
the immense social problems of the rapidly growing cities all crystallized
into new challenges to the power of big business in the United States. The
challenge focused in particular on the alleged power of the ‘Money Trust’: the
notion that the economy was being manipulated by a small number of
institutions and individuals — the latter identified often with the ‘robber
barons’ — so as to allow the exercise of excessive and harmful political and
economic power. The belief in the power of the ‘Money Trust’ and the need to
combat it was central to two important episodes in the history of business
politics.
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The first was the passage of the Sherman Act in 1890. This law was
prompted by the debates over the alleged power of the corporate giants. It
is agreed by most observers that the Act was aimed at the capacity of the new
corporations to manipulate market competition, but critical interpretations
have subsequently stressed the limited impact of the law, and its symbolic
rather than substantive function. Critics of its effectiveness point to the extent
to which the original proposals were shorn of sanctions during passage
through Congress, and the extent to which later court interpretations created
a jurisprudence which minimized the impact of the Act on corporate com-
binations (Bowman 1996: 63-9). The Act nevertheless has claims to be the
founding measure for something that will loom large in these pages: a federal
regulatory state aimed at controlling corporate power. And it also has sign-
ificance because verdicts on it anticipate the long debate, which will also recur
in these pages, about how far that state really does limit corporate power in
America. The significance of Sherman is magnified because it did not
appear in isolation. To this period also belongs the creation of the Interstate
Commerce Commission (1887—-1995) from which we can date one of the
characteristic forms of business regulation for the next century — rate and
service regulation, which extended over time into industries created by new
technologies, like airlines and telephones (Stone 1991). Likewise, the passage
of the Pure Food and Drug Act 1906 inaugurated a key, and enduring, history
of federal regulation of both the food and pharmaceutical industries, leading
to the establishment of a major regulatory agency, the Food and Drug
Administration (Hilts 2003).

The second episode was a great outburst of hostility to corporate power
shortly before the start of the Great War in Europe in 1914. In 1912, there
took place a highly publicized set of Congressional hearings (commonly
labelled the Pujo hearings, after the chair of the investigating committee),
which ‘exposed’ the operations of the Money Trust, arraigned leading finan-
ciers like J. Pierrepoint Morgan, and in 1913, produced a report which
claimed to document Trust manipulation of American economic life (see
Carosso 1973). In the same year, there also occurred the first of a long line of
(twentieth and twenty-first centuries) ‘scandals’ documenting the use by
business of money and favours to influence the behaviour of leading figures
in Congress (McConnell 1966: 11-29).

These are touchstone episodes because they resonate through the political
history of American business. Movements critical of the exercise of American
business power have deep historical roots. There exists a tradition of highly
adversarial criticism of business institutions, in spite of the weakness of the
root and branch opposition to capitalism offered by socialist movements in
Europe and the relative weakness of trade unionism, the main rival of
business for power inside the workplace. As we shall see later, this often
shows itself as a highly adversarial system of business regulation — remarkably
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different from the legacy of cooperative business regulation that we sketched
in the British case.

What is nevertheless undeniable is that none of the hostility to big corpor-
ate power widespread in the United States in the generation before 1914 did
anything to halt the advance of the large corporation or the power of business.
Nor did it hinder big industrial corporations in their brutal suppression of
trade unions. Chandler documents what he calls the ‘maturing’ of the giant
corporation during and after the First World War (1977: 455-83). The 1920s
has been called an age of ‘rascality’: an era of outrageous business abuse,
notably in the financial markets. It also saw, in the Presidency of Warren
Harding (1921-3), the Administration with possibly the most corrupt links
to business in US history (Sobel 1965: 235; McCartney 2008). Hostility to
business, especially to big business controlled from Wall Street, thus went
with massive, and often abusive, exercise of corporate power.

It was with this contradictory inheritance that the United States entered its
greatest ever economic crisis — and the greatest ever crisis of the business
order: that signalled by the great ‘crash’ on financial markets in 1929, rapidly
succeeded by the Great Depression. That was an era of financial catastrophe,
revelations of fraud, the collapse of production, and mass unemployment.
Qut of this came the ‘New Deal’, shorthand for a series of social and economic
reforms introduced under the Presidency of Franklin Roosevelt in the 1930s.
The ‘New Deal’ is a powerful symbol for a new relationship between govern-
ment, business, and society — but the meaning of that symbol, we shall see,
continues to be contested.

The New Deal was about much more than the relationship between
American business and the political system, but it was indeed formative for
that relationship. Roosevelt’s reforms, quite simply, saved American capital-
ism. Faced with a collapsing financial system, a collapsing production system,
and a collapse in the legitimacy of the business institutions, they stabilized
the market order. Whether they succeeded in stabilization because they
produced real economic changes or because of the political leadership sym-
bolized by Roosevelt is a matter of continual debate (Foley 2007: 279).
But, whether by real economic achievements or by the symbolic magic of
Roosevelt’s leadership, the reforms first rescued and then stabilized the market
order in the United States.

The New Deal saved American capitalism in part because it radically
changed the state structure that business had to deal with. Many of its radical
structural reforms endure to this day. The best summary of these reforms is
that they built new institutions of a regulatory state, and thus of a distinctively
American way of ordering the relations between government and business. In
doing so, reformers were of course able to construct on the foundations that
had been laid down as long ago as the closing decades of the nineteenth
century. The heart of this new regulatory state was a series of federal regula-
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tory agencies that became emblems of the New Deal. The most important
were concentrated on financial markets: for instance, the Securities and
Exchange Commissions regulated stock markets, and the Federal Deposit
Insurance Corporation safeguarded small deposits in banks and, as a corol-
lary, regulated the prudential conduct of those banks. At the same time, the
reforms also consisted of measures designed to put under closer control the
amount of competition that was allowable in the financial markets: the Glass—
Steagall Act (more formally the Banking Act of 1935) not only established a
system of deposit insurance, but also enforced a separation between invest-
ment and retail banking. The New Deal’s diagnosis of the cause of the Great
Crash thus echoed historical themes that we identified earlier: it traced the
problem to the excessive exercise of power by financial institutions and to
their imprudence, rapacity, and fraudulence.

In turning this diagnosis into remedy, the New Deal established a highly
distinctive mode of regulation that has ever since deeply shaped the relations
between business, the state, and the wider political system. The most import-
ant feature of this mode is the dominance of the law and of legal argument.
Established by statute, in a legal culture where law was already central to the
regulation of social relationships, the regulatory process soon became heavily
shaped by the courts and by juridical reasoning. Lawyers emerged as the key
figures in negotiating the relationship between the new regulatory state and
American business, both in the regulated enterprises and in the regulatory
institutions. The law schools of the universities became important providers
of skilled professionals for this new regulatory state (McCraw 1984: 243—4).
We will in later pages see one consequence of this mode: the importation into
the regulation of business of a distinctive feature of the wider American legal
culture — its reliance on adversarial argument between opposing parties as a
means of determining outcomes.

The creation of new regulatory bodies and new, legally informed ways of
thinking about business policy can be thought of as involving the imposition
of constraints on business institutions — a common perception among critics
of the New Deal from within the business community. But this was not the
whole story. Another feature of the regulatory state that the New Deal created
reminds us that business institutions in America, whatever popular hostility
they aroused, still entered the New Deal with formidable power resources. The
most important resource was ideological: attachment to the market order still
dominated the minds of Americans. The aim of the New Deal, as we have
seen, was to stabilize, not replace, the business order, and so from the
beginning, the institutions of regulation it created worked under important
limits, some of them self-imposed. The institutional structure and the actual
practices of the new regulatory bodies ensured that there was a great deal of
cooperative regulation with business, with market actors encouraged to run
their own affairs. Indeed, this turn to a more organized, regulated capitalism
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had already begun in some sections of big business even in the 1920s (Hawley
1978). The single most important regulatory institution established by the
New Deal, the Securities and Exchange Commission, provides a good ex-
ample of the actual style of the new regulatory state. The Commission was
designed to regulate the institution — the stock exchange — that had been
the heart of the scandalous collapses in 1929. But from the start the leadership
of the Commission was drawn from the very markets where scandal had
originated: its first chairman, Joseph Kennedy, founded the fortune of the
Kennedy political dynasty by financial speculation in the 1920s. More im-
portant still, the Commission worked through a kind of ‘franchising’ system:
it delegated responsibility for regulation to the stock exchanges themselves,
mostly restricting itself to authorizing and supervising these self-regulatory
bodies (Seligman 2003: 103-23).

The New Deal helped redefine the relationship between business and the
state in America, and helped also to lay the foundations for a quarter century
of great business power in the United States. The 1940s and the 1950s now
seem like a golden age of the power of the corporation, especially the giant
corporation. It was the age of ‘Fordism’ (see Box 2.3, p. 36): an age when big
industrial corporations had finally worked out a cooperative relationship with
privileged sections of the unionized working class. Out of the New Deal came
an alliance between many of the big corporations at the heart of the manu-
facturing economy — such as the auto industry — and powerful sections of the
American trade union movement. ‘Business unionism’ put a premium on
securing favourable deals for workers in particular industries and firms, and
locked some powerful unions into a political alliance with some large cor-
porate employers. The cooperative relationship between business and state on
which the New Deal was predicated was also greatly strengthened by the
economy of world war between 1941 and 1945, and by the economy of
the ‘cold war’ that soon succeeded the end of formal hostilities. This was an
era of what has been called ‘Pentagon capitalism’ (Melman 1970). The
American state emerged as a giant customer for large corporations in the
defence and the allied industries. The contractual relationships in these
business deals did not resemble those of a conventional market; they involved
close and enduring partnerships between the upper reaches of the state and
significant parts of corporate America. Many parts of the United States — such
as the giant Californian economy — also rested heavily on defence contract
work. And reaching out from the defence core there were numerous other
sectors where similar collaborative relationships developed — for instance,
in the rapidly growing health technology industries, which often used tech-
nologies allied to those in the defence sector (Brown 1979; Trajtenberg 1990;
Foote 1992).

The collaborative economic relationships between key parts of business and
the state were also reflected in political practice. The top of the American
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federal government for much of the 1950s (for instance, President Eisenhower’s
Administrations 1953-60) was heavily populated by the leaders of corporate
America (see McQuaid 1982: 170-7, 1994: 106). In Congress, the importance
to the economies of the constituencies of individual congressmen of lucrative
federal contracts, notably in defence, set up a struggle for the spoils of
spending. This encouraged the development of close relationships between
leading Congressional figures, leading figures in the executive, notably in
defence administration, and leading corporate interests. This was the era of
‘iron triangles’, in which a triangle of interests covering key policy areas like
defence in Congress, the Executive, and business often combined to bargain in
a closed world where other actors and interests were excluded (Cater 1965:
26-48). It is not a coincidence that this golden age of business power in the
1950s also produced some of the major studies of power in American society
that argued for the existence of a power elite uniting the top of corporate
America with leaders of political institutions: among the most important were
Wright Mills’ study (1956/2000) of the power elite nationally and Hunter’s
pioneering study (1953) of its workings in one city, Atlanta.

The 1950s were also a golden age for business legitimacy, especially for big
business. We need to express this with caution since it is obviously partly a
judgement about popular perceptions of business, and evidence about per-
ceptions from the past is often unsatisfactory. Nevertheless, the weight of the
evidence that we have is convincing. The performance of the business system
after the creation of the original wartime economy was by historic standards
highly satisfactory: it delivered full employment and, by the 1950s, hitherto
unimaginable consumer prosperity for the mass of Americans. Globally, this
was an era not only of American political might, but also of American
economic dominance. In important sectors, especially in manufacturing,
corporations had established a stable business relationship with big trade
unions. The era of the New Deal had already helped reconcile Americans to
big business: Galambos’ study of media treatment of business argues that even
by the end of the 1930s it had helped ‘ease Americans into acceptance of big
business’ (1975: 247). Studies of the media treatment of business indicate a
generally deferential approach — something that was to change radically by the
1990s (Berry 1999: 123-30). The opinion poll data that we have indicate
historically high levels of approval of, and trust in, corporate America: at least,
historically high, we shall see in later pages, by the standards of today (Vogel
1989: 7-8).

The election of the Democratic candidate, John F. Kennedy, to the Presi-
dency, as the successor to the Republican Eisenhower in 1960, might be taken
to signify a prolongation of the golden age of business power. Kennedy was
after all the son of the same Joseph Kennedy whom we encountered earlier:
the speculator who made a vast fortune before the Great Crash and then
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Box 2.3 An industrial statesman and politics: Henry Ford and ‘Fordism’

Henry Ford (1863-1947) is principally known as the founder of the Ford automobile empire.
Politically, he is known as the sponsor of extreme right wing views, notably of a virulent anti-
Semitism. But Ford’s production methods also meant that his name was attached to an
influential theory of the workings of the American and West European economies in the
half-century after the close of the First World War (1918). Ford pioneered the application of a
highly advanced division of labour to automobile production, typified by assembly line
working. It enabled huge advances in productivity, the mass marketing of cheap consumer
goods, such as Ford’s famous Model-T car, and the consequent creation of an economy with a
virtuous circle of production and consumption: productivity advances allowed marketing of
cheap consumer goods; this created mass demand; meeting the resulting mass demand
boosted employment in the most productive industries already paying high wages; and the
workers in those industries in turn became customers for mass-produced consumer goods.
Ford’s own empire spread to the United Kingdom and other parts of Europe; more important,
the model of production and consumption that lay behind his industrial success also spread
(Holden 2005). Hence the inauguration of an age of Fordist consumption and production.
(One of the earliest coinages of the word is by Gramsci, in 1971: 279-318) The new industries
like automobile production that Ford pioneered were critical to the stabilization of capitalist
democracy on both sides of the Atlantic in the wake of the Great Depression of the early
1930s. In the ‘long boom’ that stretched in the Anglo-American economy from the late 1940s
to the early 1970s, Fordist production, allied to mass consumption, was the engine of the
boom. Politically, it involved two components. First, it was connected to a particular theory of
state management of the economy influenced by the great British economist Keynes (1883—
1946). Keynesianism gave the state a central role in managing demand in the economy, and
thus stabilizing the mechanisms of mass consumption that were critical to the workings of the
Fordist model. Second, it involved a partnership between the great corporations, like the Ford
Motor Corporation, who were central to Fordist production, and the political and industrial
representatives of part of the labour force — that part which was fortunate enough to be
employed in the industries that had benefited from the huge productivity advances of the
Fordist division of labour. Fordism thus was closely linked to a system of consensus politics
binding big business to the best-organized sections of the work force. It was thus truly an
Anglo-American phenomenon, but it was more, for the Fordist model also lay at the root of
post-war economic success in other giant European economies, like Germany. Its history also
shows the complex forces linking industrial statesmen like Ford and the practice of capitalist
democracy. Ford undoubtedly pioneered key elements of what became labelled Fordism,
notably those that enabled huge productivity advances and the creation of an economy of
mass consumption. But Fordism was also a political alliance between progressive forces, in
business, in the organized labour movement, and among pro-business politicians. It thus
represented views that were worlds away from Ford’s own brand of reactionary right wing
politics, with its attacks on labour unions and Jews. Accounting for the end of the Fordist era
in the early 1970s is complicated, because it involves accounting for the fundamental changes
in the character of advanced capitalism that brought the ‘long boom’ to an end. But that
Fordism did exhaust itself cannot be denied. As a symbol of its exhaustion, the last generation
has also seen the continuing decline of the automobile industry in the mid-West, including the
decline of Ford as an automobile producer: in short, the decline of the original heartland of
Fordism.
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played an important part in the business regulatory system of the New
Deal. Kennedy’s victory was won on a campaign part funded from the family
wealth — itself a sign that business finance was now important to the increas-
ingly expensive task of winning electoral office in America. But in fact this
moment was a watershed in business politics, and is an appropriate point for
our historical sketch to end. Business was soon to enter a world very different
from the golden age. It would still be one where corporate power was
exercised impressively, but the way power could be exercised, and the condi-
tions under which it could be wielded, were to change profoundly. The
character of the wider political culture altered greatly in the next decades,
the late 1960s being a particularly critical period of change. Likewise, the
lobbying world in which business had to operate began to be transformed,
and the world of regulatory politics created in the New Deal was reshaped. In
summary, business could still exercise great power, but it had to exercise it in a
more competitive and combative political environment — one that character-
izes the modern relationships between American business and politics that we
shall see recurring throughout the rest of these pages.

Varieties of capitalism and varieties of democracy

The ‘varieties of capitalism’ literature has assimilated British and American
capitalism to a single model. But our sketch here suggests that this is over-
stated: varieties of capitalism theories have a lot of illuminating things to
say about capitalism, but rather less to say about the political setting
of capitalist business systems, in particular about democracy. British and
American business has a lot in common, but also exhibits marked differences.
Some of the difference has to do with the contrasting character of core
capitalist institutions, like corporations; some has to do with the relations
between business and the wider political system; both have to do with
contrasting historical experiences.

The single most important feature of the British system is that most sign-
ificant British institutions and practices predated the rise of formal demo-
cratic politics, or were, latterly, an attempt to manage democracy so as to
minimize its impact on business power. There were two critical episodes in
the development of the politics of the business system. The first was the
original development of the City of London as a key centre of (globally
important) financial activity and as a significant concentration of power
well connected to London-based political elites. The second was the Industrial
Revolution, which created the first industrial society, the first great centres of
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industrial capitalist power, and the first attempts to solve the problem of how
politically to manage an industrial society.

The results of all these are summarized in the preceding pages. The great
centres of economic power colonized the state. They established over large
parts of the economy — notably the financial sector — the presumption that
business should be allowed to conduct its affairs without the intervention of
government. These notions were systematized in ideologies of self-regulation.
Where the state was drawn in to control aspects of the new industrial economy
— such as the health and safety of workers — the new industrial elites in the
nineteenth century managed to defend a minimalist framework of regulation.
This was expressed in an ideology of ‘cooperative regulation’: in other words,
in the notion that even where state agencies had power of legal compulsion, it
should be used sparingly, and enforcement agencies should give priority to
working in cooperation with regulated businesses. The critical years in laying
down a template for modern relations between business and politics were
those during and immediately after the First World War: business began
successfully to organize itself as a national lobby, it forged an alliance with
the Conservative Party as ‘the’ business party, and it reinforced ideologies of
self-regulation and cooperative regulation as a protection against any inter-
ventionist ambitions by the newly democratic state.

The key political problem for business in Britain for much of the twentieth
century, therefore, was how to maintain patterns of power and privilege that
had been established before the rise of democratic politics. The problem for
American business was different. It lived in a more business friendly envir-
onment than was inhabited by British business. There was no significant
legacy of an aristocratic culture hostile to commerce or manufacturing.
Business was a high status activity and business elites were important parts
of the political elite. But business institutions had to live with two conditions
that were weak or absent in Britain. The first was formal democratic politics —
not complete, but much more extensive than existed in the United Kingdom
throughout the nineteenth century. The second was a set of cultural expect-
ations that were hostile to big business. The American state was anything but
laissez-faire in its treatment of business. Shaped by Populism and Progressiv-
ism, it intervened much earlier than did the British state in the regulation
of key areas of economic life, such as competitive practices. In the aftermath
of the great world economic crisis at the end of the 1920s, it moved
much more extensively than did the British state to control large parts of
business — building a powerful set of institutions that we now summarize as
the American regulatory state.

Historically, the American business community not only enjoyed greater
status than did its British counterpart, but it also had to operate in an
environment where its privileges were more likely to be contested. As we
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shall see in later chapters, this has had important consequences that distinguish
the two national systems: in the organization of business lobbying, in the
relationships between business and partisan politics, and in the wider relations
between business and society. In the next chapter, we turn to the first of these:
the way business organizes itself for lobbying purposes.



Organizing Business

Business collective action and the politics
of the firm

The organization of any interest for political purposes is a problematic affair,
but it is especially problematic for business interests. We know why from the
first two chapters of this book. There is a tension between the desire of
business to maximize its political impact by organizing collectively and the
pressure felt by individual enterprises to compete with business rivals. The
tension has been made more acute by the historically fragmented organiza-
tion of business interests on both sides of the Atlantic.

This chapter is about how business organizes now in the face of these
problems. Organizing collectively is not the only source of business power,
but it is an important one. The descriptions in this chapter highlight some big
themes. The importance of national setting reappears. Here, however,
I emphasize the importance of differences, not just in historical experience,
but also in the wider national institutional setting — albeit that this setting is
itself historically shaped. How business organizes, or fails to organize, is in
part the product of the wider policy-making system within which it has to
operate. It also follows that when the wider system changes, the way business
organizes politically also has to change — an observation that will recur in
these pages.

Studying how business now organizes also emphasizes another feature
that has cropped up in our first two chapters: the sheer difficulty of creating
and maintaining institutions that promote collective interests. We shall also
see that a common organizational experience of recent years has made this
problem more acute. The individual firm, we know, is an institution that is
politically shaped: even the basic legal form of the company is a political
creation. But the significance of the individual enterprise, especially the large
enterprise, as a carrier of business interests has grown in recent years. The
firm has become an intensely political institution, and this raises many
questions about how to organize the business community behind a com-
mon purpose. As we shall see by the end of the chapter, the effect of the
great financial crisis of 2007-9 was to magnify the extent to which giant
firms, especially those in the financial sector, have this intensely political
character.
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Box 3.1 The evolution of business lobbying in the EU

We now have more than two decades experience of the evolution of lobbying in the EU since
the passage of the original legislation to complete the single market (1986) — and this
legislation is agreed to have stimulated a lobbying boom in Brussels. In its effect on business
lobbying, it probably had a more profound impact even than the original creation of the
‘Common Market' by the Treaty of Rome in 1957. Coen’s work (1997, 1998, 1999, 2002,
2007a, 2007b) allows us to chart the development of a changing, and distinctive, lobbying
system. The picture encompasses more than lobbying by business, but business is the most
numerous, the best organized, and the best resourced of the lobbying interests, especially in
Brussels. Present estimates suggest that about 20,000 lobbyists operate in the city alone.
There are over 1,400 formally organized interest groups, and over 260 law firms and public
affairs firms. (Some of the most important of the former are branches of American multi-
national law firms who have long operated in Washington as combined ‘fixers’ and specialist
advisors on regulatory issues.) The biggest change over time in the case of the EU is, simply,
growth in scale: there was an ‘explosion’ (Coen’s word 2007b) in numbers in the 1990s, and
this was connected to two developments: the shift of much responsibility for regulatory
decision making from national governments to the European level and the rise of Qualified
Majority Voting as a decision mechanism within the Council of Ministers, which put a
premium on putting together alliances supporting particular positions at the European level,
for under Qualified Majority Voting it is no longer enough to line up a single national vote to
veto a proposal. A second change over time is the widening range of institutions and arenas
that are targeted by business lobbyists. When Coen surveyed the lobbying community in the
mid-1990s, he found that attention to the European Commission predominated. But when he
replicated his survey a decade later, he found that, while the Commission was still the most
important object of lobbying attention, there was a much wider spread of activity including,
for instance, the European Parliament. The change reflects the more complex distribution of
policy-making responsibilities in the Union’s institutions and the development of a more
sophisticated array of lobbying techniques by business interests. This greater sophistication
may be connected to a third striking development: a shift on the part of business lobbyists
from collective to individual action. This is reflected in the composition of the lobbying
community itself: Coen estimates (ibid.) that about 40 per cent of lobbyists can now be
classified as individual actors (single firms, think tanks, and law and public relations firms) as
distinct from collective actors like trade associations. What is doubly striking about this
development is the way it resembles a shift which we noted (see pp. 47-8) at the level of
our two national cases: there we saw that firms, especially big firms, were either using their
own in-house lobbying expertise, or hiring in professional lobbyists, to advance their interests.
Individual lobbying is a sign of growing sophistication — a capacity to identify individual
corporate interests and to pursue them in a single-minded fashion, rather than relying on
exerting influence through some industry- or sectoral-level trade association. But the behav-
jour of firms in Brussels also reflects their behaviour in London and Washington in one other
way: individual action, though rising in importance, does not rule out collective action. There
is a premium, especially in dealings with the Commission, in being seen to be a ‘team player’.
Support for the collective action exemplified by the workings of trade associations therefore
complements the focused approach reflected by individual actor lobbying. The individual firm,
whether in Brussels, London, or Washington, has a delicate balance to strike between acting
as a team player and pursuing its own special interests.
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The United Kingdom: fragmentation
and firm autonomy

We saw in the first two chapters that there were powerful pressures obstruct-
ing the organization of business interests in Britain: the autonomy of the firm,
the legacy of organizational rivalries between different representative associ-
ations, and the existence of differences of interest between diverse sections of
business. The more recent history of interest organization helps show the
shaping influence of the political environment of business and the way this
combines with changes in the character of business itself. It is possible to
divide that recent history in a reasonably clear way: one pattern predominated
until about thirty years ago; in the intervening decades, a new pattern has
been fashioned. I first sketch that older pattern and then show how it has
changed.

By the mid-1970s, the organization of British business lobbying had
reached a historic peak of cohesion. The Confederation of British Industry
(CBI), founded in 1965, over the next ten years enjoyed a dominant role as the
voice of British business. Indeed, so successful did it seem as a template that
the report of the Devlin Commission in 1972 on Business Representation
advocated the creation of a single Confederation of British Business modelled
on the CBI (Devlin 1972). In that decade, the Confederation was virtually a
‘governing institution, to use Middlemas’s phrase (1979: 371-6). It partici-
pated in the shaping and the implementation of a wide range of public policy.
But this was only the most visible sign of the collective organization of
business interests and their incorporation into the state machine. The same
pattern could be seen in numerous instances at the sectoral level. Employers
were organized to bargain collectively with unions — the function of employ-
ers’ associations like the Engineering Employers’ Federation. They were also
organized as producers in trade associations. In both guises, they were often
closely connected to arms of the state: the system was epitomized by the
creation of ‘Economic Development Committees’ within the National Eco-
nomic Development Council (created 1962). These ‘little Neddies’ were
designed to create, at sectoral level, institutions that united business repre-
sentative bodies, trade unions, and the state in economic planning (Blackaby
1979: 21-2; Ringe and Rollings 2000).

This pattern of business representation reflected in part the wider organ-
ization of interest representation in the British political system, and this in
turn was shaped by the character of state organization and political represen-
tation. These shaping forces were a mix of institutional and policy features.

The most important institutional development was the rise of the interven-
tionist state in Britain over the course of the twentieth century. As we saw
in Chapter 2, the surge in state intervention during the First World War
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prompted the creation of the first enduring ‘peak’ associations claiming to
speak for business as a whole. A new high tide of peacetime state activism
rolled in during the fifteen years after 1960, when the state responded to
national economic decline by trying to manage the economy in an increasingly
interventionist way. We have already encountered a major institutional sign of
this: the creation of the National Economic Development Council in 1962, and
the creation of the network of sectoral ‘little Neddies” below it. These drew
business, both at the level of peak associations and trade associations, into
bargaining with the state and trade unions in the pursuit of a more planned
economy. The high point of this occurred during the second half of Edward
Heath’s Conservative Premiership (1970-4) when an attempt was made to
manage even prices and incomes by law, through a tripartite partnership
between business, labour, and the state. In this, the CBI was assigned a central
role. In short, in this era, the collective organization of business was greatly
encouraged by an interventionist state looking for a unified voice of business
nationally and for business voices in individual sectors and industries.

The rise of state intervention coincided with a long-term change in the
structure of the policy-making system and in the wider system of interest
representation. Business representation was inevitably affected by these devel-
opments. Over the course of the twentieth century, the state not only became
highly interventionist, but also became increasingly centralized on a small,
homogeneous system concentrated in London. In the language of political
science, policy making was made in policy communities— socially well-integrated
small groups where decisions could be sorted out informally and confidentially.
In the sphere of business, the extreme model of this was the organization of the
City of London. In the City, business lobbying was channelled through the Bank
of England; there was little formal organization of any kind, and the ‘represen-
tation of interests’ was bound up seamlessly with the wider organization of
markets under the eye of the Bank of England. ‘Lobbying’ in the sense of crudely
making a case to government for some particular policy was something City
interests rarely had to do (Moran 1986: 12-28).

This tendency towards the informal coordination of business interests by a
metropolitan elite was strengthened by one long-term structural development
within the business system itself. Over the first three quarters of the twentieth
century, ownership and control in business became increasingly concentrated
in a small number of big firms (Supple 1992: xi—xxix) who typically domin-
ated their industries, and equally typically were closely integrated into the
metropolitan policy community of London: for instance, the share of the
100 largest manufacturing companies in output rose from about 15 per cent
in 1910 to about 40 per cent by the end of the 1970s (Hannah 1983: 91-2).
This metropolitan centralization was strengthened by the development of a
dense system of ‘interlocks’ between large concerns: networked connections,
made through cross share ownership and cross directorships, helped create a
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well-integrated business elite which was in turn well connected to governing
elites in Whitehall and in Westminster (Scott 1997: 119, 2003). The Governor
of the Bank of England remarked in evidence to a public inquiry in 1957 that
‘if I want to talk to the representatives of British Banks, or indeed of the whole
financial community we can usually get together in one room in about half-
an-hour’ (Radcliffe 1960: 52). But up to the mid-1970s almost the same could
be said of the most important figures in British business — that they were
few in number, knew each other well, and mixed in a small, informal world.
This, then, is the system of business representation that was consolidated over
the first three quarters of the twentieth century. It is also the system that has
since been dismantled.

The changes can be summarized under two — superficially contradictory —
headings: there has been a shift away from the collective representation of
business interests and there has also been a shift to more formal organization
in the representation of business interests. I summarize this as the simultan-
eous shift to more lobbying by individual firms and to more professionally
organized lobbying by business.

The decline in the importance of the collective voice of the business lobby is
clearly seen in the fate of its most important peak association, the CBI.
Although the Confederation remains probably the best-known ‘peak’ organ-
ization, it has suffered a number of blows over the years. The circumstances of
the Confederation’s creation meant that it had a strong bias towards manu-
facturing. The FBI, the most important ‘parent’ of the Confederation, actually
excluded retailers and the finance sector, and the CBI partly replicated this
bias towards manufacturing: at its foundation, it only allowed firms from the
retail and the financial services sector to join as ‘associate’ members (Grant
and Marsh 1977: 32). While this restriction has long been removed, the
Confederation remains dominated by manufacturing — and this is precisely
the area of British business that has been in relative long-term decline. The
Confederation claims to speak for 240,000 businesses, but this figure is
arrived at by grossing in the membership of trade associations and federations
that are its affiliates; it has only about 2,000 individual companies in mem-
bership. In the new millennium, it was actually a smaller organization,
measured by numbers employed, than in the 1970s. In terms of sheer financial
muscle, the CBI is vastly outweighed by the British Chambers of Commerece,
but the latter is a geographically decentralized institution and it has a bias
towards small business (see Chapter 5). The richest representative of manu-
facturing is probably the Engineering Employer’ Federation (which owes its
wealth to a valuable property portfolio). But the Federation too has powerful
regional components and a weak national voice (Grant 2000; Gribben 2005).

The main collective voice of business has therefore been weakened by
the way long-term structural changes in the economy have diminished the
significance of the sector that dominated the CBI. But the Confederation also
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suffered because of changes in the styles of policy making under which it had
prospered in the 1960s and 1970s. The critical event was the election of Mrs
Thatcher as Prime Minister in 1979: under her, government turned away from
the notion that economic management involved a partnership with ‘peak’
associations like the Confederation and the Trades Union Congress. Instead,
it asserted the independence of the state in managing the economy. The
National Economic Development Council was not abolished until 1992, but
after 1979 it, and the system of ‘little Neddies’, was an empty shell. Moreover,
the first two years of the Thatcher Premiership saw a recession which greatly
damaged the manufacturing sector from which the Confederation dispropor-
tionately drew its members, and witnessed a spectacular falling out between
the Confederation and government (Grant and Sargent 1987: 123-5). The
Confederation remains an important lobbyist but it has never regained its
quasi-governing status. The falling out with the Thatcher Government also
created space for rival voices which claimed to speak for the interests of
British business in a way more sympathetic to the Thatcherite Revolution.
In particular, from the 1980s, the Institute of Directors, an organization which
specializes in individual membership for leading business figures (rather than
the institutional membership of the Confederation), established itself as a
distinctive voice, often successfully allying itself with the more radical eco-
nomic policies of the Conservative governments of that time. Thus, there has
been a decline in the degree to which business in Britain speaks with a unified
voice over matters of long-term strategy in relation to the defence of the
business system.

The problems of the CBI reflect difficulties at what are sometimes called the
‘macro’ level — the organization of the business system as a whole. But there
have been organizational problems too at the ‘meso’ level — in the ability of
business in particular industries or sectors to organize for a common purpose.
We have already seen that the ‘little Neddy’ networks first atrophied, and were
then abolished. Employers’ associations have also been the unintended casu-
alties of public policy. One of the historic strengths of business had been
organization as employers for collective bargaining purposes in institutions
like the Engineering Employers’ Federation. But under the impact of eco-
nomic recession and the weakening of trade union power as a result of the
Thatcher Government’s legal reforms, national systems of collective bargain-
ing declined. Individual enterprises preferred to deal directly with a weaker
and more divided trade union movement. Paradoxically, this also weakened
employer solidarity. Over the 1980s and 1990s, membership of employers’
associations fell: in the 1980s alone, the ‘density’ (proportion of eligible firms
in membership of employers’ associations) fell by a half, and in the 1990s,
many associations just went out of existence (Milward et al. 1992: 45-6;
Greenwood and Traxler 2007). Nor did trade associations — the alternative
form of collective organization at the sectoral level — do much to plug this
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gap: studies in the 1990s and at the turn of the millennium showed that the
majority of associations were poorly resourced and poorly organized (May
et al. 1998; MacDonald 2001).

What all this change amounts to is a decline in the capacity of the business
system to engage in collective action for the defence of its interests. That
decline has important implications for the future political health of business
as a whole — something examined in Chapter 7 — but it need not entail a
decline in the political clout of individual firms: recall the distinction made in
Chapter 1 between defence of the collective interests of the business system
and those of individual enterprises. The evidence is that, if anything, the
ability of individual enterprises, especially large enterprises, to defend their
interests has greatly improved over the last couple of decades. The decline of
the system-wide organization has been accompanied by the rise of firm level
political action. This is the second change identified earlier. Firms, especially
big firms, have become increasingly professionally competent at managing the
lobbying function and have increasingly put resources into that function.

Grant (1984) first identified this trend in the mid-1980s. It involved the
development of specialized government relations units within firms, especially
within the biggest firms. This represented the professionalization of a lobbying
function that, insofar as it had hitherto been done at firm level, had involved
informal lobbying by senior executives. ‘Lobbying’ in the old system meant
cultivating personal contacts between senior executives and senior policy
makers, often based on affinities of class, education, or prior career. It hardly
felt like lobbying in the sense of accosting policy makers to put a case to them; it
was just a natural product of social connections. But firms now began actively
to cultivate public agencies, to try to manage their relations with government,
and to try actively to anticipate, and influence, developments in public policy.

These fairly modest initial institutional developments have over the inter-
vening decades developed into much more ambitious strategies for represent-
ing the firm. This broadening in ambition and range arises from a realization,
often after bitter experience, that the political capacities of the individual firm
are not just a matter of having a government relations department. The ability
of a firm to defend its interests is a function of wider public perceptions of the
enterprise — something borne home to firms like Shell and BP, for example,
who have been involved in public relations fiascos involving safety, environ-
mental issues, and their accounting practices (see Sklair 2001: 198-254; and
Nilsson 2009). Damage limitation in these circumstances demands something
more ambitious than a government relations department; it requires the
capacity to manage the reputation of the firms. Even damage limitation to
repair reputation is not enough. Large firms like Shell or Marks and Spencer
are increasingly conceived as ‘brands’ which need active fostering, and the
management of the reputation of the brand is inseparable from managing
the political capacities of the firm. As a result, the fairly modest original
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development of a government relations function has now spilled into broader
domains of corporate public relations and brand management.

Operations of this sophistication are daunting even for the largest and best
resourced of firms, and the rising interest in integrating government relations,
corporate public relations, and brand management helps explain another
feature of the changed world of business representation: the explosive growth
in recent years in the numbers of firms offering services in these areas. There
are, certainly, some difficulties in documenting exactly the scale of the indus-
try or the pace of growth because there is — unlike the United States — no
centrally available register of lobbyists. One estimate is that the industry has
doubled in size (to about 3,000 full-time lobbyists) since the early 1990s
(House of Commons Public Administration Select Committee 2008: 132).
But this must only be the tip of the iceberg, because ‘lobbying’ is not a
specialized trade. It overlaps with public relations: the Chartered Institute of
Public Relations estimates that there are over 48,000 employed in PR in the
United Kingdom (cited in House of Commons Public Administration Select
Committee 2008: 132). It also overlaps with the provision of legal services by
big commercial law firms, who offer everything from the most specialized
services in negotiating regulatory problems to high-level ‘fixes’ based on elite
contacts. This very imprecision about what constitutes ‘lobbying’ is in itself
revealing, for it alerts us to an important point. What firms do is no longer
just ‘lobbying’ in the specialized sense of accosting policy makers and trying
to persuade them to adopt a particular policy. (The origin of the term lies in
the practice of accosting legislators in the central lobby of Parliament.) It is
about managing the whole political and cultural environment of the firm:
cultivating political contacts with an eye to their long-term use; monitoring
the stream of public policy, and public policy proposals, so as to sense dangers
to, or opportunities for, the interests of the enterprise; and, especially if the
enterprise operates in retail markets, managing the enterprise as a brand (see
also Davis 2000, 2002, 2007; and Miller and Dinan 2000).

This is a daunting list of tasks, and it is not hard to see why enterprises have
outsourced so many, and thus contributed to the growth of what we for
shorthand call the lobbying industry. Organizing a specialized lobbying
function for a single enterprise is an expensive business beyond the resources
of all but the largest firms. Even for the very biggest firms, many of the services
are most economically bought ‘off the shelf” as required, in the same way that
firms contract for services like corporate advertising. For smaller firms, hiring
a lobbyist is plainly a more efficient way of trying to exert some influence over
the policy process than relying on the enterprise’s own limited expertise.

It should be plain that the turn to firm-level lobbying and the increasing
professionalization of the lobbying function are connected. On the one hand,
institutions for the collective defence of business — like the CBI and many
individual sectoral associations — are weaker than in the past. On the other
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hand, the political environment demands more active and formal interven-
tion than in the past; the kind of club like informality typified by the old City
of London just does not work any longer. It does not work in part because the
social cohesion of the business elite has declined, but it also does not work
because the social cohesion of governing elites is not what it was.

The best summary way to appreciate this latter change is to recall our
characterization of the policy-making system that dominated for much of the
twentieth century in the British system of government: it was highly central-
ized in London and it was dominated by socially well-integrated communities
in distinct domains which closely connected elites at the top of government
and elites at the top of the organized interests, especially business interests.

That world has been disrupted in three ways by developments of recent
decades. The first has already been referred to: there is now a large body of
case study evidence showing that the world of small, well-integrated, infor-
mally organized policy communities is giving way to larger, more dispersed
and more difficult to navigate constellations of networks that demand
more formal modes of control (the authoritative account is Rhodes 1997).
A second development is the rise of important centres of policy making in the
devolved political systems created by the Labour Government’s reforms after
1997. Considerable uncertainty surrounds the extent to which business finds
it easier or harder to work in the new policy networks created by devolution to
Edinburgh and Cardiff; but what is certain is that new networks have indeed
been created, and that business has to master these if it is to influence the
considerable range of policy decision now subject to devolved authority. (For
a summary of impacts, see Jeffery and Wincott 2006; Mitchell 2006; Morgan
2006; and Wincott 2006.)

A third development is illustrated in Box 3.1 (p. 41) and can therefore be
more summarily described here. The United Kingdom has been a member of
the EU — and of its policy-making systems — now for over thirty years. There
was a surge in the range of business regulation that entered EU domains of
competence after the passage of the Single Market Act in 1986 (Armstrong and
Bulmer 1998), and a concomitant surge in the level and intensity of business
lobbying in the main Union institutions, notably in the Commission in
Brussels. Though the lobbying system in the institutions of the Union is
fluid because the Union is still developing, a number of features stand out.
The rising importance of the Union has created new systems of policy making
where modes of lobbying unfamiliar in the British setting are important. Firms
simply cannot rely on the personal contacts forged in the Westminster system.
There has been rapid development around the Commission in Brussels of a
professionally organized lobbying industry. Some of the pioneering firms in
this industry are American. They include multinational American corporate
law firms with long Washington experience of providing advice and advocacy
services to business, especially in lobbying over regulation in the American
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Box 3.2 How the French business elite organizes itself politically

‘They order this matter better in France’. The famous opening line of Laurence Sterne’s A
Sentimental Journey through France and Italy (1768) provides our theme here: the French
business elite may not order representation better, but it certainly orders it differently, for
instance, when compared with the patterns of operation for the United Kingdom de-
scribed in the body of this chapter. The example emphasizes the importance of national
setting to the workings of the politics of business. Shonfield (1965) first popularized the
notion that there was a distinctively French relationship between the state and business.
Maclean, Harvey, and Press (2006) and Harvey and Maclean (2008) give us an up to date
picture of this distinctiveness, drawing out the differences with the United Kingdom. The
French business elite is more socially homogeneous and selective, is more closely linked
together, and owes its career more to the state, than is the case in the United Kingdom.
While products of the leading public schools and two elite universities — Oxford and
Cambridge — are disproportionately represented at the top of British business, the pre-
dominance of elite educational institutions is much more notable in France: a very small
number of schools provide entrants to the Grandes écoles, the small group of elite higher
education institutions that are separated from the wider university system. The numbers
of Grandes écoles graduates are also much smaller than the numbers graduating even
from the elite UK universities. This compactness is then underpinned by a dense system of
interlocking directorships at the top of the leading French enterprises, and this is further
reinforced by the greater persistence of family dynasties at the top of French business. All
these factors create a much higher level of social integration and informal closeness, in
the French than in the British, business elite. But the crucial difference for the practical
politics of business representation is provided by contrasts in patterns of recruitment to
elite positions in business. Although movements by civil servants into business are be-
coming commoner in Britain, there are still two quite distinct career hierarchies for
ascending to the state, and the business, elite. The two tend only to be joined in late
career, when the cohorts have reached the top of business and government. In France, by
contrast, the pattern has been for the products of the Grandes écoles to move initially into
positions in elite institutions of the state, where they strengthen the networks they have
already formed through the experience of common education. Then in mid-career, they
commonly engage in the practice of le pantouflage: shifting to positions in private
enterprises that carry them into the upper reaches of the business elite. At this stage of
career, it is common to move to and fro between state and business posts. Thus, the
French business elite is not only itself socially powerfully integrated, but is also seamlessly
integrated with the governing elite by ties of educational origin, common career, and
participation in common social networks. These features underpin Shonfield’s original
argument that the French state was much more coherently strategic in its policies towards
business than was the state in Britain. It leads Maclean, Harvey, and Press to argue (2006:
173-4) that the French state is still much more willing than is the state in Britain to
sponsor and to defend technologically advanced sectors of business, sectors that often
demand long-term commitments of resources which markets may not be willing to
provide. Thus, institutions not directly connected to, or shaped by, business, like those
in the education system, can have a crucial impact on the form and effectiveness of
business as an organized system of political power.
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system. While patterns vary from sector to sector, the weight of the evidence is
that Brussels lobbying has strengthened what we have here been calling
‘individualization’. Individual firms have found Brussels a happy hunting
ground, partly because they have the resources to invest and partly because
for long periods the Commission has looked to the biggest firms for advice and
cooperation in the policy process (Coen 1998, 2007; Woll 2006).

To some degree, the turn to ‘do it yourself” lobbying by the enterprise and
the turn to more professionally and formally organized lobbying are pulling
the British system of business representation in different directions. On the
one hand, individual enterprises are striking out on their own in the defence
of their particular interests. But the professional lobbyist, paradoxically,
operates in a rather different way. An obvious tactical problem for any single
enterprise is that simply defending its own interests can, in an environment
where the language of the public interest is constantly used, appear selfish and
illegitimate. The lobbyist’s role lies partly in spotting the potential to create
alliances uniting the promotion of raw economic interests to more culturally
acceptable ends. In part, the lobbyist is looking to encourage firms with
common interests, if only short term in nature, to operate cooperatively;
and in part is looking to transform public perception of the crude self-interest
of a business into a cause that appeals more widely. Thus, the lobbyist’s skill
lies in recognizing when the interests of business coincide with those of
groups like charities or advocacy groups and in creating campaigns that
support narrow self-interest with the legitimacy of less self-interested institu-
tions. McGrath beautifully illustrates the process. Firms faced with a govern-
ment proposal to impose a levy on blank audiotapes were put together by a
lobbyist with the Royal National Institute for the Blind (RNIB), which
opposed the proposal because the blind were heavy users of audiotapes.
Business provided the resources; the RNIB provided the unanswerable emo-
tional arguments. For the RNIB, it was a ‘white sticks and dogs job’ (McGrath
2005: 306): flooding the Central Lobby of the House of Commons with
crowds of blind and partially sighted protestors against the proposal.

This is the kind of cold calculation that modern business needs to advance
its interests in the UK policy process, and, we shall now see, it needs it even
more in the case of the United States.

The United States: organizing business under
decentralized government

We saw in Chapter 2 that the shape of business power and representation was
heavily influenced by the distinct historical paths taken by national business
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systems. But it is more than a matter of historical setting. The description of
Britain in the last section highlighted another feature of national setting: the
way the organization of contemporary business representation is shaped by
the wider character of the governing system and by the changing character of
the national system of economic government. A similar pattern of influence
prevails in the United States. For nearly a century, the United States has been a
dominant global power, and thus a key problem for American business has
been how to shape foreign economic policy in the interests of business. We
shall see a striking pattern here: many of the leading national institutional
voices emerged at the moment when this consciousness of American global
prominence developed. Issues of foreign economic policy have thus closely
shaped the national organization of business in the United States. But it has
also been shaped by domestic political factors. A divided, dispersed, multi-
level system of government has faced business with problems of tactical and
strategic cohesion much more acute than in the British case — where, as we
saw, for much of the twentieth century there existed a close integration
between political and business elites at the metropolitan centre in London.
Until recently, a description of organization at the centre covered most of
the important ground in the United Kingdom, but in the United States,
organization in Washington is only one part of the picture. Organizing busi-
ness interests in Washington is a very different matter from organizing
business interests in, say, Austin (the capital of Texas). This decentralization
is mirrored in a party system that reflects the multi-level character of the
political system and the diversity of American society.

These features immediately give us a clue to the organizational shape of the
American business lobby. American business as a corporate body has been
good at organizing, but poor at organizing in a unified way. We can see three
different institutional solutions to these problems of cohesion.

First, there are institutions organically connected to the business elite,
but freed from the constraints of individual membership firms or asso-
ciations, and therefore in principle able to take a strategic view that
transcends the parochial interests of firms or sectors. Two of the most
important are the Conference Board and the Council on Foreign Rela-
tions. The Board — which now has a multinational institutional reach — is
a body for individual members of the business elite. It in effect serves as
a think tank for business, and dates from 1916 — the eve of America’s
entry into the First World War and the eve of the moment when the
United States began to flex its muscles as a global power. The Council on
Foreign Relations, an organization also composed of individual mem-
bers — not all drawn from the business elite — dates from almost the same
critical moment: the eve of the Versailles Peace Conference in 1919 when
the United States, emerging as the dominant power from the First World
War, was preparing to try to shape the post-war settlement in line with
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President Woodrow Wilson’s vision of America’s providential global
mission (see Parmar 2004).

Both the strengths and weaknesses of these strategically minded institu-
tions are inherent in their membership structure: precisely because they are
freed from the constraints of the demands of individual firms they can think
in ways that transcend the interests of particular sectors and enterprises; but
this kind of strategic vision is often of little use to sectors and, still less, to
individual firms. Hence the existence of — in the language of political science —
‘peak associations), the second institutional solution to the problem of cohe-
sion. Everything we said in Chapter 1 emphasizes the need for national
business systems to create institutions capable of expressing and promoting
some common interests, and the institutionally fragmented character of both
the system of government and the system of business in the United States
makes that task especially important. Just to sketch even the main national
bodies claiming to speak for business as peak associations is to get a sense of
how important the task is and how hard it is to perform successfully. The
oldest association, dating from 1895, is the National Association of Manu-
facturers. The Association advertises itself as a broad-based business mem-
bership body, but its historical origins lie in Cincinnati in the mid-west
manufacturing heartland, and its priorities are well flagged in its name and
its self-image: ‘the leading advocate of a pro-manufacturing agenda . .. Manu-
facturing is the engine that drives American prosperity’ (National Association
of Manufacturers 2007). It is, in other words, best considered as a kind of pan-
sector representative association for manufacturing as a whole. A similar
characterization best describes the National Federation of Independent Busi-
ness, which as the name implies has its roots in small- and medium-sized
enterprises — the special concerns of which are examined in Chapter 5.

The closest the United States has to a unifying peak organization for
business as a whole is the US Chamber of Commerce, a body — like the British
CBI — with associational and individual members. It conforms to the pattern
we identified earlier: like other important voices of business, it originated — in
1912 — at the moment of realization of American global might (Jacobs 1999:
17-18). In the words of Smith’s authoritative study, it ‘comes closer than any
other association in representing the overall business viewpoint’ (2000: 40).
This broad base of membership is also a predictable source of difficulty: the
Chamber has a history of caution in expressing views on any contentious
issues precisely because of the need to conciliate its very diverse membership
(ibid.: 42-7).

It is this very caution that the Business Roundtable, founded in 1972 from
the merger of three separate groups, is partly designed to circumvent. It is an
organization for the very largest corporations in the American (and therefore
in many cases in the world) economy. Membership is relatively small —
presently about 160, concentrated in the Fortune 500, and encompassing
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almost all the Fortune top 100 (Jacobs 1999: 15-17; Business Roundtable
2008). It tries to solve problems of consensus and strategic cohesion by
insisting on the direct participation of corporate leaders: it is, in its own
words, ‘an association of chief executive officers of leading US companies’
(Business Roundtable 2008). It is hardly a surprise, therefore, to find that it is
at any one moment a ‘Who’s Who’ of the American business elite. The
Roundtable itself is the child of an even older attempt at creating a coherent
strategic voice for the corporate elite: it grew out of the Business Council, an
organization created in the 1930s to liaise with the top of the federal govern-
ment as ‘the executive committee of the nation’s corporate elite’ (McQuaid
1982: 32). But the Roundtable marks an important tactical development, one
we shall see again later. The Business Council functioned in an informal way,
relying heavily on private connections with the very peak of the political elite,
going right up the President. The Roundtable, while also exploiting these
connections, functions in a much more open and formally organized way.
Through an array of task forces, it produces a stream of documents arguing
the business case. It also engages in very public advocacy, for instance, in
appearances before Congressional committees (Business Roundtable 2008).
The political skills it demands of its CEO members are thus very different
from — and more demanding than — those required in the old Business
Council ‘schmoozing’ mode.

In the United Kingdom, to describe the main national peak associations is,
we found, to describe the main forms of collective representation by large and
medium size business. Once we descend to the local or even regional level, we
are mostly in a world of small business representation, simply because of the
twin British features of centralization of the business system itself and of
the system of government. But this is just not so in the United States: the third
institutional solution to the problem of cohesion is to organize below the
federal level. There are powerful business alliances ‘beyond the beltway’ — that
is, beyond the world inside the beltway (freeway) that rings Washington, DC,
a common image for the world of politics in the national capital. But
attempting to characterize business organization, still less business power,
in this hugely diverse world beyond Washington, immediately takes us to
fundamental arguments about the significance of business power. A large
number of studies of state politics and of politics in important cities, span-
ning more than half a century, document the significance of this kind of
organized representation, but there is substantial disagreement about what
conclusions can be drawn about the power of business at state level and more
local level from these studies. The pictures vary from domination by a
business elite to one where business is one of a range of interests struggling
for control over a range of issues (a sampling ranges from Hunter 1953 to
Polsby 1980). Similar competing pictures emerge in a later generation of
studies of the role of business in urban coalitions, many of them organized in
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large cities in the face of the challenges of globalization. In some accounts, the
coalitions are substantially controlled by big business; in others, business is
one interest competing in policy cockpits populated by many different groups
(Stone 1989; Rast 2001; Paul 2005). The persistence of these different pictures
owes something to irresolvable methodological differences (a particularly
marked feature of the debates about the power of business in community
studies) and in part to the sheer diversity of political cultures and systems at
state, city, and even more local level in the United States.

The competitive world of ‘peak’ associations coexists with an equally
competitive, and hugely diverse, world of more specialized interest represen-
tation. Virtually, every conceivable interest is organized at industry and
sectoral levels. In the United States, this pattern of organization has two
particularly distinctive features that impact on the way business organizes
for the purposes of interest representation.

First, much more than in the United Kingdom, it has been marked by a
highly ‘professionalized’ approach to lobbying. The largest firms now rou-
tinely have their own ‘in-house’ lobbyists, particularly organized in Washing-
ton; we discuss this in more detail in the following chapter. A key function of
representative associations is the provision, likewise, of in-house lobbying
services. A study by Heinz et al. found that most representative work done by
these associations was indeed done by their own ‘in-house’ professionals
(1993: 63-6). There is also a long-established practice, mostly organized in
the biggest law firms, of the provision of advice and contacts, a service which
mixes ‘fixing’ via contacts with specialized legal advice in a highly juridified
regulatory setting. There also exists a large industry of registered professional
lobbyists, ‘hired guns’ available to anyone prepared to pay. Surveys of
the lobbying industry — for instance of the registered lobbyists in Washington —
show business to be its overwhelmingly important customer (Baumgartner
and Leech 1998: 93-8). And, as we document below, this industry has grown
hugely in recent decades.

Second, the organization of interests is entangled with the most important
form of public intervention in, and public control over, business life in the
United States: that described in the preceding chapter as the rise of a regula-
tory state in American economic life. There is an almost ubiquitous pattern
here: private business associations are deeply involved in the regulatory
process, and their organization is often shaped by that involvement. There
exists what Wolfe calls the ‘“franchise state’ (1977: 108-75). This is a system
where key areas of social and economic life are conducted through a part-
nership between state bodies and private interests. Business is ‘organized’, but
it is not always explicitly organized as a lobby. It is organized because it has
been assigned a privileged position in the making and delivery of public
policy. The most developed form of this occurs in those areas of economic
life where there exist systems of publicly overseen institutions of self-regula-
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tion. For instance, most financial markets are organized in this way. The
result is that the regulatory bodies governing these markets — for instance, on
the New York Stock Exchange — are major institutional actors in shaping the
character of business interests in their markets and in negotiating about the
management of those interests with public bodies.

But this pattern of licensed self-regulation is only the most extreme
example of the way the existence of the regulatory state conditions the
organization of business representation. The most important feature of eco-
nomic regulation is that at its heart is a dense network of exchanges between
regulated industries and regulatory bodies — ranging from the consensual to
the highly adversarial, but always dense. The organizational life of an indus-
try, and of individual firms, is shaped by the daily reality of regulation. Nor is
this confined to relationships between regulated and regulatory agencies.
Regulation politicizes economic life in the United States, in the sense that it
creates high stakes in regulatory outcomes, and thus creates incentives for
numerous groups to enter regulatory struggles. At stake are the interests not
only of the most obviously engaged parties — the formally empowered agen-
cies and the regulated firms — but also a wide range of societal claimants:
formally organized lobby groups in domains like environmental policy,
groups like unions representing workers, and countless activist groups ran-
ging from those representing aggrieved citizens to those representing inves-
tors. Much of this spills over into organized litigation and counter-litigation.
The effect is deeply to shape institutional patterns, both within firms and
across industries and sectors. (In Chapter 7, we look more closely at some of
the consequences for business of this intensely political and juridical pattern
to regulation.)

A summary of the institutional pattern described above could run as
follows. The organization of business interest representation in the United
States displays great diversity; tremendous organizational density; and over-
lapping, multi-sectoral, and multi-level structures. ‘Organization’ means
much more than the organization of what would conventionally be recog-
nized as business lobbies, important though these are. This is a ‘snapshot’ of
the organization of business representation, but we also need what we pro-
vided in the case of the United Kingdom: a sense of how the system of
business representation is developing over time. Important changes in the
organization of the American business representation system can be sum-
marized under four headings.

THE ORGANIZED POPULATION IS CHANGING

We saw above that some of the most important early groups — like the
Conference Board — were designed to voice a strategic vision of the interests
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of business independent of the sectional demands of particular firms or
sectors. Yet, it is obvious that what constitute the best strategic choices, in
alliance with American state, are not always immediately clear: they have to be
argued out, and will always have a contingent, uncertain character. These
arguments take place in an open, liberal culture where there is great variety of
resources, views, and links with different interests. This helps explain an
important long-term development: the multiplication of ‘think tank’ like
groups devoted precisely to this task of formulating a strategic vision. There
is competition between these groups to gain prominence as the authorita-
tive voice of strategic business interests. The Business Roundtable itself has
some of the elements of such a strategic body. Likewise, the Public Affairs
Council was founded in 1954 because the then President, Eisenhower, ‘felt
that the business community needed to be more strategic in how it dealt with
government’ (Pinkham 2005: 267). In Chapter 7, we will see more details still
of the expansion of this ‘think-tank’ business. But despite the constant
appeals to the rhetoric of strategy, this is actually a rather unstrategic world.
It is crowded and competitive, with different institutions claiming to act as
the strategic guide of business, often offering very different visions of the
interests of the business system or visions so encompassing that it is
unclear what strategic priorities animate them at all. Among the better-
known founded in recent decades are the Heritage Foundation (1973) and
the Cato Institute (1977). We will also discover in the next chapter that there
has also been a tendency for this world to itself become globalized, with the
creation of bodies like the World Economic Forum (1971), the Trilateral
Commission (1973), and the World Business Council for Sustainable Devel-
opment (1995).

THE SCALE OF RESOURCES DEVOTED TO BUSINESS
LOBBYING IS GROWING

This picture of growing institutional competition to act as the strategic
voice of business is paralleled by growing competition for voice in the more
‘sectional” domains of business representation. Thus, a second major devel-
opment is the growth in the scale of business lobbying, the resources
invested in it, and the complexity of the lobbying process, over the last
three decades. A simple index is the growth in the numbers of lobbyists.
From the 1960s to the 1980s, numbers grew from an estimated 3,000 to
10,000. By the turn of the millennium that had grown to over 16,000; by
2005, under the business friendly Bush administration, the numbers had
more than doubled to over 35,000 (Heinz et al. 1993: 10; Bimbaum 2005).



57

And that is only the picture in Washington: one estimate is that around 40,000
more are registered at state level (Rush 2007). Business is by far the most
important client of these professionals, as a number of surveys of the lobbying
system show (Schlozman and Tierney 1986; Baumgartner and Leech 1998; Gray
etal. 2004). ‘Within firm’ lobbying capacity has not only grown in scale, but has
also been increasingly institutionalized in the creation of specialized depart-
ments designed to manage the (variously labelled) government relations or
public affairs function (Martin 2000: 36). Within firms, there has also occurred
a development similar to one we noted in the case of the United Kingdom
(indeed it would be more accurate to say that it was first developed in the United
States): the ‘government relations’ function has itself typically been generalized
within firms into a more comprehensive function involving the management of
the external reputation of the firm, and has been increasingly recognized as an
important specialized function within corporations.

THE TACTICS OF REPRESENTATION ARE CHANGING

The growing investment in expertise is itself connected to a third develop-
ment: a change in the way business lobbying is done. A generation ago,
lobbying in Washington was a matter of knowing the right people: it relied
heavily on informal ‘fixing’ (McGrath 2005: 89, 222). Hence the importance
of well-placed individuals in locations like prestigious law firms who had
valuable contact books, often based on their experience in public service.
These kinds of informal contacts have not disappeared, but they have been
overlain with a much more institutionally complex system of business repre-
sentation. In part, this is a matter of more formality and professionalism in
the presentation of client cases, but it is more than that: it is a matter of being
more active and anticipatory in monitoring and shaping policy develop-
ments, in building a reputation with policy makers, and in forming alliances
with other interests, often interests beyond business. Professional lobbyists are
especially important here, because part of their skill lies in putting together
different groups with shared, contingent interests in particular cases — interests
that they might not spontaneously recognize. We have already noticed this
in the case of the United Kingdom, but it is so well developed in the United
States that it has acquired a label: ‘Bootlegger—Baptist’ coalitions, which
unite ‘moral’ with sectional business interests (Yandle 1983; Eisner 2007:11).
The lobbyist’s skill lies in spotting potential commonalities of interest
between narrowly sectional business interests and groups that can claim the
moral high ground, thus conferring legitimacy on business interests that
would otherwise struggle to represent themselves as anything other than
narrowly selfish.
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Box 3.3 The Transatlantic Business Dialogue at work: the EU-US summit of June 2008

The Transatlantic Business Dialogue (TABD) is a group of 35+ large European and US
corporations. The Dialogue (the name fails to convey fully the extent to which it is an
organization which produces a stream of reports and argument) was not the creation of
business, but of states: it began in 1995 as an initiative of the European Commission and the
US Department of Commerce. It promotes the creation of an integrated marketplace free of
barriers to trade across the Atlantic. It follows the ‘round table’ format pioneered in the
United States: that is, it is an invitation only body, and members are represented by CEOs or
equivalent. It is an ever-present at meetings of the annual EU-US government summits.
Consequently, its leaders were present at the June 2008 summit in Ljubljana, Slovenia. (The
summit was held there because Slovenia held the Presidency of the EU at the time.) The
Executive Board of the TABD meets twice yearly, at the annual EU-US summit and at the
annual meeting of the World Economic Forum. (On the latter, see Box 8.2, p. 158.) The EU-US
summit is partly an occasion for the kind of platitudinizing about strategy combined with
networking that is the central to the lives of chief executives of large corporations. But the
experience of the 2008 summit shows that the Dialogue is also plugged into the operational
debates about the hard detail of policy. It presented to the Summit leaders its report ‘Driving
Forward Transatlantic Economic Integration’. Though the headline summaries of this report
consist of platitudes (‘Enhancing cooperation on energy supply and climate change’) the
detailed report is a substantial document which tackles the hard problems of liberalization, for
instance in respect of Intellectual Property Rights. More important, its content and tone mirror
the simultaneously published report to the government leaders by the Transatlantic Economic
Council (TEC). This is a body set up in 2007 consisting of representatives of the European
Commission and the US government. Nor is it surprising that the TEC document resembled
that produced by the business leaders, because the Council has been tasked by Summit
leaders to convene a Group of Advisers which includes the co-chairs of the TABD, and the
Adbvisers are in turn tasked to consult their major stakeholders. (From 2008 to 2010, the two
co-chairs are Jurgen Thumann, a former President of the Federation of German Industries,
and James Quigley, CEO of the US accounting giant Deloitte Touche Tohmatsu.) The TABD's
participation in the annual EU-US summit is thus now institutionalized. Not only are the
meetings of its Executive Board programmed to coincide with the Summit, but also the Board
routinely presents its view of policy priorities to leaders at the summit, and, as we have just
seen, the two co-chairs are an important part of the advisory group that turns into hard policy
detail the platitudes of the summit communiqués. The adoption by the 2008 Summit of a
series of ‘Lighthouse (high priority) Projects’, for instance, reflected directly the briefings from
the TABD which the Transatlantic Council transmitted to summit leaders, in respect of such
things as action to protect intellectual property rights against copyright piracy. The TABD also
plays an important part, especially through its institutionalized place on the Group of Advisers
to the TEC, in the vital stage of following up the Summit leaders’ general pronouncements: at
the start of September 2008, the European co-chair of the TABD travelled to Brussels to
launch a period of consultation on the Transatlantic Economic Dialogue’s programme, and on
25 September 2008, he hosted stakeholder meetings in Washington and in Brussels to
present the results of the consultation and to consider next steps ahead of the third (2009)
TEC meeting. Hence, the institutionalized presence of the TABD at the heart of Trans Atlantic
trade diplomacy answers a question posed often in this book: how far does participation in
elite networking actually translate into hard bargaining over the detail of policy? The answer
here is ‘'on many important occasions it does’. The details of the TABD role can be traced
through the Dialogue’s excellent web site (at www.tabd.com).
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THE REGULATION OF BUSINESS LOBBYING IS GROWING

One reason for the shift to more professionalized and formally organized
lobbying is a fourth institutional development: increasing regulation of the lobby-
ing system. This goes to the heart of business lobbying, because it is scandals
created by the business lobbying which have prompted regulation. In Chapter
6, we will see that there is now virtually a generation of regulatory reform
seeking to control the financial relations between interests, mostly business
interests and parties. There is also virtually a century of scandal-driven change
in regulating the relationship between lobbyists, Congressmen, and policy
makers, dating back at least to the Mulhall scandals of 1913 (McConnell 1966:
11-18). The most recent comprehensive reform at federal level was the
Lobbying Disclosure Act of 1995, but the viability of this was placed in
question within a decade by a further series of scandals. The most important
involved bribery by a leading lobbyist, Jack Abramoff. It led to the resignation
of the Republican Majority Leader in the House of Representatives in 2006
and the jailing of a Republican Congressman for accepting bribes. The period
saw a sharp acceleration in the pace of regulatory reform, especially of the
giant lobbying industries that operate at state level. Twenty-four states
enacted new disclosure rules between 2003 and 2006 alone (Center for Public
Integrity 2008). The most recent federal legislation is the Lobbying Disclosure
Act of 2007, a measure that attempted to impose complex new rules govern-
ing the disclosure of relationships between legislators and lobbyists (Mitchell
2008). The one thing we can say with certainty is that it will be only the latest
in continuing instalments of regulation.

Business lobbying and the crisis
of the business system

In Chapter 2, we saw how distinctive were the historical circumstances
shaping business politics in the United Kingdom and the United States, and
how these distinctive historical origins had set the two systems of business
politics on different paths. The account of the institutional structure of
business representation presented in this chapter has re-emphasized this
story of distinctiveness: notably, distinctiveness imposed by the contrast
between a centralized and a decentralized systems of politics. These differ-
ences remain important. But we have seen that there is also some striking
convergence. This is partly because the political environment within which
business in Britain has to organize has become less centralized: increasingly,
it works within a system of multi-level government embracing both the
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economic government of the EU and the world of devolved national govern-
ment. But there are other commonalities that are more particular to business
representation itself: the long-term problems involved in organizing business
for collective action; the growing sophistication and resources of lobbying by
individual firms; the growing professionalization and specialization of the
lobbying function; and the growing integration between business lobbying
and interlinked service industries in public relations, legal representation, and
lobbying itself.

The great economic crisis of 20079 gave a decisive push to these develop-
ments, and in particular to patterns of cross-national convergence. Every
leading capitalist democracy — not just the two that are our subjects here —
experienced a profound crisis of its financial institutions. The intensity of the
crisis was peculiarly severe in the United States and the United Kingdom. In
both cases, it drew political leaders and leaders of financial institutions into
frenzied bargaining in an attempt to avoid a full-scale collapse of financial
systems. A remarkable feature of that episode, however, was how irrelevant
were the institutions of collective representation on the side of business.
Political leaders and business leaders were obliged to confront each other
directly. The force of crisis allowed no time or space for pondering collective
interests, long-term strategy, or the creation of alliances. Out of that experi-
ence came seismic changes in economic structure and in the character of the
links between business and government. Governments once again assumed
the role of steering their economies, especially their financial systems. The
critical relationships forged were those between political elites and enter-
prises, especially enterprises in the banking system. A new age of enforced
partnership between big business and big government was inaugurated. Never
before had the importance of the giant firm been so great. The change
reinforces the significance of the next chapter, which examines more closely
the political role of the giant enterprise, especially the giant multinational
enterprise.



Politics and the Giant
Multinational
Corporation

Why giant firms matter politically

The preceding chapter sketched the most important institutions that try
to represent business interests, and Chapter 5 will describe the (often
unique) politics of small business. But another kind of enterprise — the
giant corporation — made several appearances in the preceding chapter, and
these appearances already suggest that we need to look at the corporate giant
in more detail. We do this for three reasons.

The first is, simply, the economic weight of these enterprises. What con-
stitutes a ‘giant’ firm is hardly obvious. But granted the uncertainties of
measurement, both our everyday experience and the more systematic evi-
dence of statistics show us economies where a small number of very big firms
are peculiarly important. Just take, to begin with, some everyday instances:
our shopping centres are dominated by a small number of retail giants; we
fuel our cars, and indeed buy those cars, from one of a small number of giant
firms; and much of our leisure involves consuming products or services — for
instance, in music, book, or film — that are produced by corporate giants. And
to take the example closest to hand: you are reading a book written on
hardware, and with software, produced by a couple of giants, Toshiba and
Microsoft. (The political evolution of Microsoft, we shall see below, is indeed
highly revealing.) When we turn from everyday experience to the more
systematic evidence of the statistics, the arithmetic overrides any subtleties
of definition: for instance, the most recent UK statistics show that the
officially defined large firm sector accounts for only 0.1 per cent of enterprises
by number, but 41 per cent of employment and 49 per cent of turnover (BERR
2008¢).

But the second reason for looking at the corporate giant is that it is not only
a special kind of institution economically, but is also, we shall see in the pages
that follow, special politically. It has some special strengths, and also some
special weaknesses. It is often a highly politicized institution, both in the sense
that its internal operations are deeply shaped by its political environment and
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Box 4.1 The European Round Table of Industrialists: a voice of the European business elite

The ‘round table’ format for business representation was invented in the United States: for
details, see pp. 52-3. It was intended to solve two recurring problems of business represen-
tation: that of coordinating collective action amongst large numbers of firms and that of
ensuring that firms commit key personnel to business representation. The ‘round table’
format tries to solve problems of commitment and collective action by involving a compara-
tively small number of firms, by recruiting them by invitation only, and by requiring that they
be represented at the most senior (such as chief executive) ) level. This was exactly the format
adopted in 1983 when a group of seventeen leading industrialists met on the initiative of Pehr
Gyllenhammar, at the time chief executive of Volvo, to found the European Round Table (ERT)
in Paris. A photograph (reproduced on the ERT web site) of the inaugural meeting is also a
portrait of the European industrial elite at that time: it includes chief executives of (then)
leading enterprises such as Shell, Siemens, Fiat, and Volvo. But that first portrait also contains
two figures not then active in business, whose presence is critical to understanding the point
of the ERT: they are Etienne Davignon and Francois-Xavier Ortoli. Both were members of the
European Commission, the key executive body of the EU: Davignon was Commissioner for
Industry and the Single Market and Ortoli was Commissioner for Economic and Monetary
Affairs. The prompt for the meeting was a question addressed to Gyllenhammar by Davignon:
‘whom do | call when | want to speak to European Industry?’ From the beginning, in other
words, the ERT was sponsored as a business representative body by the leadership of the
Commission. In the intervening quarter century, the ERT has maintained both its original
organizing principles and a presence as a key insider in debates about economic reform in the
EU. It has expanded to contain within its ranks the very elite of European business (‘industry’
now being a misnomer insofar as it suggests a concentration on manufacturing): it has forty-
five members, chief executives, or board chairs of leading European multinationals. On the
model of the US round table, these members are expected to chair or serve on one of the
‘Working Groups’, that in turn draw members from firms represented in the ERT. At the time
of writing, there were seven of these, covering topics like International Accounting Standards,
Foreign Economic Relations, and Competition Policy. Moreover, the ERT is plainly perfectly
placed to practice high-level networking. ‘Every six months’, it claims, ‘the ERT strives to meet
the Head of the Government that holds the EU Presidency to discuss priorities’ (http://www.
ert.be). There can be little doubt, given the calibre of those who head the Round Table, that
this ‘striving’ is successful. Van Apeldorn (2000) has documented the key role played by the
Round Table in the creation of a single market and a single European currency. But the ERT
has two plain weaknesses. While its membership is kept deliberately confined, it nevertheless
is a heterogeneous organization, with members from eighteen countries and many different
sectors. (Membership is not even confined to the EU: the chief executive of the Eczacibasi
Group from Turkey is a member.) It also has a tiny permanent staff (a secretary general and
only six office staff) and we know that effective lobbying, especially in the European Union,
depends critically on the possession of expertise and a capacity to monitor the complex
development of policy. In short, it is not clear how far the ERT is able to go beyond the
generalities about high strategy that are meat and drink to chief executives of multinationals
(for more on the ERT, see http://www.ert.be/home.aspx).
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in the sense that it is a key participant in both the high politics, and routine
politics, of economic life.

The third reason for the special focus of this chapter is flagged in the
reference to ‘multinational’ in the title. Not all corporate giants would be
categorized as multinational in their operations, and conversely there are
instances of enterprises that would not by conventional measures be classified
as giant in scale but which nevertheless are multinational in their reach (e.g.
Pilling 2006). But in the Anglo-American world, giant firms nevertheless do
commonly operate on a multinational scale, and multinational enterprises are
usually easily classifiable as giants by most accepted measures. It is not hard to
see that multinational reach introduces quite fresh political experiences. It
forces firms into encounters with more than one state jurisdiction, and as a
result has important consequences for the way they must operate politically.
Another dimension still has been introduced by the changing shape of the
world economy. It is well established (for a review, see Scholte 2005: 13 ff.)
that the period since the early 1970s has seen an acceleration of the pace of
globalization. The multinational corporation is at the heart of this process.
That explains why, in addition to our account of two national systems, this
chapter contains a separate section on the politics of the multinational
corporation in the global economy.

The giant firm and politics in the United Kingdom:
the transformation of a private political world

The giant firm has some key advantages as a political actor, and some key
disadvantages. The case of the United Kingdom illustrates these two features.
Some of the advantages are so obvious that we can deal with them summarily.
Economic weight makes the giant firm a key player in the shaping of eco-
nomic life and in the delivery of economic policy. While the economy-wide
weight of giant firms is great, in some particular industries and sectors it is
not only striking, but also growing. A vivid example which consumers
experience every day is provided by the grocery trade. In 2000, the three
largest supermarket chains (Tesco, Asda, and Sainsbury) accounted for 45.3
per cent of UK-wide grocery sales; within the short period to 2007 that large
figure had grown further, to 55.5 per cent (Competition Commission 2008).
In addition, in the United Kingdom since the mid-1980s, a particularly
important category of giant firm has been created by the privatization pro-
gramme which began in earnest in that decade. A handful of industries,
chiefly concerned with the provision of what had historically been considered
public utilities — energy, transport, water in particular — were consolidated in
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the private sector but subjected to distinctive regimes of public control via
specialized agencies. The creation of this special regulated category of, prin-
cipally, giant enterprises has as a consequence created a distinctive set of
relationships between these enterprises and public institutions. The regulated
enterprises were from the beginning highly political entities, since their
competitive advantage and, in cases like rail where they operated under a
publicly granted franchise, their very presence in markets, depended in part
on how they managed their relations with public regulators. Unsurprisingly,
therefore, these privatized enterprises have developed specialized units to
monitor their regulatory environment and have developed institutional
means of negotiating with public agencies, notably with their specialized
regulators (Coen and Willman 1998). The size of this closely regulated sector
was quite unexpectedly expanded in the autumn of 2008 by the consequences
of the global financial crisis — expanded not by privatization but by an
extension of public control. The state was obliged, in order to prevent the
collapse of the biggest banks, to take substantial ownership stakes. In effect,
the giant British banks were turned into regulated public utilities, and key
decisions — about executive pay and lending policies — suddenly became
political in character.

The significance of the development of these politically highly organized
regulated enterprises lies not only in the size of the sector, however, but also in
the fact that their rise reflects a wider development in the political character of
the giant firm. We noted this in the previous chapter, drawing on the work
of Grant (1984): he first charted an important institutional innovation, the
creation of the specialized government relations department in the largest
firms.

The initial developments spurring this change happened from about the
mid-1970s, and reflected changes in the political environment of the giant
firm. For just about the first three quarters of the twentieth century, as we saw
in Chapter 2, the policy-making system in the United Kingdom provided a
congenial home to corporate giants, and the structure of these giants evolved
to fit that system. The policy-making system was centralized on a small
Whitehall-based network; giant firms thus centralized their board-level oper-
ations in the metropolis, and their leaders became incorporated into the
policy-making elite. As a result, big firms often did not ‘lobby), in the sense
of formally organizing to put their points of view in Whitehall; their chief
executives just had everyday access to the policy-making elite in a private
political world. The distinguished American observer of UK politics, Samuel
Beer, has a revealing story illustrating this symbiosis. Attending the annual
dinner of the Chamber of Shipping — the main trade association for the
shipping industry — in 1958, he discovered that the Minister’s after dinner
speech on government—industry relations had been jointly drafted by his civil
servant with main responsibility for shipping and the civil servant’s opposite
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number in the trade association (Beer 2006: 699-700). In the 1960s, the two
giant firms in the overlapping sectors of chemicals and fibres, ICI and Cour-
taulds, were led by quintessential policy insiders: Sir Paul Chambers (chairman
of ICI, 1960-8) had come from a glittering civil service career; and Sir Frank —
later Lord — Kearton (chairman of Courtaulds 1964-75) was a favourite big
businessman of the Wilson Governments between 1964 and 1970, chairing the
institutional centrepiece of its industrial policy, the Industrial Reorganization
Corporation from 1966 to 1968. And as chairman Kearton pursued a pro-big
business policy, encouraging mergers in the search for giant ‘national cham-
pions’ that could compete for the United Kingdom against foreign multination-
als (Paine 1982; Bowden 2000).

Even by the 1970s, these tightly knit, metropolitan policy communities
were losing their cohesion. Indeed from 1979, there was in power a govern-
ment under Mrs Thatcher that thought this policy-making world involved an
unacceptable ‘corporatist’ bargain with big business. It became necessary for
the giant enterprise to organize more formally in order to lobby and to
influence policy.

In the intervening years since Grant first identified the phenomenon, the
initially narrowly conceived ‘government relations’ function in the corporate
giant has become both broader and more complex. Many specialized func-
tions inside large firms have become increasingly sensitive politically: market
regulation, health and safety, equal opportunity policy, financial compliance —
all involve tracking, and to some degree trying to influence the shape of
public policy. In short, giant firms now have to manage their influence
on public policy as part of a strategy designed to shape both the regulatory
environment and the reputation of the enterprise. We shall return to this
phenomenon below in considering the management of firm reputation.

This growth in the complexity of the task of managing the giant firm as a
political actor has also been influenced by two other developments over the
last three decades, which can be summarized as globalization and European-
ization. We know from the preceding chapter that both these have had
important consequences for the wider organization of business lobbies, but
there are also some important, and obvious, ways in which they have affected
the workings of the individual giant enterprise as a political actor. We explore
the issue of globalization in more detail later, but for UK giant firms its
political effects may be summarized in the following terms. The UK economy
is almost uniquely hospitable to the giant firm organized along multinational
lines. It is, for instance, the most popular location of direct foreign investment
into the European Union (UNCTAD 2006: xxii). The roll call of foreign
multinational giants with significant operations in the United Kingdom is
also a roll call of the global multinational elite. In the City of London, the
United Kingdom has a set of market arenas that are central to the trading
activities of giant firms, and not just those domiciled in the United Kingdom.
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And the UK economy is itself peculiarly ‘globalized’ — exposed to the conse-
quences of the great burst of globalization of recent decades. This has trans-
formed large numbers of hitherto UK firms into parts of globally organized
multinationals.

In short, globalization has greatly changed the institutional reach of the
giant firm in the United Kingdom, and has made considerably more complex
the range of interests it contains. A similar point can be made about Euro-
peanization, particularly in its impact on the range of arenas where the giant
firm is a political actor. The renewal of the project to create a single integrated
market was closely connected to the ambitions of multinationals, including
UK multinationals (Van Apeldorn 2000). The European Commission has
been particularly anxious to draw giant firms into both the stage of consulting
over and later implementing policy (Coen 1998, 2007). Indeed, as we see from
Box 4.1 (p. 62), the Commission was important in the founding of the ERT of
Industrialists. The result has been to magnify the range and complexity of
the political activities of the giant firm: it now has to operate in a whole set
of policy-making arenas outside those of the United Kingdom and in the
process to form alliances with interests and institutions beyond the United
Kingdom. That helps explain why some of the most important members of
the ERT of Industrialists are British corporate giants or giants with a major
presence in the United Kingdom: they include Unilever, Astra Zeneca, British
Airways, BP, and Rio Tinto.

We thus have a picture of the giant firm in the United Kingdom as a
political actor that has gone through a distinctive evolution: the range of
interests it contains has become more complex, the range of political arenas in
which it has to operate has widened, and the institutional complexity of its
internal political organization has grown significantly. These changes have
been due in part to internal institutional changes (the development of new
functional capacities inside firms), to changes in the UK political environ-
ment (the decline of a centralized, socially integrated, metropolitan focused
policy-making system), and to external political and economic changes
(summarized in the twins of globalization and Europeanization).

The pattern of change here might be summarized as the growth of formal-
ity in the way the firm organizes itself politically, and the increasing integra-
tion of what began as a fairly specialized lobbying function into a wider
process that attempts to manage the reputation of the firm. Giant firms are
often also brands (consider the Marks and Spencer brand) and the reputation
of the brand has to be managed. Thus, the political effectiveness of giant
enterprises now depends on something more diffuse and hard to control than
professionally organized lobbying. Two emblematic episodes that occurred
within a few short years of each other illustrate this. First, there was the PR
disaster suffered by Shell in 1995 when, faced with a well-organized move-
ment of opposition that was damaging its market position, it was forced to
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retreat on a plan to sink an oil rig (Brent Spar) in the North Sea (Nilsson
2009). Second, there was the destruction of the accounting firm Arthur
Andersen in 2002 when its apparent complicity in the Enron scandal — a
primarily American affair but with global consequences — in short order
destroyed trust in a hitherto highly respected multinational accounting firm
with a large presence in the United Kingdom. Giant firms are peculiarly
vulnerable to reputational damage because of their visibility. Well beyond
the world of operational lobbying, therefore, the last decade or so has seen the
growth of a whole world of ‘reputational management’ aimed at the giant
firm. In Power’s phrases, there is a ‘reputation constellation’ that giant firms
have to manage, and which has spread into, for instance, the development of
‘corporate social responsibility’ as a means of promoting reputation (2007:
130-4).

It is plain that the management of enterprise reputation is critical for the
operation of the giant firm as a political actor, and it seems equally plain that
the rise of the problem of reputation management in Britain is symptomatic
of an important change in the strategic environment with which the giant
enterprise has to deal. This involves a shift of methods, of arenas, and of
environments. It means a shift from informal, elitist networking to profes-
sionally organized management of interests; from an overwhelming concen-
tration on the outputs of the Whitehall policy system to a concern with trying
to manage policy at a multiplicity of governmental levels; from a social and
cultural environment when the giant enterprise was relatively unchallenged to
one where reputations are contested.

The rising importance of enterprise reputation as something that the large
firm has to manage in order to operate as a successful political actor is
connected to key institutional features of the firm. Two merit special atten-
tion: the sheer complexity of the institutional processes and the interests that
are now typically contained within a giant enterprise, and the vulnerability of
the giant enterprise arising from its salience as a social institution.

The giant firm is an intensely political institution, not only in the sense that
it plays a large part in the public policy process but also in the sense that it is
an institutionally complex organization, typically with different divisions, and
run by different specialists in different parts of the organization. It produces
its responses to policy problems by its own internal political process that has
to mediate between the views and demands of the different parts of the
organization. The very subject of business strategy arose from the realization
that the appropriate strategy for an enterprise in the market is not obvious;
firms in similar circumstances make different choices, as a result of an
internal process of decision making. The same is true of political strategy.
The policy positions firms adopt, and the operational tactics they employ to
advance those positions, are partly determined by the balance of influence
between different divisions, and between different professional groups inside
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the firm. The giant firm cannot be viewed as a kind of black box that efficiently
identifies some definitive firm interests and adjusts political tactics accord-
ingly. The firm is internally divided and is also penetrated from without: in
other words, a whole external regulatory world permeates the enterprise. The
political consequence is that, just as giant firms often make mistaken choices in
the field of conventional business strategy, so they have to overcome internal
divisions to avoid comparable mistakes of political strategy.

A second source of political difficulty arises from the perception of the
giant enterprise as indeed part of a wider system of big business. We know
that in recent decades the perception of big business in Britain has become
increasingly unfavourable, as measured by opinion polling data (the issue
is discussed further in Chapter 7). This does not condemn the individual
enterprise to a hostile public reception, but it does create a climate against
which the corporate giant has to seek protection. The development of the
initially narrow ‘government relations’ function into a whole industry of
public relations, investor relations, brand management, and reputation man-
agement which we documented above is in part a response to this climate.
The existence of such a climate helps explain why the public perception of the
worth of an enterprise can be so volatile.

One solution to this problem is illustrated by the career of Richard Branson
and his Virgin enterprises. It is well known that Branson’s market strategy is
built on the notion that the Virgin ‘brand’ has a value which is transferable
across different markets and sectors; he has opportunistically entered markets
as different as rail and air travel, pop music, and telecommunications. But he
has allied this to a distinctive highly personal political strategy: he networks
avidly among the political elite and cultivates a public persona as an idiosyn-
cratic, ageing hippy figure, softening the perception of Virgin as a calculating
institution and generating huge free public relations material in the process.

The success of this fusion of political networking and marketing is a source
of debate (Bowers 2000; Branson 2007; Dearlove 2007). But in any case, it
depends critically on Branson’s own idiosyncratic personality and his record
as an entrepreneur. More bureaucratically organized corporate giants find
this new world of branding and political management trickier to manage.
Take the case of the long-established oil giant Shell. Its reputation was badly
damaged in the 1990s, as we noted earlier, from the furore over the attempted
disposal by sinking in the North Sea of the derelict oilrig Brent Spar. (Shell
took all the public hostility because it was contractually responsible for
disposal, despite the fact that in its working life the rig had been jointly
operated with another oil giant, BP.) The salvaging of Shell’s reputation was
still progressing when in 2003 it was damaged by yet another public relations
disaster, this time arising from its oil business in Nigeria, which tied it to
corruption and murder by the ruling regime. Then, in 2004, it was struck by
an internally delivered blow — the revelation that its accounting practices had
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Box 4.2 Big business and politics in Russia

The only certainty about the relationship of big business and politics in Russia is that they are
intertwined to a degree greater even than in the world of the advanced capitalist democra-
cies. Hanson and Teague (2005) identify the main area of uncertainty: Is big business the
creature of the Russian state as it developed under the Presidency of Vladimir Putin (2004-8)
or is the state the creature of big business? The history is quite recent. The reform, and then
collapse, of the former Soviet Union in the late 1980s and early 1990s produced a massive
wave of privatization of the assets of the former command economy, where all significant
productive property had been publicly owned. The privatization mostly involved the appro-
priation of hugely valuable assets by key individuals, many of whom were tied to the former
nomenklatura, the organized system of Communist functionaries in the Soviet Union. The
fabulously rich ‘oligarchs’ who emerged out of that process owed much of their wealth, in
particular, to appropriation of Russia’s vast natural resources in fields like oil. An almost
seamless web unites ‘big politics’ and 'big (energy) business': for instance, Dmitry Medvedeyv,
Putin’s successor as Russian President, is a former chair of the board of directors of
Gazprom, the largest Russian energy corporation. The structure of the business system has
some of the conventional marks of big business lobbying that we would recognize from the
two national cases that provide the material for this book. The oligarchs control the main
employers’ association, the Russian Union of Industrialists and Entrepreneurs (RUIE). As
Hanson and Teague show, the RUIE aspires to act as a conventional lobbying organization
in the manner of a body like the British CBI, putting its case to the Duma (Parliament) and to
the big economic ministries (2005: 758-60). Business is also a major participant in Russian
elections: in the state Duma elections of 2007, for instance, one estimate was that up to 50
per cent of the candidates of the Putin-supporting ‘United Russia’ were from business (Mereu
2007). Over the period since 1990, numerous big foreign multinationals have also established
a presence in Russia: they include McDonalds (whose most profitable franchise is in Moscow),
IKEA, and the Ritz-Carlton Hotel chain. But Russia is also a difficult and often dangerous place
to be a big business figure. Big oil, which has been a key to the success of the Russian
economy, has proved to have an especially problematic relationship to the Russian state. One
of the most successful of the 1990s oligarchs, Mikhail Khodorkovsky, who had translated
early connections in the Konsomol (the young Communist movement) into a vast oil empire,
Yukos, found that the value of his business was largely stripped away by tax prosecutions. He
is presently serving a prison sentence (until at least 2011) on a mix of tax and criminal
convictions — the legitimacy of which are widely contested, on the grounds that they arise
in part from struggles for political control in the Putin era. Another tricky field has involved
control of the mass media: the television tycoon Boris Berezovsky now lives in political asylum
in the United Kingdom after being vanquished by Putin allies in a struggle for control of a
major television station. The British-based oil multinational, BP, was involved in a hugely
tortuous struggle with its Russian partners for control of oil resources that are estimated to
account for as much as 25 per cent of BP profits; in September 2008, it was obliged to
reconstitute the board of its joint venture, with the BP-nominated chair stepping down. The
present relationship of big business to politics in Russia is sometimes compared to the era of
the ‘robber barons’ in the United States (see Chapter 2). But there are important differences:
even the rough and tumble of late nineteenth century American politics coincided with a
robustly independent legal system, and the integration of big business and the state is much
closer at the top of the Russian system than was ever achieved in the founding period of
American capitalism.
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consistently overstated the value of its oil reserves, and therefore the reserves
of the company (Nilsson 2009). Shell may be considered unusually unlucky
(or incompetent), but it illustrates how a mix of a diverse and complex range
of operations, coupled with high visibility, can make the reputations of many
giant enterprises highly vulnerable. We shall see some of these patterns
repeated in the case of the United States.

The giant firm and American politics:
great strengths and great weaknesses

The political condition of the giant enterprise in the United States resembles
its condition in the United Kingdom, but in an exaggerated form. Virtually
everything we can say about the political position of the corporate giant in the
United Kingdom can be said about the corporation in the United States; but
in virtually every instance corporate political strength and corporate political
vulnerability are magnified in the American case.

The strengths are well documented, and need only brief rehearsal here. As
we saw in Chapter 2, the work of business historians like Chandler (1977) has
demonstrated that the giant corporation is not just a concentration of eco-
nomic resources but is one of the key institutions in American life. In a society
without a traditional aristocracy, business leaders — which almost entirely now
means those who head giant corporations — enjoy a special kind of social
ascendancy, and the giant corporation has enjoyed an especially prominent
place as an institution in both the economy and in the culture. In the words of
Marchand in his history of the creation of a cultural presence for the corpor-
ation: ‘by the mid-1940s, the great corporations had attained a conventional,
largely uncontested standing that most corporate leaders could recognize as
an acceptable substitute for soul’ (1998: 5). The big business elite has a kind of
cultural ascendancy that it has been difficult for its UK counterpart to achieve
(Lipset 1964: 845, 175).

Not only does the giant corporation have strengths that resemble, but
exceed, those in Britain, it has also gone through a similar lobbying evolution
to the one we identified in the case of the United Kingdom. And as in the
United Kingdom, this evolution is largely a function of a combination of two
factors: the changing nature of the political environment of the giant firm and
its changing internal organization.

The alteration in the lobbying character of the giant firm is epitomized in a
remark made about political tactics by Thomas Watson, one of the dominant
CEOs in the history of the US computing giant IBM: ‘IBM doesn’t lobby’
(Hart 2007: 6). The remark, even when it was made in the early 1970s, harked
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back to the 1950s and 1960s. It did not mean that that IBM had no relations
with the system of government. On the contrary, government was a major
customer and a wide range of public policy affected the fortunes of the firm. It
rather summarized a particular, informal political relationship that lasted
from the 1930s to the end of the 1960s, the period when the Watson family
dominated the firm, and it was characteristic of the political relationships
enjoyed by many corporate giants. It was summed up, again by Watson, as
follows: ‘the most graceful and effective way to [cultivate politicians] is in
person, and ... probably the worst way is to have a Washington office staffed
with professional lobbyists’ (quoted ibid.).

The ‘giant firms don’t lobby era’ had four distinctive features. First, giants
like IBM were comparatively simple political institutions. They ‘did not
lobby’ because relations with government were to a substantial degree con-
ducted informally by a small number of people who did not think of them-
selves as ‘lobbyists’ Of these, the most important was the chief executive
himself, a key part of whose job was to act as the voice of the firm — but a quiet
voice, exploiting connections at the top of the Washington system to advance
corporate interest.

Second, if the chief executive was a de facto lobbyist who yet did not think
of himself as such, this was because the CEOs of many of the most important
giants were naturally integrated into elite policy-making circles. This was
particularly so after the Republicans came back into the White House in
1953, when the Administration drew substantially on the leaders of large
enterprises to fill key posts within the new Administration. But it was also
true of periods when Democrats controlled the White House. The Watsons,
the founding family of IBM who provided its chief executives from the 1930s
to the 1970s, were emblematic in the ease with which they mixed with, and
served, Democratic and Republican Presidents. More widely, an institution
like the Business Council, which we encountered in the last chapter through
McQuaid’s histories, ensured that the leadership of the biggest corporations
was guaranteed informal access to the very top of any administration, Re-
publican or Democrat (McQuaid 1982, 1994).

Third, by the 1950s, the giant corporation was operating in a benign
political environment. It had stabilized its reputation after the failures of
the 1920s and the Great Depression. It was associated with the long period
of economic growth that began at the start of the decade and with the rise of
the United States as the dominant global economic power. Though we have to
be careful in interpreting polling data, it does seem that approval of the giant
corporation as a benign American institution was high — possibly at a
uniquely historical high. (This too is discussed more fully in Chapter 7.)
A close instinctive identification between the interests of the giant corporation
and the national interest reduced the need to do anything so explicit as
‘lobbying.
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This benign environment was also reflected in the fourth feature of the
‘corporate giants don’t lobby’ era: the absence of serious organized rivals to,
and critics of, the giant firm. True, there were in the extractive and manufac-
turing industries of the industrial revolution, like mining, steel, and auto-
mobiles, well-organized unions with a powerful place in the institutions of
collective bargaining. But these were really partners of the giant enterprises,
divided by some interests but also united by the common aim of defending
the economic health of ‘their’ industry against any damaging public policies.
In the wider civil society, it was rare to find significant institutional critics of
the large enterprise or indeed of the business system as a whole. Churches and
universities, though they contained some individual critics, as institutions
were either indifferent or supportive. The same could be said of the older
environmental movements, like the Sierra Club. Movements that, as we shall
see later, were to emerge in later decades as critics of the corporate giant — in
churches, in ethical consumer groups, and among environmentalists — were
either not yet born or still in their infancy.

The third and fourth of these features — the benign climate of opinion and
the absence of a competitive lobbying environment — have greatly changed in
the last generation but, since they form a major theme of Chapter 7, I do no
more than mention them here. I concentrate instead on what has happened to
the giant firm as a lobbying operation. In summary, it has become more
overtly political, more professionally organized, and more institutionally
complex. Now, corporate giants definitely do lobby.

A sign of this change is the growing ‘politicization’ of the role of the chief
executive. This may seem an odd way to put things, since I stressed above
the centrality of the CEO to representation in the ‘old’ system. But recall the
point of the IBM doesn’t lobby’ era. A fairly seamless integration into
the federal governing elite meant that when the heads of giant firms put
their points it did not feel like ‘lobbying’ or ‘politics. But over the recent
decades, presence in the lobbying system, especially in the Washington lobby-
ing system, has become an important part of the job description’ of the CEO
of most giant enterprises. “The biggest single change in management during
my career, a leading CEO told a researcher in 1995, ‘has been the increase in
time that managers spend dealing with government’ (quoted Hart 2004: 61).
The chief executives of ‘the largest corporations typically devote up to half
their time in dealing with extracorporate concerns, and government is the
most important of these concerns’ (Lehne 2006: 81). We saw in the last
chapter that the foundation in the 1970s of the Business Roundtable for the
largest corporations, with its requirement that CEOs be directly involved in
the organization, demanded open, active political involvement. Likewise, the
skill set demanded of a chief executive has changed, to encompass ability to
operate in the lobbying world: in face-to-face negotiations and in public
forums such as appearances as witnesses before Congressional Committees.
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Just how damaging the absence of the right presentational skills can be is
shown by the public relations disaster suffered by the tobacco industry over
the long campaign to link cigarette smoking and cancer. In a famous encoun-
ter with a Congressional committee at a public (and televised) hearing in
1994, the ineptness of a whole slew of tobacco industry CEOs had the industry
and its leaders pilloried as liars in a pure piece of theatre orchestrated by
a shrewd and media savvy Committee chair (Derthick 2005: 55-6, 111-15).
A very striking demonstration of the politicization of the role of the chief
executive can be seen from Hart’s study (2002) of ‘the political education of
Bill Gates and other nerds’: in other words, the political evolution of high-
tech corporate giants who have risen with great speed in the last couple of
decades. These were often founded by individuals with high levels of scientific
education but little natural feel for, or taste for, politics. The founders have
subsequently been forced to acquire lobbying skills, or to buy them in.
Microsoft initially tried to get by without any organized lobbying operation,
but by 2007, it employed sixty-three professional lobbyists in Washington
alone (Callan 2007). Google, the most spectacular high-tech successor to
Microsoft, is now experiencing a similar evolution: it has formed its own
Political Action Committee, and has hired politically well-placed advisors on
both sides of the Atlantic (Lehne 2006: 166; Wray 2006).

The change therefore partly consists in a change in the role of a single
individual, the chief executive, but it also involves profound institutional
change in the political practices of the giant firm. Some of the changes parallel
those already identified in the case of the United Kingdom — though it would
be more accurate to say that they were pioneered in the United States and then
diffused elsewhere. These changes reflect a more enduring feature of the giant
American corporation, one repeatedly emphasized by business historians and
students of business organization: it is a complex and extended series of
specialized divisions and hierarchies. Chandler’s famous image of the corpor-
ation as the ‘visible hand’ in a wide range of societal allocations catches this.
Internally, it is an elaborate allocative mechanism with an active political life
of its own, as all such mechanisms must have. The long-established literature
which documents the rise within the giant corporation of specialisms in its
management teams — specialists in functions like personnel as well as in the
technologies of production and distribution — reinforces this picture of the
existence of an elaborate internal division of labour, stretching to the rise of
the specialist ‘public affairs’ function in the largest corporations (Boddewyn
2007: 156).

Professionalism and the growth of internal organizational complexity are
linked. The ‘political’ function has become increasingly specialized, both
internally and externally. The ‘government relations’ function that we iden-
tified in the case of the United Kingdom was pioneered in the United States
and the evolution of that function as described in our UK section has if
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anything been even more radical on the other side of the Atlantic. The vast
professional lobbying industry in the United States mostly has business,
especially the largest corporations, as its customers (for some representative
statistics, see Heinz et al. 1993: 10, 83; and Derthick 2005: 103). The allied
activities of brand management, of corporate public relations, and the wider
management of corporate reputation are likewise highly developed. So al-
though chief executives do, now, indeed have a political function as a key
part of their role, by contrast with even a generation ago they are trying to
perform this role alongside a large apparatus of professional representation,
lobbying and the management of organizational reputation. Some of this
is done ‘in house’ and some ‘outsourced’ to the overlapping industries
of lobbying, public relations, brand reputation management, and plain old-
fashioned legal advice.

The consequences for the internal political cohesion of the giant corpor-
ation have been well explored in Martin’s study (2000) of the internal pro-
cesses by which enterprises make decisions about what positions to adopt on
critical public policy issues. The lesson of her study might be summed up in
terms that we used earlier: just as the appropriate business strategy for any
enterprise is not obvious, but has to be hammered out through a process of
argument and decision, so the appropriate political strategy is not obvious.
Often the scale of economic enterprises and the variety of markets that the
corporate giant is active in mean that what constitutes the ‘interest’ that the
enterprise should defend is not at all obvious — it depends on which set of
groups inside the firm dominate the definition of corporate interest at any
single point. Take the position of the corporate giant DuPont in one of the
biggest issues facing US policy makers and business in the last two decades:
how to respond to the proposal to create the North American Free Trade
Agreement (NAFTA) between Canada, the United States, and Mexico.
(NAFTA was finally inaugurated under President Clinton in 1994.) DuPont’s
overall corporate position supported a free trade agreement; its fibre division,
by contrast, opposed, reflecting its location in a sector of the US economy
which feared cheaper Mexican competitors (Sklair 2001: 103).

The idea that multidivisional corporate giants can be internally divided in
their interests is a fairly obvious one. But a more subtle and important aspect
of corporate division is introduced by Martin’s analysis of firms as ‘stuck in
neutral’. This happens when the specialized professionals inside the institu-
tion, like personnel and legal specialists, act as bearers of the values of wider
professional communities. In this way, the firm is penetrated by numerous
societal influences, and becomes itself a kind of cockpit for wider societal
struggles (Martin 2000: 3-19).

To summarize, the political activities of the giant corporation in the United
States have been increasingly conditioned by the more explicitly political role
for the chief executive; by a growing professionalization of political activity
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externally, through the huge lobbying industry; and by professionalization
internally through the rise of specialists controlling functions like personnel
and regulatory compliance.

Some of these developments — notably more formal organization and more
professionalism — are also evident in the way the giant enterprise in the United
States has evolved its modes of collective action. Since we discussed some
aspects of these in the preceding chapter, we can deal with them summarily.
From the 1930s to the 1970s, the most important institution of collective
action for big business was the Business Council. McQuaid’s histories (1982,
1994) show it to have been a product of the ‘big business doesn’t lobby’ era. It
had a low public profile, and very little by way of formal organization. It relied
heavily on the coordinating activities of a small number of business leaders
and on informal access to the very highest levels of the federal government,
notably to Presidents of both parties. The foundation of the Business Round-
table in 1972, the details of which are in the preceding chapter, marked a step
change. The Roundtable demanded the engagement of executive officers at
the highest political level, expressed in the requirement that member enter-
prises normally be represented by their CEOs or by officers of equivalent
seniority. It turned to more formal organization and to open lobbying,
typified in the way CEOs now have to take responsibility for heading up
Roundtable ‘task forces’

When the leaders of giant firms meet in a Roundtable setting, they are
attempting collective action in a constituency of more or less equals. But there
is another form of collective action which has also undergone a complex
evolution in recent decades: in the relationship between the giant firm and the
conventional, historically established mode of collective action for business —
the representative association (trade or employer) organized at industry or
sectoral level. The increasingly organized and activist political character of the
giant firm might lead one to expect that it would abandon the often unsat-
isfactory compromises involved in working through sectoral or industrial
representative associations. This has not happened, because the representative
association is of use to the giant firm and because the corporate giant can
often control it. There is a significant cultural value attached to collective
representation: representative bodies help soften the image of the corporation
and make it seem more than a narrowly sectional voice. The activities of
professional lobbies assist this further; one of their most important innov-
ations in recent decades has been the fostering of advocacy coalitions which
allow ‘selfish’ business interests to ally with cause groups which are viewed as
more benign than business in the public eye. Indeed, this can stretch to the
very creation of such groups, behind which the corporate giant can conceal
itself. The United Seniors Association, for instance, is ostensibly a lobby
group for senior citizens in health and social security; in reality, it is closely
allied to big pharmaceutical firms (Congress Watch 2002). Giant firms have
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Box 4.3 An American multinational enters UK supermarket politics: the case of Wal-Mart

In June 1999, the American retailing giant Wal-Mart bought the UK supermarket retailer
Asda. The takeover pitched Wal-Mart into the competitive marketplace in the United King-
dom, and it also pitched it into the political marketplace, for success in retailing at this level is
not only a function of market strategy, but is also a function of political strategy. Wal-Mart has
been a by byword for ruthless price competition in the United States; we shall see in Chapter 5
that its success in this respect has depended in part on its ability to circumvent regulatory
restrictions erected in Federal law on the use of the marketing and buying power of retailing
giants, controls erected to defend the position of small retailers. Wal-Mart's overseas expan-
sion, which began in 1991 with a Mexican acquisition, has been rapid. By 1998, it had entered
Europe with a German acquisition (Burt and Sparks 2001; Rowell 2003). But it has faced
serious political difficulties in replicating its American formula in foreign markets: in Germany,
for example, regulatory restrictions on the creation of new stores meant that it had to enter
the market by buying an existing chain, and it immediately faced the entrenched power of the
German unions in retailing. In the United Kingdom, it prepared the way for the ASDA
takeover by using a resource which would not have been available to a smaller organization:
gaining access to the Prime Minister. In January 2008, two Daily Telegraph reporters used the
Freedom of Information Act to secure the release of an official minute of a meeting between
the Prime Minister (Tony Blair), some of his senior advisors, and Bob Walters, the chief
executive of Wal-Mart International (Hope and Hall 2008). The note of the discussion conveys
a good flavour of the way an American multinational prepares the way to cope with domestic
regulatory obstacles in advance of entering the British market. Mr Walters stressed that ‘the
main obstacle to entering the UK market was zoning and planning controls — Wal-Mart had
concluded that they could only come into the UK by acquisition of an existing company’ — as it
did six months later in the case of Asda. He contrasted the United Kingdom with the German
market: the latter was already ‘sophisticated’, but in the United Kingdom, ‘Walmart had seen
low hanging fruit. There had been a lot of waste and scope for improvements in transporta-
tion.” Wal-Mart was thus offering a price war (‘the opening of Wal-Mart's stores typically
began price wars’) in a British retailing system that it pictured as charging excessive prices; in
the meeting, the suggestion that British prices were 30 per cent higher than abroad was
floated. But it is one thing to gain access at the highest level, another to turn that access into
policy concessions. The Prime Minister's minuted response does not go beyond anodyne
remarks about providing a stable macroeconomic environment and welcoming competition
on prices. (Just how marginal the firm was to the concerns of the Prime Minister and his
official is suggested by the fact that the minute misspells Wal-Mart's name.) Wal-Mart's
subsequent political history has been a familiar mix of struggles with local authorities to
gain planning permissions for larger stores and opportunistic alliances with some retailers
against others: In the autumn of 2008, for instance, it was joining Waitrose, Marks and
Spencer, and the Association of Convenience Stores before the Competition Appeals Tribu-
nal, to oppose a move by Tesco to have struck down a proposed new competition criterion
that would take into account size of market share in considering planning applications by
large retailers (Wood 2008). The new rule, proposed by the Competition Commission, was
aimed at Tesco’s dominant position — hence its appeal to the Tribunal.
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also learnt to circumvent the limitations of collective action at the sectoral
level. They can often manage associations, exercising control over the posi-
tions adopted by representative bodies, using their resources — of money and
personnel — to dominate them, or even sponsoring their very existence (e.g.
Hart 2004: 50). Although the giant American corporation is thus often mired
in institutional complexity, it is also highly opportunistic. If it can, it will
hedge its bets by pursuing numerous concurrent institutional tactics to
advance corporate interest — and one of these is via collective action at
industry or sectoral level.

The giant firm and global economic lobbying:
the problem of strategic cohesion

Giant firms do not have to operate on a multinational scale, but most do, and
that is especially true of the giant firm in the Anglo-American arena. An
obvious point follows: in describing the giant firm as a political actor, we
cannot do only what we have done so far in this chapter — describe its
operations in discrete national political settings. The very existence of the
giant multinational creates not just a multinational economic sphere, but also
a multinational representational sphere. The point is especially important in
the case of the two systems that are the subject of this book. The United States
is particularly important to this multinational sphere because of the economic
weight of US multinationals, while the American presence in representative
organizations in that sphere is particularly marked. The United Kingdom is
particularly hospitable to the multinational sphere, in part because it is a major
centre of inward investment by multinationals and in part because the City of
London is one of the nerve centres of the global economy.

This multinational representational sphere is the subject of hugely conten-
tious debates concerning both the power of multinational corporate elites and
the capacity of states to manage their economies in the face of global markets
(for the authoritative overview, see Scholte 2005). In these debates, more
prosaic matters are often neglected, and they are our focus here. In particular,
how do firms actually try to operate as political actors in this sphere?

It is an important implication of the development we sketched earlier — the
rise of the giant firm as an increasingly sophisticated, and well-organized,
political actor — that it is likely to invest a lot of effort in promoting its own
sectional interests in the multinational sphere. The biggest multinationals are
as opportunistic globally as they are within national systems. They use their
centrally developed representative resources directly to lobby ‘foreign’ gov-
ernments. Their chief executives can expect to be as active lobbying national
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political authorities across the globe as lobbying political authorities in ‘their’
jurisdiction. Trade, production, and location decisions are all highly sensitive
politically, and corporations must constantly recognize this fact. Their activ-
ities as economic institutions are intimately tied up with the politics of the
international economic system. At the very top, their leading executive
officers routinely include individuals whose careers have involved moving
continuously between leading positions in the corporate and state worlds.
They expect to both lobby public authorities across the globe and to use their
special connections with their ‘home’ government to mobilize it in defence of
their interests.

As an example of the kind of personality that prospers in this world
consider the glittering career of Peter Sutherland. Born in 1946, Sutherland
began his public career as a member of the Fine Gael party in the Republic of
Ireland. He served as a member of Fine Gael governments, and then was
nominated as a member of the European Commission under the Presidency
of Jacques Delors. He was the founding director general of the World Trade
Organization, and after narrowly missing out on succeeding Delors as presi-
dent of the European Commission he moved into business. At the time of
writing, he chairs both the oil multinational BP and the British subsidiary of
the global investment banking firm Goldman Sachs. He is on the steering
committee of the Bilderberg Group and is a vice-chairman of the Trilateral
Commission (both are described below). He is also a vice-chair of the ERT of
Industrialists, and is a financial advisor to the Vatican.

Corporate leaders like Sutherland specialize in networking at the very
highest levels, operating interchangeably across national-international and
public—private boundaries. But we know from our account of how the
corporate giant operates domestically that this kind of networking is only
part of the picture. It happens alongside something more systematic: pro-
cesses of image management for the firm that often involve participation
in collective action through trade associations. This kind of participation in
collection action is replicated in the multinational sphere.

Many of the giant multinationals are long-established actors in national
economic systems beyond their home state, and provide key personnel in
national trade associations: for instance, the president of the Society of
Motor Manufacturers and Traders (the leading association for the automobile
industry in Britain) in 2008 was a senior vice-president of Toyota Europe.
The global character of City markets is reflected in the long-established
presence (established 1937) of the Association of Foreign Banks (Association
of Foreign Banks 2007). But though multinationals commonly subscribe to
national representative associations, it is hard to be certain how important
this is to their representational activity. It is certainly one way — and a
comparatively cheap way — of showing themselves to be ‘good citizens’ with
a long-term stake in the economy in which they are operating. But the
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most systematic study of trade associations in Britain reports that foreign
multinationals (not just American) often show little interest in national
associational activities: their minds, and their balance sheets, are elsewhere
(MacDonald 2001: 4).

What this limited participation in national associational life also suggests is
that the global, rather than the national, sphere is critical for the representa-
tional activities of giant multinationals. Here there is a world of multination-
ally organized associations with a dizzyingly wide range of functions. To
organize this complex world, we can schematically distinguish between
three different kinds of representative institution.

The first are specialized representative associations that are designed to
function in the multinational sphere. A striking example, documented by
Coen and Grant, is the Transatlantic Business Dialogue. This was established
in 1995 as a joint initiative of the European Commission and the US State
Department, to ‘coordinate business responses to international trade, stand-
ards and regulation questions’ (Coen and Grant 2001: 37). It joins the chief
executives of leading US and European Companies. It is a striking instance
for several reasons. It shows the almost seamless unity that in the multi-
national sphere joins institutions in the ‘public’ and the ‘private’ realms. It
reinforces one of the themes of our account of national operations: the way
politically sensitive duties are now central to the job description of chief
executives. It shows how important is the EU to the organization of the
multinational sphere. It shows, in the involvement of the State Department,
the way multinational representation is linked to the high politics of foreign
(economic) policy. And of course it incidentally shows, in the inclusion of
European firms, that the institutions of this sphere are not constrained by the
national boundaries of the two cases that we use in this book. (A case study of
its work is provided in Box 3.3, p. 58.)

Notice that, almost in passing, the account of the TransAtlantic Business
Dialogue mentioned its role in considering regulatory policy. Regulation is a
critical consideration in economic life because the terms of regulation — the
organization of regulatory institutions, the substantive content of the rules —
is key to competitive advantage (or disadvantage) in markets. It is central to
competition in the multinational sphere and pervasive across all sectors of
economic life. This naturally explains the importance of the second main
institutional form that representation in the multinational sphere takes:
participation in regulatory and standard setting bodies. In Braithwaite and
Drahos’s classic study Global Business Regulation, there is a revealing tabular
summary of this world (2000: 476-7). It shows, to use a metaphor of which
Braithwaite and Drahos are fond, a global web of organizations, individuals,
and social groups. The regulation of ‘Contract and Property Rights),
for instance, encompasses major American national trade association (like
the Motion Picture Association of America) and individual corporate giants
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like IBM. It is a web that joins individual corporate giants with national
governments: the regulation of telecommunications includes the govern-
ments of both the United States and the United Kingdom and corporate
actors like Time-Warner. Some regulatory spheres are made up of segments of
national governments, individual agencies often operating in highly technical
spheres: for instance, the International Organization of (national) Securities
Commissions for the regulation of securities markets. The web is also marked
by an elaborate division of labour even between corporate giants: they include
not only producers of goods and services, but also commercial standard
establishing bodies, such as credit and bond rating agencies like Moody’s
(see also Kerwer 2005; Sinclair 2005).

This multinational world of economic regulation is simultaneously highly
political and highly technical. It is highly political because it helps determine
the rawest of all political struggles: over economic interests between corpor-
ations and states. It deeply influences who gets what in the global economic
struggle. But it is highly technical because the bread and butter of debate
typically focuses on issues that are technologically complex (consider the
regulation of telecommunications or of pharmaceuticals) or administratively
complex (consider the regulation of financial institutions.)

One by-product of participation in the specialized worlds of regulation and
standard setting is that it creates social networks where highly placed actors
(like leaders of important public institutions and CEOs of multinational
giants) can, mixing with similar elite figures, have the opportunity to discuss
strategic issues of global economic management. But collective action by
multinational corporate elites, if it is to shape the economic and political
setting of the corporation, has to transcend the technical details of economic
life, important though these are. Hence our third form of global representa-
tion, one where the corporate elite can more directly consider issues of broad
strategic significance to do with the management of the global economy. An
institution that we have already encountered — the TransAtlantic Business
Dialogue — is obviously addressed in part to this task. But there are other
more specialized mechanisms that also contribute: inter-corporate networks,
and institutions explicitly created to provide forums where the corporate elite
can hammer out common strategic positions on the largest questions of
economic and political management. Chroniclers of inter-corporate networks
(the joining of corporations into networks by ties of co-ownership and co-
directorships) have often argued that the existence of dense networks within
national economies is a powerful aid to the cohesion of the corporate elite
and to its ability to generate a common strategic outlook and a capacity
for common action (see for instance Useem 1984). Moreover, the work of
Carroll and his colleagues demonstrates that these networks are particularly
dense-linking corporations across the North Atlantic — precisely, of course,
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where American and UK enterprises are prominent (Carroll and Fennema
2002; Carroll and Carson 2003).

The obvious difficulty in ascribing strategic significance to inter-corporate
networks lies in demonstrating that they actually lead to common discussion
or common action. This is why particular importance lies in the other
institutional mechanism identified above: in multinational organizations
that exist precisely for the purpose of agreeing strategic priorities between
multinational corporate elites. The most important, in chronological order of
creation, are the following. The International Chamber of Commerce dates
back to 1920, and was inaugurated partly to settle international economic
differences between business arising out of the First World War (Kelly 2005).
The Bilderberg Conferences are periodic and informal gatherings of transat-
lantic elites that date back to a first meeting in 1952. The World Economic
Forum was set up in 1971 (Graz 2003). The Trilateral Commission was
established as the leading capitalist nations entered economic crisis in 1973
(van der Pijl 1998: 124—6). The World Business Council for Sustainable Devel-
opment was established in 1995 as global environmental issues began to press
in on multinational corporations.

Of these, the World Economic Forum is probably the best known, chiefly
through its annual meetings in the Swiss ski resort of Davos. These highly
publicized occasions are by no means confined to the leaders of giant multi-
national corporations. They are designed to create a forum where these figures
mix, both for business and pleasure, with other strategic elites, notably
from government. In recent years, the range of institutions and individuals
attending has also widened considerably, to include various celebrity activists,
like ageing rock stars, and carefully selected figures from the world of non-
governmental organizations (NGOs). The considerable work the Forum does
in the period between these meetings is likewise addressed to large strategic
questions facing the global economy (e.g. Graz 2003).

In these very characteristics of the WEF lies the difficulty in estimating the
significance of strategic forums designed for the multinational corporate elite.
Undoubtedly, they potentially address one of the key problems that has
recurred in this volume — the problem of business solidarity — because they
encourage the corporate elite to think beyond its own immediate, parochial
corporate calculations, in a way that is difficult to do, for example, in the
world of standard setting and regulatory negotiations. Undoubtedly, also,
they highlight a key social feature of the multinational corporate elite: the
way the boundaries between that elite and other elites, notably in government,
are blurred, with very high levels of transfer and overlap between the
two. The doubt arises from uncertainty about the practical impact of all
this. The World Economic Forum annual meeting is, perhaps, an extreme
example, because it is so high profile. But it is such an extraordinary jambo-
ree, involving some people of real power and all kinds of opportunistic
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publicity seekers, that it is hard to see how it can act in an effectively strategic
fashion, as distinct from providing a useful opportunity for the multinational
corporate elite to network and prepare the ground for deals — exactly what a
strategic institution should not be doing. (For more on the World Economic
Forum, see Box 8.2, p. 158.)

The essentially political character
of the giant corporation

In modern capitalist democracies such as the two core cases in this book, all
business is political: that is, the state is constantly present in various guises in
the life of business, and the wider political environment is critical to the fate
of business interests. But for the giant corporations examined in this chapter,
the salience of the political is especially high. I have expressed this in the
accounts above by picturing the giant corporation as an institution with
special political strengths, but also with special political weaknesses. The
political strengths of the corporate giant have been well rehearsed in the
specialist literature on business and politics and in the wider literature on
the political economy of modern capitalism. They can be summarized as
arising from the impressive resources available to the corporation when
it overtly intervenes in politics; the central place of the corporate giant
in the functioning of a modern capitalist economy, meaning that no state
can manage economic life satisfactorily without its compliance; and the
special advantages of mobility which come to the corporate giant when it is
organized — as it usually is — on a multinational scale.

The special political weaknesses of the corporate giant are in some degree a
mirror image of its strengths. The very scale and range of activities, interests,
and divisions contained within corporate giants often leave them immobile in
the face of the diverse and complex interests which they have to defend. The
sheer visibility of the giant corporation means that it constantly has to battle
with the problem of creating and maintaining its reputation, and the reputa-
tion of its brands. This interacts with a final source of weakness, mentioned
only in passing here but a major theme of Chapter 7: the extent to which
corporate giants now face critical institutions in civil society, both domestic-
ally in the United States and the United Kingdom, and in global civil society.

But before we turn to that issue, we need to deal with other facets
of business and politics: in the next chapter, we look at the political fate of
very different business enterprises, those small in scale.



Small Business
and Politics

Small business, collective action,
and political innovation

Most businesses are small businesses. This generalization is true even granted
a well-known problem — that, simply, of defining ‘small’. There plainly can be
no hard and fast rule in supplying such a definition. The measurement of size
can be by turnover, market share, and number of employees. The criterion of
‘smallness’ is naturally fuzzy: even if we agree to a scale of measurement — say
number of employees — there is nothing obvious to tell us how to identify a
particular size with ‘smallness’ The result is that specialist studies of small
business are obliged to use a range of conventional measures. Some of the
commonest are administrative. For instance, the official UK definitions for
some years have used numbers of employees as a benchmark: small is 0-49
employees; medium is 50-249; and large is 250 or more. The US Small
Business Administration, by contrast, defines ‘small business’ as any enter-
prise with fewer than 500 employees.

One might quarrel with classifications which put a firm with 250 employees
into the same category as one with several tens of thousands, or indeed one
with a single employee in the same class as one with almost 500. One might
also feel that these handy administrative measures often fail to capture the
complexity of enterprises. Yet, while these problems are not trivial, especially
for anyone wishing to study small business closely, they need not be serious
obstacles for our purposes. For instance, if we return to our opening gener-
alization — that most businesses are small businesses — the British data
immediately verify that point: over 99 per cent of all firms in the official
database are small by the official criterion (Department of Trade and Industry
2007).

This figure gives us some inkling of both the potential political problems
and the potential political muscle of small firms. As we shall see, when we
turn to Britain, small business was given low priority among policy makers
for much of the twentieth century, and the drift of policy advantaged large
corporations. In many respects, the American state behaved in a similar way.
The economic (and political) weight of any individual large firm — let alone
of any individual giant corporation — will vastly outweigh that of any single
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small firm in virtually any conceivable circumstances. The measures for
Britain tell an entirely typical story: as we saw in the previous chapter, in
the United Kingdom, the 0.1 per cent of enterprises defined as large account
for 41 per cent of employment and 49 per cent of turnover (BERR 2008¢).
Yet, the total weight of small firms in the economy — especially if we use a
measure such as numbers employed — still outweighs that of giant corpor-
ations, on both sides of the Atlantic. The economic weight of small firms is
reinforced by cultural factors. Though in different ways, and for different
historical reasons, we shall see that there are powerful strains in social values
on both sides of the Atlantic that attribute a particular virtue to running a
small firm.

Small business nevertheless faces formidable obstacles as a political oper-
ator. Three recur in this chapter. The first takes us back to a feature which
has already been important in these pages: the sheer heterogeneity of busi-
ness interests. It is unclear whether it is meaningful to speak of a small-
business sector. It is even more doubtful that one can speak of distinct small-
business interests — or, at least, get small businesses that operate in so many
disparate markets to recognize and act on common interests. The second
obstacle arises less from heterogeneity than from sheer numbers. These
numbers in principle give small businesses considerable ‘clout), for instance
in electoral competition. But as we shall see, they also stand in the way of
creating one of the conditions for political success: effective organization.
The point lies behind some of the most important modern theorizing about
the political weakness of small business (Olson 1965, 1982), but it can be
expressed simply in an everyday sense: organizing the three or four largest
supermarket chains behind a common position is problematic, but at least
only a tiny number of institutions have to be persuaded; uniting small
shopkeepers behind a common front involves the considerably more daunt-
ing task of coordinating several tens of thousands of separate enterprises. By
one recent measure, there were 34,000 small retailers in London alone, and
over 243,000 in the whole of Great Britain in 2004 (Greater London Au-
thority 2006). This problem of creating common organization links to a
third obstacle to effective political action. Interest representation demands
resources — money, skilled people, and expertise. Large corporations usually
have these, small firms hardly ever. The question of how the small-business
sector can accumulate the resources needed for effective interest representa-
tion goes to the heart of the political problem it faces. But as we shall also
see, these very problems have often been a source of political innovation in
the sector.
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Box 5.1 What does business do when it lobbies? The case of the UK Federation of Small
Businesses in Brussels

Business lobbying does not happen automatically; it has to be organized. Behind general-
izations about business influence lies a quite mundane world of everyday activity. The case of
the work in Brussels of the UK Federation of Small Businesses (FSB), the largest UK voice of
small business, illustrates what the daily reality of business lobbying means — and it also
shows how alliance with, and influence in, grandly titled European organizations can give
European legitimacy to otherwise sectional national concerns. Small businesses rely much
more than do giant firms on collective action because, separately, they do not have the
resources to monitor and intervene in the highly specialized issues that are the material of
regulation making in the EU. In September 2008, for instance, the Federation was monitor-
ing the following in the EU: the Agency Workers Directive, which regulates the employment
of temps, principally to strengthen the UK government’s ‘opt out’ from key parts of the
Directive; the Working Time Directive, which regulates length of working hours; and a
proposal from the Commission for a Small Business Act which would for the first time
create, in the Federation’s own words, ‘a new European Private Company Statute to make it
easier for businesses to trade across Europe, a reduction in VAT rates for locally provided
services and the consideration of some exemptions for small businesses from regulation’
(Federation of Small Businesses 2008a). Organizations like the Federation have a tricky
double task of persuasion to carry out: they have to persuade policy makers to their point
of view, and they also have to persuade their own members that it is worth continuing to
pay subscriptions to the organization. The Federation’s ‘list of achievements’ for 2008 is
therefore particularly revealing because it shows what the Federation leadership considers
worth stressing for a membership which has to be convinced to continue subscribing. The list
highlights a series of films made in October 2007 illustrating, in the Federation’s own words,
‘what business people could do with the seven hours they spend filling out forms each
week." The film was launched in Brussels by the Enterprise Commissioner, Giinter Verheu-
gen, and copies were emailed to all MEPs and Commissioners; how many actually watched
the film is not known. The FSB also highlighted its role in ‘convincing the European Parlia-
ment and Council to modify proposals that would have required retailers to write their
contracts in the laws of every EU member state in which they did business’. As a result, it
claims, ‘firms will retain the right to apply UK contract law to cross-border sales’. Through its
membership of the European Small Business Alliance (ESBA), the FSB argued that it gained
representation on the European Parliament Committee for Standardization (CEN), allowing it
to oppose measures such as the standard concerning ‘Enhanced Supply Chain Security’,
which it claims could have been damaging to FSB members (Federation of Small Businesses
2008b). The relationship with the ESBA is a striking instance of a theme noted often in the
text: how representative associations can be created and colonized to add legitimacy to
more sectional activities. The grandly named ESBA actually only has members from six EU
member states (on its web site the ESBA adds Gibraltar to the list of national members to
create seven). It has a Brussels office of only three staff. It is an FSB creation and it is heavily
under FSB influence. It was founded in 1998 by Brian Prime, who was one of the original
founders of the FSB in 1974. He served as President of the ESBA until 2006, and was
succeeded by Tina Sommer — the present Director for International Affairs of the UK FSB.
Three of the six members of the Executive Board of the ESBA are officers of the UK FSB
(European Small Business Alliance 2008). In other words, the ESBA mostly serves to give
extra ‘European’ legitimacy to the FSB’s campaigns.
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Small-business politics in the United Kingdom:
decline and revival?

The problematics of small-business power are well illustrated by the British
case. Until the opening of the First World War, small business occupied an
important position at most of the key levels of the British policy-making
system. Although mergers and amalgamations had already begun to reshape
the British economy, large firms were still only starting to emerge as power-
fully organized interests: no unified national voice existed for them before the
First World War. If we look at the economic composition of political leader-
ship, what is striking is the extent to which it contained a large body of
representation from small-business interests. Local government in this period
still remained particularly important. Many functions — health care, trans-
port, energy, water, etc. — were controlled at the local level. Local government
in turn was dominated by small business. The same is true of the many boards
responsible for services — like Poor Relief — that were ancillary to the formally
organized local-government system (on the domination of local government
by a ‘shopocracy’ in particular, see Winstanley 1995).

Over the first three quarters of the twentieth century, four developments
damaged the political interests and power of small business. First, the struc-
tural balance in the economy shifted away from small to large enterprises: for
instance, in 1909, the share of employment of 100 largest enterprises was 9 per
cent; by 1970, it had risen to 41 per cent (Supple 1992: 1). A more everyday
sign of the change could be seen in almost every high street, in the displace-
ment of small retail enterprises by large chains. Second, the very arena where
small business had been so dominant — local government — declined. Many
key functions — health, transport, energy, water supply, etc. — were removed to
higher levels, and even those that remained — such as school education — were
subject to closer central control. Third, while business did indeed continue to
dominate some local communities, the rise of the Labour Party after the First
World War led to the control of whole swathes of local government by Labour
authorities. Many local authorities became in effect one-party systems, and
many of these in turn were dominated by Labour interests unsympathetic to
business.

A fourth development in some ways paralleled the wider changes in
economic structure: there was an alteration in the mind set of policy makers.
For much of the twentieth century central government favoured ‘bigness,
especially in business organization. The high point was probably reached in
the second half of the 1960s when the state Industrial Reorganisation Cor-
poration actively promoted mergers to create large ‘national champions’ in
many industries (Mercer 1994; Bowden 2000). The domination of the British
economy by big firms was not the product of impersonal economic forces; it
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was the result of policy decisions, and policy pressures, that encouraged
amalgamations and mergers, in the belief that large-scale organization
brought economies of scale, and an improved ability to face foreign compe-
tition (Bolton 1971: 79-81).

Over much of the twentieth century, therefore, the long pull of political and
economic change was damaging to small business. But even in the hardest of
times there were some countervailing forces. While the party system had
changed so as to create in organized labour a powerful rival at local level,
small business did cement an enduring alliance with the Conservative Party,
and given Conservative electoral success across the twentieth century, this
was a source of some influence. (We shall have more to say about this when we
examine political parties in Chapter 6.) Even in districts where small business
was electorally weak, it also retained some residual political advantages. Until
1948, business proprietors had a second vote in parliamentary elections by
virtue of their proprietorship. Perhaps more important, from early in the
twentieth century, there was a flowering of middle-class associational life
which encompassed, if it was not completely restricted to, small business:
networks that grew (in many cases they were exported from the United States)
included the Lions Clubs, the Round Table, and Rotary. As a single example:
Round Table was first established in Britain in Norwich in 1927; by 1937,
there were 125 Tables in the United Kingdom and by 1968 over 1,000. The
standard studies of local politics testify to the importance of such voluntary
associations in the life of small business (see Birch 1959: 166—7; Jones, G.
1969: 135—6; Saunders 1979: 313—14).

At the national level, however, the story for much of the century was one of
almost perpetual decline. Although some national associations for the repre-
sentation of small business were formed in the early part of the century (the
National Union of Manufacturers, with a pronounced bias to small firms,
appeared in 1916), small firms were marginal to policy making at national
level (Bolton 1971; May and McHugh 2002: 76). In policy terms, as we have
seen, there was a consensus on the advantages of large-scale business organ-
ization. And in political terms, the Conservative Party, while still heavily
influenced at local level by small business, at national level either became
disconnected from business or was influenced increasingly by large firms that
were already well integrated into national economic policy making. Indeed,
even in the interwar years, the connection between big business and the
Conservative backbenches in the House of Commons was ‘close and pro-
nounced’ (Guttsman 1963: 296). How far this long decline has reversed in
Britain in recent decades is uncertain; there are contradictory signs.

There has undoubtedly been an important change in the policy climate,
such that May and McHugh (2002) speak of the rise of a ‘new policy
consensus’ favouring small business. Just how far the close detail of policy
has indeed favoured small business is, as May and McHugh also show, open
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to dispute. But that there has been a sea change in assumptions, by contrast
with the era of ‘big is beautiful’, is undoubtedly the case: ‘it is clear that all
governments since 1979 have been concerned about small business and have
endeavoured to implement policies for its benefit’ (May and McHugh 2002:
79). The beginning of the change probably dates from the publication of the
report of the Bolton Inquiry on Small Firms (1971). But shifts of policy
climate like this are vulnerable to the moods of fashion that tend to sweep
over policy makers. The rise of the new consensus led, for instance, to the
creation of a Small Business Service inside the former Department of Trade
and Industry, but the pendulum of fashion has seemed more recently to swing
away, under the Premiership of Gordon Brown after 2007. He created a
‘Business Council’ which was dominated by executives from giant enterprises;
and in reshaping the Department of Trade and Industry into a new Depart-
ment for Business Enterprise and Regulatory Reform, he also transformed the
Small Business Service into a less important Enterprise Directorate (BERR
2008a, 2008D).

Nevertheless, despite these swings of high-level policy fashion, it does seem
that the long structural decline of small business was at least arrested in the
last couple of decades of the twentieth century. Unsurprisingly, there were
sharp differences between sectors: in retailing, for example, the years actually
saw an accelerating march by big firms, typified at everyday level by the
decline of outlets like small retail newsagents, and the domination of the
grocery sector by a tiny number of supermarket giants. But overall, the actual
share of total economic activity (variously measured) seems at least to have
halted its historical decline, though the rate of birth and death among small
firms is so volatile that it is hard to make confident generalizations (BERR
2008a). There is even some evidence that, while small businesses have
declined in some important sectors, parts of the economy most successful
in creating new jobs, and in pioneering technical and institutional innovation,
have been dominated by small firms. Thus, Bryson et al. (1997) document
particularly rapid small-firm growth in what they call information intensive
business services, such as IT, consultancy, and research (see also Supple
1992: 1).

This structural revival, or at least stabilization, has been partly matched by
some revitalization of the institutions of small-business representation. In
part, this reflects a wider change in the lobbying system in Britain. The relative
decline of political parties as agents of representation (documented in Chap-
ter 6) has been compensated by the mushrooming of a wide range of ‘special-
interest’ groups. Some of these have spectacularly mobilized parts of the
small-business sector: for instance, the fuel protests which briefly brought
the economy to a halt in 2000 were based on an alliance of small-business
people, notably in agriculture and road haulage (Doherty et al. 2003). Some
of the recurrent objections to large-retail developments have also involved
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alliances between small retailers and others, such as supporters of so-called
sustainable local economies (Corporate Watch 2008). This kind of opportun-
istic alliance represents a considerable act of political learning by small-
business interests — allying their sectional concerns with more broadly based
public-interest campaigns.

In addition to this engagement with single-issue politics, there has also
occurred a wider institutional development: a marked revitalization of the
specialist institutions of small-business representation. In the 1970s, there
were a number of failed efforts to organize the very smallest businesses in
bodies for the self-employed. The work of Jordan and Halpin (2003, 2004)
documents how subsequently a particular small-business organization — the
ESB — seems to have partially solved the collective-action problem originally
identified by Olson (1965): it has built a well-resourced lobbying organization
by using shrewdly targeted selective benefits to attract a considerable mem-
bership. Meanwhile, the Chambers of Commerce — which at local level were
historically dominated by the small-business sector — enjoyed a considerable
augmentation of their roles as managers of local economies, notably as a
result of their incorporation into systems for skills training at the local level
(Fallon and Brown 2000).

We should nevertheless be wary of ascribing too many policy consequences
to these institutional changes. Jordan and Halpin document the growth in
resources of the FSB, but their studies do not examine how far this increased
mobilization has turned into an impact on policy. Attempts to identify small-
business communities at the local level have suggested that, at the very least,
small-business participation in institutions like the Chambers of Commerce
or in local partnerships designed to link the public and private sector is now
very patchy: Curran et al. (2000) and Bassett (1996) paint a picture where
extensive parts of small business are disconnected from any representative or
policy-making institutions. The sheer struggle for survival in a small enter-
prise leaves little extra headroom for participation in representative bodies.
Likewise, case studies of the mobilization of business interests at local level —
the level where historically small business was important — are discouraging
for anyone who believes we have entered a new era of small-business influ-
ence. One marked feature of local and regional economies in the last quarter
century has been the creation of coalitions of public and private agencies
addressing issues of local economic development. The coalitions span spe-
cialized, non-elected development agencies, consortia of elected local author-
ities, representative bodies like the Chambers of Commerce, and private
enterprises. A striking feature of the case studies of these coalitions is the
way they show small business to be marginalized, and large firms to be
dominant. This is a pattern identified, for instance, by Thornley et al. in
their study of economic planning by the Greater London Authority that was
established in the new system of Greater London government after 1997.
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Likewise, Phelps et al. in their case study of Croydon — a major ‘success story’
in the development of a new service sector at local level — show domination by
big business-service firms (see Thornley et al. 2005; Phelps et al. 2006; and see
also Saunders 1979; Peck 1995; Peck and Tickell 1994). Greater London is a
particularly striking case, for not only is it the most successful region in the
British economy, but also the political reforms introduced by New Labour
after 1997, such as the introduction of a directly elected mayor, might have
been expected to open up the policy-making system to a diversity of groups,
including small business.

The explanation for these difficulties in penetrating policy making partly
has to do with the small-business sector itself, and partly to do with the
changed policy-making environment in which it has been obliged to operate
in recent decades. We know that some of the institutional connections that
once advantaged small business, especially at local level, have either been
dissolved or greatly weakened. For all the revival of the Chambers of Com-
merce movement, we saw above that some of the most economically dynamic
sectors have become disconnected from the Chambers, and indeed from other
small-business-representative organizations. The case of Croydon cited above
(Phelps et al. 2006) also suggests the weakening of another bond that was
historically important: the Conservative Party has ceased to be a significant
channel of influence in Croydon, reflecting a wider national decline in the
membership and activity of the party at local level — something we examine in
more detail in the next chapter.

The weakening of party ties, and the decline in the importance of party as a
medium of interest representation, is not something confined to Conserva-
tism, as we shall also see in the next chapter. The decline of party reflects a
wider change in the interest-representation system which has to some degree
worked to the advantage of small business, but to some degree worked against
it. One undoubted reason for the long period of national policy indifference
to the interests of small business for much of the twentieth century is implicit
in the account we gave in Chapter 3 of how the business-representation
system operated for most of that century. The institutions of business lobby-
ing marginalized the role of small business in part because they were embed-
ded in a particular kind of political system in Britain. This system was
centralized on a small political community in a very concentrated district of
central London. Being a metropolitan insider was crucial to affecting policy,
and this became more important still as non-metropolitan systems of gov-
ernment, most obviously local government, experienced a century-long de-
cline. It is no accident that the most successful business-lobbying organization
of this period, the FBI, founded in 1916, prospered as precisely that kind of
‘insider’ group under its long serving Director General Norman Kipping, a
former civil servant who exploited his Whitehall contacts to embed the
Federation in the centralized policy-making system.
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This centralized, metropolis-dominated mode of government was
disastrous for small business, because its historical strengths were at the
local level. Some of the evidence of the revitalization of small-business
political activity that we have already noted reflects the partial dissolution
of this centralized system. The interest-representation system itself has been
opened up by two important developments. The first is the rise of political
‘entrepreneurs’ prepared to invest time and skill in organizing for sectors that
hitherto were weakly represented: the story of the FSB told by Jordan and
Halpin (2003, 2004) is a story of precisely that kind of successful entrepre-
neurship. The second is the way changes in ‘hard’ and ‘soft’ technologies have
made it easier to mobilize interests outside the old centralized, metropolitan
world. ‘Hard’ technology refers to the development of technologies like those
in communication (mobile phones and the Web) which make group mobil-
ization easier because they cut the cost of communication and make rapid
coordination and mobilization easier. ‘Soft’ technology refers to the spread of
innovative methods of group organization, allowing hitherto poorly mobil-
ized groups to learn from more effective ones: learning about such possibil-
ities as blockades, mass lobbying of Parliament, tactical use of electoral
strength, use of the techniques of fund-raising, and membership network
creation. The case of the fuel protests noted above shows how both of these
influences helped create this striking example of the mobilization of small-
business people in agriculture and road haulage (Doherty et al. 2003). The
fusion of hard technologies of electronic communication and soft technolo-
gies of campaign innovation is also well illustrated by the many alliances at
local level between small retailers and various kinds of radical environmen-
talists campaigning against large-retail developments. Web sites maintained
by campaigning groups like Corporate Watch document the range of cam-
paigns at any one time, put groups in contact with each other, and provide a
central source of advice on both the practicalities of campaigning and the
technicalities of planning law (see, e.g., Corporate Watch 2008).

This account paints a fairly benign picture of the impact of technological
and institutional change on small-business interests — benign, at least, for
those who wish more effectively to mobilize the sector. But there are other
sides to this story of change which have more unsettling consequences. Our
account of the decline of the old, centralized, London-focused lobbying
system is also an account of the growth of a more competitive system of
interest-group mobilization. The capacity of any interest to defend and
promote itself depends critically on how it operates in this competitive
world; it is not just a matter of having the resources, but also of using the
resources in a struggle with other interests who may have very different policy
priorities. The new hard and soft technologies, and the partial dissolution of
the old centralized system, have not only advantaged small-business interests,
but have also advantaged a wide range of groups and movements, some of
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whom are competitors with business. As we saw above from the example of
campaigns against big-retail developments, it may be possible for some small-
business interests to create alliances with movements — like environmentalists —
against big-business interests. But these alliances are necessarily contingent
and opportunistic, and their effectiveness and stability depends heavily on
the political skills of interest-group leaders and the particular patterns of
competition between different interests that exist at any one time, or in any
one locality.

In short, small business now operates in a very different environment of
representation from that which existed as recently as thirty years ago. This is a
tougher environment. It is tougher because many of the influences that have
broken open the old closed system of representation have not only made it
easier for small business to mobilize, but have also had the same effect on the
wider group system, and thus facilitated the rise of groups that compete with,
or may even be opposed to, small-business interests. The point returns us to
one of the main lessons of this whole book: that businesses of all kinds operate
not just in competitive markets, but also in competitive systems of lobbying —
competing both with each other and with non-business interests.

Two important institutional developments show the ambiguities and un-
certainties which now surround the politics of the small-business sector in the
United Kingdom. They both reflect the partial dissolution of the old central-
ized system of government and interest representation: on the one hand, in
the last decade, there has been a substantial devolution of authority to make
policy in matters critically affecting small-business interests to new governing
systems in Wales and Scotland (and, less completely, in Northern Ireland); on
the other hand, there has been a substantial transfer of policy authority, and
business lobbying, outwards to the institutions of the EU.

It might be natural to assume that, since the old metropolitan system was
unsympathetic to small business, devolution represents a move to its advan-
tage. We have little more than a decade of experience of how the devolved
systems work, too brief a time to observe trends, let alone systematically assess
those trends. There certainly has been institutional adaptation: the FSB, for
instance, now has a separate Scottish organization and a Scottish policy unit.
But the most systematic study of the impact of devolution on the business
system conducted under the ‘Devolution and Constitutional Change Pro-
gramme’ of the UK Economic and Social Research Council suggests that,
while there has been indeed some institutional adaptation by small-business
organizations, the impact of devolution on the power of small business has
been limited: business politics in the devolved systems still reflects the distri-
bution of power in the wider UK system (Wood et al. 2005). Indeed, there is
one important way in which devolution may have strengthened the hands of
big business: it encourages the devolved authorities to compete with each
other for inward investment. Thus, in 2008, Aberdeenshire County Council
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turned down an application by the US developer Donald Trump to build the
largest golf complex in the world on the Aberdeenshire coast. The Scottish
Executive in Edinburgh then called in the application for review, on foot of an
offer by the Northern Ireland First Minister to host the complex in County
Antrim. Subsequently, the Executive confirmed approval of planning permis-
sion for Trump’s scheme, not only in the face of opposition from the County
Council, but also in the face of campaigning by environmental groups like the
Royal Society for the Protection of Birds (Carrell 2008; Cramb 2008). We thus
cannot assume that, because the devolved systems cover a smaller territory
than UK-wide institutions, small business will receive a more favourable
hearing. We also know that big business has geared itself up to operate as a
lobbyist on the devolved governments. For instance, the Retail Consortium —
which in London has consistently acted as the voice of the largest retailers —
has replicated its organization in Scotland in the form of the Scottish Retail
Consortium. And we know from case studies cited earlier — for instance of
London — that merely putting the focus of policy making nearer the local level
does not at all guarantee small-business influence.

The impact of the rise of the EU in economic government is similarly
ambiguous. As we saw in the preceding chapter, the policy process in the EU
often greatly advantages large corporations, and makes it very difficult for
small- and medium-sized enterprises to enter that process. The Commission,
the hub of policy proposals in the EU system, has a well-documented prefer-
ence for dealing directly with the largest firms, since they provide a readily
identifiable, and manageably small, population of institutions with whom to
consult and bargain. Above all, they possess in abundance the currency most
valued in Brussels: specialized information (Coen 1998, 2007; Broscheid and
Coen 2003). More impersonal characteristics of the EU policy process
help reinforce this bias favouring corporate giants. A well-known feature of
Brussels-based policy making is the sheer complexity of the process. Mon-
itoring policy proposals, tracking them through the system so as to influence
the details as they evolve, and managing their implementation, including
where relevant their transposition into national laws, involve investing large
amounts of specialized resources — notably of specialists in both the policy
process itself and in the substantive areas where policy is being made. Here
again lies one of the obvious sources of big-business strength; unless they
create institutions for collective action, small- and medium-sized enterprises
are at a disadvantage.

Nevertheless, Europeanization can in some circumstances be exploited by
small business. In their comparative study of the energy and the telecommu-
nications sectors, Coen and Héritier (2000) identify a number of develop-
ments that counteract the power of the big battalions. In at least some sectors,
such as telecommunications, EU policy, because of its liberalizing tendency,
has encouraged the entry of small firms, thus multiplying the number of
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Box 5.2 Small business and politics: the case of Japanese farmers

The case of farmers in Japan illustrates both the conditions under which a small-business
sector can exercise extraordinary power over policy and the conditions under which that
power can be chipped away. Japanese farms are predominantly small enterprises. Land
reform after military defeat in the Second World War created huge numbers of tiny holdings
(Babb 2005). There were about six million farms, and the average size was (and remains) just
over three acres — barely a smallholding by British or American standards. But this created a
powerful, cohesive army of voters: in 1950, 47 per cent of electors were in farm households
(Mulgan 2005: 265). Farmers also developed, through a single national agricultural coopera-
tive, a highly effective institution of interest representation enjoying close relations with the
public bureaucracy. From the early 1950s, they also emerged as the bedrock of electoral
support for the LDP, Japan’'s dominant party. The result created one of the most regulated,
privileged, and protected small-business sectors on earth. Production of domestic rice — the
staple food — was protected from external competition by a tariff of 700 per cent. The vast
Japanese public system of credit allocation ensured the supply of an almost endless stream of
cheap credit to the LDP’s agricultural clients (Calder 1993: 107-8, 111). A powerful Ministry
of Agriculture treated small farmers as preferred clients, and acted as their sponsor and
defender in bureaucratic struggles over policy. Three sources of changes have now chipped
away at this power; they are illuminating because they echo themes about the foundations of
business power that crop up repeatedly in these pages. First, structural change: Japan has
been transformed into an urban, industrial society. Farm holdings remain tiny, but numbers
employed in agriculture show an inexorable decline, which has affected the electoral muscle
of farmers: by the new millennium, farm household voters were down to 7 per cent of the
electorate (Mulgan 2005: 265). Most farmers were part-time and the sector was finding it
difficult to attract young entrants from a now predominantly urban Japan. Second, there
were changes in political institutions. Until 1994, the electoral system magnified the power of
farmers by drawing constituency boundaries so as to ensure over-representation of farm
interests: it took five times as many urban as rural voters to elect a Diet (Parliament) member.
The electoral law of that year greatly increased the weight of urban voters, and thus gave the
LDP an incentive to put efficient production and cheaper food above the interests of small
farmers. This links to the third important influence — globalization — and the trade diplomacy
to which it gives rise. In trade liberalization talks under the umbrella of the World Trade
Organization, Japanese manufacturing stands to make significant gains, but a price for this
liberalization is the opening of hitherto protected Japanese markets in food: with a wealthy
population of 127 million, the country is a rich prize to food exporters like the United States.
Under the reforming Prime Minister Junichiro Koizumi (2001-6), there was particular pressure
to liberalize in order to advance trade rule negotiations (Mulgan 2005: 276-83). But the
outcome of these pressures also shows how entrenched interests can resist, and how
historically created sources of power can survive the passing away of the original conditions
that created them. The power of small farmers is being chipped away, not destroyed. Though
numbers are falling, and the electoral system is reformed, the electoral power of farmers is still
significant, in part because some bias favouring farm voters remains in the electoral system.
As the LDP shifted in favour of urban and industrial interests, its party opponents tried to take
advantage of the shift by courting the discontented farm vote. The historical entrenchment of
pro-agricultural interests in the bureaucracy also remains, making it difficult for reformers to
move from mere pronouncements favouring reform to practical implementation.
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actors engaged with the policy process. One result of this has been also to
create a range of specialist-representative trade associations for ‘niche’ mar-
kets. To some degree also, small-business interests have benefited from acts of
interest creation and identification by policy elites. For instance, the Com-
mission, conscious that it needs to break from its heavy reliance on consult-
ation with large firms, has sought to create ‘fora’ — forums for targeted sectors
and industries — which consciously try to incorporate small-business voices
(Coen and Dannreuther 2002). There nevertheless remains a basic problem in
small-business representation in the EU, neatly summarized by Coen and
Dannreuther: divergence of interests, inability to set agendas, and a prolifer-
ation of fragmented institutional voices (ibid.: 127). In short, the fundamen-
tal problems of small-business interest representation at national level are
replicated at EU level.

The United States: small business
in a benign environment?

Examining the political role of small business in American politics immedi-
ately reveals some striking contrasts with the UK case. All of these suggest that
small business has a more influential political voice in the United States. The
differences begin with the historically shaped political culture. Any discussion
of the role of American small business is inseparable from the legacy of
Populism, which, as we saw in Chapter 2, was in part a revolt by small
proprietors against the perceived power of big-business institutions, notably
the large-financial conglomerates that were believed to control monopolistic
trusts. The ideological assumptions that underlay Populism have persisted as
important features of American political culture. They consist of both a
suspicion of ‘big’ business and an idealization of the character of the small
entrepreneur. In a national survey of 2004, for instance, 45 per cent of
respondents thought big business had ‘a negative influence on the way things
are going’; the corresponding figure for small business was only 12 per cent.
Unsurprisingly, responses to the suggestion about a positive influence mir-
rored this: 38 per cent thought big business had a positive influence; 78 per
cent thought the same for small business. Again unsurprisingly, these views
reflected views about the comparative power of business sectors: 7 per cent
thought big business had too little influence, while 58 per cent thought small
business had too little influence (Dennis 2004: 11-13). This snapshot is
representative of a more enduring pattern. As Levitan and Cooper put it in
their survey of business politics over a quarter century ago: ‘Defending small
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business is, like motherhood, always popular with the voters’ (1984: 40; see
also Mitchell 1997: 42-3). Here then is a striking contrast with the cult of
‘bigness’ which, we noted earlier, so dominated the United Kingdom for
much of the twentieth century.

The central place of values that idealize the small-business proprietor may
also help explain another important source of strength of the sector in the
United States. Although we shall see later that there are important differences
of interest between small and large enterprises in particular sectors, like
retailing and banking, the heart of small-business ideology — scepticism of
government and a belief in the primacy of the individual entrepreneur — is
strikingly common across the range of all business sectors. Smith summarizes
his review of the evidence as follows: ‘Several major studies of the opinions
held by business owners and managers during the twentieth century have
found them to be, on the whole, conservative’ — meaning, in the American
setting, that they are hostile to government intervention in economic life
(2000: 55-6). In short, the ideology that unites small business is also the
ideology that unites small business to big business.

This congenial cultural climate may help explain another distinctive feature
of American small business: its high propensity to political activism. Polling
evidence shows that small-business proprietors are more likely than the
population at large to vote, to run for public office, and to hold local office
(National Federation of Independent Business 2005). There is also some
limited evidence that small business is particularly prominent in movements
of the Christian Right which have been so influential in American politics in
recent decades (Burris 2001). Contrast that with the picture of a withdrawal
from political activism that we noted in the case of small business at the local
level in the United Kingdom.

This high propensity to participate may help explain another contrast with
UK small business: the superior organizational capacity of the small-business
lobby in the United States. Small business has been, and remains, a key
component of some of the leading national peak associations that speak for
business. Two of the most important of these are the National Association of
Manufacturers (NAM) and the US Chamber of Commerce. The former was
founded in 1895 from a mix of protectionist and anti-union motives. Claim-
ing a membership of 14,000 companies, as well as 300 specialist associations,
as its name suggests it has been historically strongest in the manufacturing
sector, and indeed markets itself as the voice of those in America who
manufacture things, as distinct from providing services (National Association
of Manufacturers 20074, 2007b). The US Chamber of Commerce, which we
encountered in Chapter 3 as the largest and best-funded of all business-
representative associations, also incorporates large numbers of small-business
associations, as well as individual firms. One distinguishing mark of both the
NAM and the Chamber of Commerce is that they place a high value on
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adopting positions that reflect a consensus of the views of their members.
Although there has been a tendency for officer posts in the Chamber of
Commerce to be occupied by those from large firms (Levitan and Cooper
1984: 18), it really does seem that the Chamber, in particular, has tried to
adopt positions that unify its big and small business membership.

Unfortunately, the common result of this, as Smith (2000: 14) shows, is that
often anodyne statements please neither small nor big business. This lack of
clear identification with the sectional interests of small firms is what creates
the space for the growth of bodies that do more distinctly specialize in acting
as the voice of small enterprise. Two are especially important. The National
Federation of Independent Business (NFIB), founded in 1943, is by far the
larger. It claims a membership in excess of 600,000, with especially heavy
predominance of firms from the retail sector and from construction. It truly is
an association dominated by small firms: over 50 per cent of its members have
five or fewer employees, and to keep it that way it presently caps membership
dues at $5,000 per annum — an obvious attempt to avoid the danger of big-
firm domination to which the Chamber of Commerce is vulnerable (National
Federation of Independent Business 2007: 4). The Federation lays particular
emphasis on its procedures for solving the notoriously tricky problem of
creating an agreed position on policy issues: it ballots all members on major
issues and then adopts the majority view as its lobbying position. The
National Small Business Association, founded in 1937 in the Midwest, claims
a membership reach of only 150,000 but, partly to redress this weakness,
pioneered the innovation of small-business ‘umbrella’ organizations (like the
Small Business Legislative Council) that are designed to address particular
issues or items of legislation (Levitan and Cooper 1984; National Small
Business Association 2007).

American small business, therefore, has a benign public image, is politically
highly active, and is well organized. But these characteristics do not guarantee
influence. The best testimony to the influence of small business lies not in
resources and organization, still less in claims to influence from the partisan
source of the organizations themselves; it lies in the way the policy process has
been shaped to protect the interests of small business. Here, the record of the
small-business sector is mixed.

Historically, key legislative initiatives were indeed designed to hinder the
ability of big corporations to compete with small enterprises. Two striking
examples are in banking and in the retail sector, where the consequences of
important laws passed in the inter-war years still help shape the structure of
these respective sectors. The McFadden Act (1927) prohibited banks from
establishing branch chains across state lines, and compelled federally char-
tered banks to observe the different laws on branching enacted by individual
states. These laws have varied. A minority, principally in the South and
Midwest, have forbidden all but ‘unit banking, where no branches are
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permitted at all. A majority of states have permitted branches, but with
varying, often complicated, geographical restrictions. The effects of American
branching laws on industrial structure are obvious. The McFadden Act
delayed the development of a nationwide retail-banking system, while re-
strictive state branching laws perpetuated the existence of a large population
of small banks. These branching laws were the product of a distinctive
political history. Banks were at the centre of two of the most enduring
conflicts in American political life: that concerning the balance between
state and federal power, and that between agrarian interests (who were usually
also debtors) and the interests of modernizing capitalism. They fuelled the
great Populist agitations referred to several times in these pages (see Moran
1984, 1991 for the banking connection). In the wider retail sector, an import-
ant structural legacy was left by the Robinson—Patman Act of 1936. The Act
sought to inhibit the market power of large retail chains by limiting the
discounts which they could extract in bulk buying contracts from suppliers.
The point was to prevent giant chains using their market power in price
competition with small retailers (Bean 1996: 17-36).

These signs of the policy weight of small business continue to the present
day. Within the Federal Government, there exists the Small Business Admin-
istration, which was founded in 1953 but which can trace an ancestry back to
institutional initiatives in the 1920s. Its loan portfolio makes it the largest
single public backer of business in the nation, and its programs now include
financial and federal contract procurement assistance, management assist-
ance, and specialized outreach to women, minorities, and armed forces
veterans (Small Business Administration 2006a). Perhaps even more import-
ant, the agency mission is overwhelmingly directed to advocacy of the inter-
ests of small business, an advocacy reinforced by the weight of the two
Congressional committees who oversee its operations. Both committees are
highly receptive to small business lobbying. The political sensitivity of the
Administration’s operations are illustrated by the fact that its head resigned in
2006 following criticism of the adequacy of the response to the plight of small
business in New Orleans in the wake of Hurricane Katrina.

There is, in short, convincing evidence that the political health of small
business in the United States is much more robust than is the political health
of small business in the United Kingdom: it operates in a more sympathetic
culture; its lobbying organizations are better supported and better organized;
its interests have been more elaborately protected by key pieces of legislation;
and it has institutional advocates embedded in both the Federal Administra-
tion and in Congress. But despite this contrast, there is nevertheless a striking
parallel with the British experience: whatever the official or popular philoso-
phy, the twentieth century was the century of big business in America. Big
business has been remarkably successful at circumventing attempts to restrict
its market power, and in particular remarkably successful at circumventing
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laws and regulations designed to protect the position of small firms. At the
root of this observation lies a simple fact: all interests, including business
interests, operate in a competitive political environment, and what crucially
matters is not just what resources they have at their disposal, nor even what
laws they manage to put on the statute book, but how they employ those
resources in competition with rival interests. From the start of the twentieth
century, as Chandler’s histories make clear, it was in the United States that
many of the characteristically modern forms of the big-business enterprise
were pioneered: ‘from the 1880s to 1914...unprecedented capital accumula-
tion in the new capital-intensive, scale-dependent technologies helped to
propel the United States into a position of world leadership’ (1997: 63).
Indeed, Populism and the cult of the small entrepreneur was less a sign of
the political strength of small business than of its weakness: a response to
recession, the loss of control over markets, and threats from the exercise of
political and market power by newly emergent corporate giants.

Structurally, therefore, the development of the American economy has been
anything but a story of the dominance of small enterprises; America was a
pioneer of the modern giant multinational corporation, and gave it a benign
home. Indeed, many of exemplars central to the ideology that celebrates
small-business enterprise have suffered serious decline. Two well-documented
examples are as follows: in the American farm sector, where despite the myth
of small-scale agrarian capitalism, there has been a long-term decline of
precisely the kind of family-owned farms celebrated by that myth (Hoppe
and Banker 2006: 34-5); and in retail, where despite the mythologizing of the
family-run (Ma and Pa) general store, the last thirty years of the twentieth
century saw a huge surge by retail giants. The extraordinary advance of
Wal-Mart — which by the turn of the millennium accounted for nearly a
sixth of the retail grocery market in the United States — stands as a symbol
of the power of aggressively discounting giant retailers (for a case study of
Wal-Mart, see Box 4.3, p. 76).

If the Robinson—Patman Act were truly effective, then a phenomenon like
Wal-Mart should not exist. It is a firm whose giant stores now dominate
numerous American communities, a domination made possible by aggressive
price competition that uses bulk buying power to squeeze suppliers. (Box 4.3,
p- 76, shows it has now spent over a decade trying to replicate this success in
the United Kingdom.) This is precisely the kind of aggressive discounting
which the 1936 Act was designed to prohibit. Yet, Wal-Mart has been able to
use the legal resources it can command to create a jurisprudence of antitrust
that interprets Robinson—Patman in a way quite compatible with its business
practices (Bianco and Zellner 2003). Likewise, for all the efforts of the Small
Business Administration, and successive policy initiatives, to discriminate in
favour of small firms in federal procurement, Federal spending is heavily
skewed in favour of small numbers of giant enterprises. Over the last two
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decades, there has been a trend, indeed, for consolidation into larger con-
glomerates in the key procurement area of defence contracting: ‘In the early
1990s, defense contractors joined forces in several mega-deals that reduced
the number of the industry’s aircraft makers to three from eight; tactical-
missile manufacturers declined to four from 13’ (Merle 2003).

How has this state of affairs come about? There are three answers: the
problems of small business in competing with rival business sectors, the
success of big business in shaping the jurisprudence of business regulation,
and the success of big business in using market innovations to circumvent
regulations designed to protect the position of small business.

The first answer takes us back to the competitive character of interest-
group politics in a democratic political system: outcomes are not just the
product of the resources and organization of small-business interests, but of
how these match up to those of other interests. Here, the historical and
contemporary weight of organized big business has been extraordinarily
impressive. As we saw in Chapter 2, the original critical episodes at the
beginning of the twentieth century which led to the sudden creation of
giant enterprises were not just the result of the operation of impersonal
market forces, but were also the product of strategic manoeuvring and
political lobbying by critically placed political actors and entrepreneurs
(Bowman 1996: 13—18; Roy 1997: 3-20). Much of the superficially impressive
organization of small business since then has been a kind of damage limita-
tion exercise in the face of the sudden rise of the giant enterprise. These giants
have embedded themselves successfully in the American state and in the
American-lobbying system. Two very striking examples occur in policy do-
mains where the scale of public procurement (and therefore spending) has
been huge: defence and health. In both, a network of well-organized lobbies,
cultivation of patronage, and distribution of lucrative public sector contracts
and of lucrative private sector appointments has secured a huge slice of
procurement business for a small number of giants.

The second answer directs us to the practical implementation of those
legislative and other regulatory measures that were designed to protect the
market position of small business. Struggle over these measures obviously did
not end when the law was passed or the regulatory decision enunciated. In an
economic culture where litigation is a key instrument of struggle for advan-
tage in markets, all important legislative and other regulatory measures are
continually tested in the courts, with affected interests using every possible
substantive argument, and every possible judicial arena. In some instances —
such as the fate of the giant tobacco firms documented in Derthick’s study of
tort actions arising from the damaging health effects of smoking — the impact
of continuing political struggles in the courts was to create a public relations
disaster for one section of big business, the tobacco giants (Derthick 2005).
But in the case of the regulatory restrictions on competition in antitrust law,



101

big business has been able successfully to challenge many of the restrictions in
the courts. The jurisprudence of antitrust, especially since the onset of the
new age of globalized competition from the 1970s, has favoured the ambitions
of big business against the anti-competitive protections erected to defend the
interests of small firms. Summarizing the totality of jurisprudence as well as
regulatory interventions by the Justice Department, Bowman concludes that
the Department ‘has been able to imprint its own interpretation on jud-
ge-made law to enforce a new direction in antitrust policy...enforcement
affecting mergers has swung sharply in favor of the presumption of freedom
of contract by redefining or loosening restrictions on corporate combin-
ations’ (1996: 180). Nor is this too surprising. While individual giant firms
have had bruising encounters over antitrust, success in this domain depends
on resources which big business has in abundance: a wealth of money to hire
the best legal teams and pursue issues endlessly through the courts, and a
position well-embedded in Federal policy-making elites.

The success of big business in shaping the jurisprudence of antitrust links
to the third reason for the limited impact of measures like McFadden and
Robinson—Patman. Not only has big business been adept at using its resources
to challenge the restrictions formally and to create alliances against them, it
has also proved remarkably adept at their circumvention by market innov-
ation. For example, it would be possible to write the history of the banking
industry in the United States in recent decades, and in particular the history
of retail banking, largely in such terms. Faced with prohibitions on the
creation of cross-state banking networks, ambitious market actors responded
with institutional and technological innovations designed legally to circum-
vent the rules. Institutions not classed as banks (like retail giants with chains
that cross state boundaries) entered the markets, offering bank equivalent
services in-store. Ingenious alternatives to a conventional ‘branch’ likewise
allowed the creation of cross-state networks, and incidentally created lucrative
business for lawyers arguing in the courts the meaning of a bank ‘branch’
Credit-card consortia pioneered national networks of electronic cash ma-
chines (ATMs) which allowed customers many of the facilities of a nationally
organized bank system (see Moran 1984 for some examples). The American
retail-banking industry still does remain strikingly fragmented, when com-
pared for instance with its UK counterpart. The existence of numerous small
banks is indeed a tribute to the residual impact of the protections offered by
legislative prohibitions on cross-state banking competition: there are still
more than 10,000 banks in the United States, even after the carnage of the
great financial crash of 2008. But the institutional and technological ingenuity
displayed by the largest banking operations has meant that the attempt to
keep the giants out of cross-state markets has in the new millennium largely
failed. Indeed, the Riegle-Neal Interstate Banking and Branching Efficiency
Act of 1994 repealed large parts of McFadden, allowing full nationwide
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banking across the country, regardless of state law. The repeal was in part a
recognition of how far market innovation had effectively circumvented many
of the original McFadden provisions.

We saw in the United Kingdom that it proved especially hard to estimate
small-business influence in local and regional economies, if only because of
the sheer diversity of local circumstances. The issue is naturally made more
complicated still in the case of the United States by an obvious consideration:
the much greater diversity of local, regional, and state conditions, whether we
are speaking of the political, the economic, or the cultural. A large literature
on community power has produced diverse findings about the extent of
business influence generally, and it seems a fair, and unsurprising, summary
to say that the extent to small-business influence varies greatly from commu-
nity to community. Vidich and Bensman’s classic study (1960) of small-town
politics and society based on fieldwork conducted more than fifty years ago
does suggest that the government of much of small-town America was
historically dominated by owners of small enterprises — one might say by a
‘shopocracy’, to use a characterization employed in the UK case. However, the
most recent influential literature on urban growth coalitions in the United
States suggests that, whatever might be the case in small-rural communities,
in the most economically dynamic and ambitious cities, power configurations
seem to mirror the dominant finding from recent studies of the most im-
portant city and regional political systems in the United Kingdom: that in
critical areas where attempts are being made to build coalitions to regenerate
urban economies, the tendency is for big business rather than small business
to dominate. This seems to be the main finding from the literature inspired by
the original work on urban growth coalitions (Molotch 1976; Logan and
Molotch 1987; Stone 1989). Indeed, the study of the way big business dom-
inates policy making in Croydon in the United Kingdom cited earlier was one
of a series of comparative studies, including the United States, which reported
similar findings of the marginalization of small business across different
national jurisdictions (Phelps et al. 2006). The single most important reason
for this finding seems to be that economic regeneration, in creating urban
growth coalitions, involves the attempt to ‘globalize’ local and regional
economies: to tie the economy to some global networks and to create a
niche for the locality in global markets (Rast 2001; Paul 2005). It is hardly
surprising that this should then favour globally organized corporate giants. Of
course this phenomenon is hardly new: the building of markets historically in
cities like Chicago (the subject of Rast’s study) likewise involved integrating
the local markets with global-trading patterns. Indeed, it was this very process
which helped give rise to the original small-business revolt that spurred the
rise of Populism.
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Box 5.3 The organization of the small-business lobby: the UK FSB and the US NFIB compared

Comparing the practicalities of campaigning by small-business lobby groups not only tells us a
lot about the groups themselves, but also a lot about where the locus of power lies in making
policy about small business in the two national systems that are the focus of this book. The
FSB is the most important lobby group for small business in the United Kingdom; the NFIB is
the largest national body representing small business in the United States. Their tactics and
organization differ in a number of important ways. Easily the most significant is the differen-
tial attention paid to the legislature in the two countries. The case of the FSB is easily described
in this respect: the account of its activities that it provides on its web site almost entirely
neglects either chamber of the Westminster Parliament (http://www.fsb.org.uk/). That neg-
lect reflects a realistic estimation of the low capacity of backbench members of the Westmin-
ster Parliament to influence the details of policy affecting small business. The legislature in the
Westminster system is used only for ‘fire brigade’ campaigns — that is, campaigns that are
mounted when all other means of lobbying have failed. For the US NFIB, by contrast, politics
matters — and, in particular, electoral politics matters. A member of the US Federation is
provided with a constant stream of information about elected officials. In 2008 alone, there
were twenty-seven separate items of news related to the Congressional and Presidential
elections of that year posted on the NFIB web site (National Federation of Independent
Business 2008). They included a profile of the new Congress elected in November of that
year; two items designed to advise members on how to get out the vote; an election day
checklist of things to do; an item identifying key Congressional races that involved issues
perceived to affect small-business interests; endorsements of individual candidates perceived
to be friendly to small business, against opponents perceived to be hostile or less friendly; and
a special briefing on the role of health finance reform in the campaign, since there is a long-
standing belief that an extension of employer-funded systems of health insurance will load
costs disproportionately on small business. In short, what the comparison indicates is that,
even making allowances for the fact that we are examining evidence for a year in which there
took place Congressional elections, the small-business lobby in the United States is much
more involved in, and exposed to, competitive democratic politics than is the small-business
lobby in the United Kingdom. A second major difference between the two organizations also
reflects contrasts in the political environment. Although the UK Federation has an impressive
list of regional office addresses, these are merely linked to organizational email addresses. An
attempt by me to telephone these offices merely resulted in calls being transferred and then
terminated. By contrast, the US Federation has offices in each of the fifty states, with named,
identifiable contacts in each state and details of the people and personnel resources of each
state headquarters office. Nor does this necessarily reflect differences in the efficiency of the
two organizations; it reflects the fact that, while important decisions affecting the interests of
small business are made at state level in the United States, no similar decentralization exists in
the United Kingdom. Significantly, the only important exception to the picture of a centralized
UK structure for the FSB lies in the offices established in the devolved governing systems of
Wales and Scotland set up in 1998.

The setting of small-business politics in the United States is therefore
strikingly different from that of the United Kingdom: there are obvious
contrasts in the scale and diversity of both national systems, in their institu-
tional arrangements, in the cultural setting of the two business systems, and in


http://www.fsb.org.uk/

104

the organizational capacities of the respective small-business lobbies in the
two countries. All the more remarkable, then, that there are such similarities
in the actual capacities of the two national small-business communities to
exercise power.

Political innovation and political weakness
in the small-business sector

It is easy to see that the politics of small business in the two systems compared
here share a story of decline. Powerful structural forces in the national and
global economies are working against small-business influence in politics. But
there is another side that should also be emphasized: the story on both sides of
the Atlantic is also one of political renewal and innovation. Small business, we
have seen, faces what Olson (1965) a generation ago identified as a key
problem in the mobilization of any interest: the collective-action problem
contained in the difficulty of persuading individuals to invest their energy,
time, and money in political action without the guarantee of any individual
payback. What is remarkable about the history of small business in the last
generation is the extent to which political and institutional innovation has
been designed to solve this problem. We saw that in the case of the United
Kingdom, there have been determined attempts to build reward schemes that
can deliver sufficient selective benefits to entice people into membership. As a
result, the organization of small-business interests is much healthier than it
was a generation ago. Likewise, there is evidence that small business, precisely
because it faces acute problems of distilling a coherent ‘interest’ out of the
highly varied market locations of its constituencies, has been spurred to
innovate so as to overcome these problems of coherence: the balloting innov-
ations pioneered by small-business groups in the United States allow them to
adopt clear positions built on documented membership opinion. These
contrast strikingly with the often anodyne and stilted responses of better
known and connected peak associations, like the US Chamber of Commerce
or the CBI, condemned to try to find some lowest common policy denom-
inator when faced with a tricky, divisive issue. Likewise, small-business
organizations have been adept at using innovative interest-representation
techniques: at the utilization of the professional lobbying industry, at innova-
tive forms of mass action, at using the latest ‘soft technology’ in solving
problems of group formation, and at forming opportunistic alliances with
other local campaigning groups.

Small business on both sides of the Atlantic is thus united by a recent
history of political innovation. But this common history is itself the product
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of another commonality: political weakness in the face of competing interests,
both elsewhere in the business community and in other domains of civil
society. Political innovation is a sign of weakness, not of strength. We shall see
in the next chapter that some of this weakness is due to the changing
connection between parties and business interests.



Business Politics and
Party Politics

Business, parties, and democracy

The connections between business politics and party politics take us to the
heart of two key issues in the study of business politics under liberal democ-
racy. The first concerns the relationship between democratic politics and
business power. Parties are key institutions in the selection of political leaders
in liberal democracy. In the two nations we are considering here, election to
political leadership is virtually impossible without possessing a party label
and identity — though the meaning of the label, the nature of party identity,
and the importance of party organization in the election struggle all differ
greatly in the two countries. In all theories of liberal democracy, elected
leaders are supposed to have a decisive influence over the policies that are
actually pursued by government. How far this theory can be put into practice
in the face of modern business power is, as we know from earlier chapters,
critical to the viability of capitalist democracy. The issues were laid out in
general terms in Chapter 1. But since parties are central to democratic
politics, we need to look more closely at the detail of how parties and business
interests are connected. Bluntly, how dependent are parties on business
interests; and to the extent that they are dependent, what are the grounds of
this dependence, and how is it changing? The answers we give to these
questions affect our view of whether democratic government is compatible
with the exercise of power by business.

This first issue might be simply summarized as ‘how far do parties have to
rely on business support?” The second issue might be summarized equally
crudely as ‘how dependent is business on parties?” Political parties are im-
portant to the representation of business interests — that much is accepted
virtually right across the political spectrum. But how important, and how and
why modes of representation differ — across time and space — are open to
dispute. We know from previous chapters that there has been a long-term
growth on both sides of the Atlantic in the specialized resources and institu-
tions of representation available to business — peak associations, trade asso-
ciations, and lobbying firms. How has this rise in specialization affected the
party—business connection? The roles of parties in electoral competition are
very different on the two sides of the Atlantic. What effect do these differences
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Box 6.1 Influencing the mood music in the European Parliament: the European Business
and Parliament scheme

The influence of the European Parliament in economic policy making has been considerably
strengthened in recent years, notably as a result of the Maastricht Treaty of 1992. The result
has been greatly to increase the amount of lobbying in the Parliament by business interests
(Bouwen 2002, 2004). But more important than special interest lobbying for business is
the creation of a culture of sympathy and cooperation between legislators and enterprises.
This is the purpose of the European Business and Parliament scheme — an initiative at the
European level that has long been established in national parliaments. Despite the title, it is
also open to officials of the EU other than those working in the Parliament. Established in
1997, it signs firms up to a scheme involving a range of activities: company attachments for
Parliamentarians or officials; issue-based programmes, in effect brief courses providing over-
views of particular sectors and their problems; and Parliamentary attachments for business
executives from participating firms. It explicitly disavows lobbying, and all participants sign up
to a code that commits them not to use contacts for that purpose. The collective benefits for
business are nevertheless clear. As the sponsors of the scheme say, it can

Facilitate the understanding of major legislative and economic issues; provide a forum for frank and
open dialogue protected by its internationally recognized Code of Principles; operate on the basis
of participants sharing experience and learning from one another; serve all sectors and size of
business within national economies; assist all political parties and groupings in Parliaments; enable
business people and parliamentarians to understand the demands and constraints on each other.
(International Association of Business and Parliament 2007: 6)

But we have frequently seen in this book that collective benefits are not enough. What might
be in it for an individual enterprise? That is well illustrated by the case of one of the largest
participants, the multinational British American Tobacco (BAT). As a glance at the health
warning on any cigarette packet will show, tobacco firms face an uphill battle lobbying in the
EU. BAT tries to ameliorate this hostile environment by offering the following choices of
secondment, of a length between a few days or a few weeks:

1. BAT international headquartersin London (Globe House): a secondment to Globe House would allow
insights into the development of global and regional strategy and the interaction between headquarter
andthe end market organisations 2. End market organisation (commercial): a secondment to one of the
BAT end market organisations would allow insights into implementation and execution of strategy
under real life conditions. The secondment could comprise an office part as well as days in the field with
the sales force. This allows good insights into the marketing practises of BAT. 3. Factory: a factory
secondment would give insights into the manufacturing of cigarettes. This could be of particular
interest as here the impact of various elements of product regulation would be visible. (EBPS 2008b)

The company also offers issue-based programmes (in effect short courses) on topics like
Corporate Social Responsibility, Responsible Tobacco Marketing, and Harm Reduction: To-
bacco and Public Health. It is obvious why a tobacco firm would find this an attractive
alternative to conventional lobbying. But the problem of getting other businesses to commit
to the fostering of this culture of sympathy is illustrated by the wider experience of the
scheme. Only thirty-one firms are listed in membership (though they include some multi-
national giants like BP and Ericsson). The problem is unlikely to be the financial cost: the top
annual subscription is €15,000, falling to (1,000 for a small firm. But the scheme demands the
commitment of something much scarcer: management time. The annual commitment envis-
aged is ‘three to four sessions, including round-tables or parliamentary inquiries with MEPs.
Annually two to three times hosting MEPs or senior officials of the Parliament on company
attachments or business fellowships' (EBPS 2008a). The sponsors describe these demands on
executive time as ‘not significant’; companies might think otherwise.
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have on the way parties represent business interests? The most up to date
research on political parties suggests that there have been big changes in
recent decades in party organization and in the relationship between parties
and civil society. What have these changes done to business representation?
All these questions are addressed in what follows.

Business and party politics in the United Kingdom:
the rise of a business-friendly party system

Understanding the contemporary connections between business and parties
in the United Kingdom has to start with understanding the history of those
connections. Even when parties were not much more than Parliamentary
factions, in the eighteenth century, the factions were nevertheless connected
to important sets of economic interests in the wider society (Namier 1929).
The shaping of the modern party system turned on the changing relationship
between business interests and politics. In 1846, Sir Robert Peel laid the
foundations of modern Conservatism when, in a famous reversal of policy,
he embraced free trade in agriculture. This split the Conservative Party that
had hitherto been aligned with the protection of domestic agriculture from
foreign competition. Peel’s famous ‘U-turn’ was designed to attract the rising
new interests of industrial capitalism that wanted cheaper food through free
trade. It caused a half-century of instability in party alignments as factions
manoeuvred to represent the new business interests created by industrialism.
It took a generation for the party system to stabilize, but by the closing
decades of the nineteenth century the relationship between business interests
and the party system was marked by two settled features: business relied
heavily on party for representation, because specialized interest representa-
tion was still in its infancy; and both main parties — Conservative and Liberal —
in the Westminster Parliament were business friendly, albeit with their roots
in different business sectors and with different views over how tactically best
to defend those sectors.

The First World War transformed this state of affairs, creating a new
pattern that lasted until virtually the end of the twentieth century. At the
outbreak of war, the Liberal Party controlled the Westminster Parliament,
having won three general elections in succession. But differences over the
conduct of the Great War bitterly divided the Party. In the first General
Election after the War, in December 1918, David Lloyd George, the leading
Liberal of his generation, led a Conservative-dominated coalition to electoral
victory. What was left of the Liberal Party was virtually destroyed as a
Parliamentary force. A new Labour Party tied closely to the trade unions
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replaced the Liberals as the main voice of radical reform in Britain. The
Conservatives emerged as not only the dominant electoral force for most of
the twentieth century, but also as the dominant party speaking for business
interests (see Cowling 1971). From the 1920s to the 1980s, the configuration
of the party system closely followed the configuration of the wider economic
system: Labour was allied to workers organized in trade unions; the Conser-
vatives were allied to business.

Another major consequence of the Great War affected business—party
relationships more indirectly, but still profoundly: business, as we know
from Chapter 3, developed its own specialized institutions of representation.
The formation of the FBI in 1916 marked the first sustained attempt to
organize a nationwide business ‘peak association’. Its foundation was accom-
panied by the formation of a competing body that represented the interests of
small manufacturers (the National Union of Manufacturers) and was soon
followed, in 1919, by the formation of a national organization for employers,
the British Employers’ Confederation (Blank 1973; Middlemas 1979). In the
immediate aftermath of the War, the City of London also organized behind
the Bank of England to manage its interests. In short, as the party system was
reorganizing its relationship with business, the business community was
reorganizing its relationship with the party system: it was creating institutions
of representation that could function independently of party, and could allow
the voices of business to be heard regardless of which party was in office.

One reason these alternative institutions were needed was that the Conser-
vative Party after 1918 could never function as the straightforward instrument
of business. There were three reasons for this, and all are worth highlighting
since all still complicate business—party relations. First, there was often no
agreement on what constituted the interests of business, or the best way
tactically to advance them. A good example is provided by policy on trade
unionism. There have been deep differences within business, and within the
Party, over whether unions harmed business interests or advanced them by
establishing a stable and cooperative workforce. In the 1920s, the 1950s, and
again in the 1980s, this issue divided business, divided Conservatives — and
divided Conservatives from business (Harris 1973; Marsh 1992; Lockwood
2005). Second, the Conservative Party that became the dominant party of
business had to operate after the First World War in a new electoral envir-
onment — one where, for the first time, most working class adults had the
vote. It thus had to manage electoral politics in such a way as to achieve
majorities in elected bodies like the Westminster Parliament. If the wishes of
voters and the interests of business differed, the Party could only achieve
electoral success by creating programmes that were more than just aligned to
business interests. Third, while the Conservatives were the main business
party from the 1920s to the 1990s, they did not quite have a monopoly of
that role. Even in that era, the Labour Party was not always hostile to all
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business. Only a minority in the Party ever took seriously the commitment in
the Party constitution to abolish private ownership of the means of produc-
tion. On selected occasions — such as speeches to the annual Party Conference
— Party leaders might play to the gallery by using anti-business rhetoric, and
Labour rarely had successful big-business figures in its ranks. But over the
seventy-year period from the 1920s to the 1990s, the Party believed — and
practised the belief — in a mixed economy of public and private ownership;
the differences with the Conservatives, and within the Labour Party itself,
were about the content of the mix.

The 1990s saw a sea change in the pattern of business—party relations that
had persisted since the end of the First World War. In that decade, Labour,
after sustained electoral failures, abandoned even the formality of the com-
mitment to ‘socialism’. In 1995, the Party constitution was amended to
replace the ‘socialist’ Clause 4 by one that commended ‘the enterprise of
the market and the rigour of competition’. That was part of a wholesale
remaking of ‘New Labour’ designed to reinvent the Party as a business-
friendly institution (Coates and Lawler 2000; Coates 2005). This inaugurated
a new era in the relationship between business and parties. From the 1920s to
the 1990s, the Conservatives had not been seriously challenged as the main
business-friendly party. But since the 1990s, the Westminster Parliament has
been dominated by two such parties — a return to the state of affairs that last
prevailed before the First World War. As was the case in pre-First World War
Britain, only some minority parties are seriously hostile to business. But of
course the structure and operations of party institutions, and of business
institutions, are now very different from those of a century ago. We have not
simply recreated the world before 1914. Recasting the Westminster party
system in a ‘business-friendly’ shape nevertheless has brought a number of
changes.

Perhaps the most important is that the terms of partisan controversy have
been reshaped. Not only has the Labour leadership abandoned any rhetorical
or symbolic hostility to business, it has also accepted most of the ‘business-
friendly’ policies that were introduced by the successive Conservative Admin-
istrations that ruled Britain between 1979 and 1997. These have included laws
governing industrial relations that greatly weakened trade unions, at least in
the private sector; cuts in personal taxation rates that benefited the highest
paid in business; cuts in corporate taxation; deregulation of competitive
practices; large-scale privatization; and the introduction of new business
opportunities in the public sector by outsourcing of production and service
delivery.

The transformation in the Labour Party’s policies towards business was
itself the product of a larger policy sea change, one that affected the relations
between business and the wider Westminster party system. Important areas of
economic policy that had once been furiously contested between the parties
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now ceased to be so. As a result, many issues which business had depended on
the Conservative Party to manage just disappeared off the agenda of partisan,
democratic politics. A glance back over the political history of the last thirty
years or so helps make the point. Business no longer needs to convince the
parties of its felt need for trade union reform. It no longer has to convince the
parties of the undesirability of extending public ownership: on the contrary, it
now has two dominant parties, at least in Westminster, who compete to offer
policies of deregulation and privatization. Not even the cataclysmic banking
crisis in autumn 2008 could shatter this consensus. The Labour Government
was forced by the crisis to take ownership stakes in the major banks. But
despite the claims of some of its radical supporters that this revived trad-
itional socialist policies of nationalization, the government has been insistent
that the measures are short term and that it will intervene only minimally in
the management of the banks. There will be no return to large-scale nation-
alization or party intervention in regulated industries. In short, the agenda of
democratic politics has changed, so as to remove from the partisan arena
many issues that were once threatening to business interests. (As we shall see
in the next chapter, however, there have also been other shifts that have
introduced new issues which business finds threatening.)

This change in the partisan policy landscape has been accompanied by a
shift in the institutional relationships between business and the main West-
minster parties — a shift much to the benefit of business. The Conservatives,
both in opposition and in government, had long been open to business
influences, as they sought to tap business expertise and business support —
hardly surprising in the party that was historically the main business-friendly
party in the state. But under the Conservative Governments 1979-97, and
since then under New Labour, parties in office have stepped up considerably
their reliance on business figures. For instance, a study of the numerous task
forces used by New Labour in office to tackle policy problems showed that 25
per cent of members were identifiable with private producer interests (firms
or trade associations). The comparable figure for trade unions was 2 per cent
(Barker et al. 2000: 27). Griffiths’ comprehensive study (based on a snapshot
in 2007) of 187 quasi-government bodies (examples are as various as the Bank
of England and the Arts Council) showed that there were only thirteen which
did not have a businessperson on their board (Griffiths 2009: 209). A striking
symbol of this conscious ‘business-friendly’ stance was contained in one of
Gordon Brown’s first acts as Prime Minister in 2007. He established a
‘Business Council’ to ‘Examine the progress the Government is making to
improve the business environment in areas critical to the future of the
economy’ and to ‘Advise the Government on its policies and priorities’
(BERR 2008b). The Council not only includes CEOs of some of the largest
UK firms (such as Tesco), but also one of the leading figures from the Private
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Equity Industry, a sector that has for some years been strongly criticized by
Labour’s traditional allies in the trade unions.

The new world of business-friendly party politics is therefore marked by
distinctive assumptions about policy and distinctive institutional connec-
tions. It is also marked by a further distinctive element that can be summed
up in one word: money. In the era between the 1920s and the 1980s, when the
Conservatives were the main business-friendly party, their opponents often
pointed to the importance of business finance in the party. But in fact, in this
era, business money was comparatively unimportant for either Labour or the
Conservatives. In the Labour Party, the dominant institutional funder was the
trade union movement. The Conservatives had an even more powerful
money-raising machine. They built up their individual membership so suc-
cessfully that by the early 1950s they were a mass movement with over 2.8
million members. Individual subscriptions, and the fund-raising activities of
well-organized constituency parties, were the keys to Conservative wealth
(Pinto-Duschinsky 1981: 126-54). Indeed after the Second World War, the
Party introduced reforms that prohibited wealthy parliamentary candidates
from donating to their constituency party — traditionally a means by which
rich business people in effect bought a Conservative nomination (Pinto-
Duschinsky 1981: 129-30). Thus, if anything, over time, the Conservatives
reduced the influence of business money in the Party.

The huge Conservative membership was itself a sign of something wider:
the period from the 1920s to the 1960s was the great age of the party with a
mass membership. This gave the parties some financial independence from
business. In the case of the Conservatives, it meant that business contributed
only a minority of total party funding. But more generally, it cut the cost of
politics, and therefore the need for outside funding, because the mass mem-
bership provided an army of free labour around which the dominant style of
political campaigning was built: face-to-face contact with voters through
intensive house-to-house canvassing and well-attended public meetings dur-
ing elections campaigns.

The decline of the mass party, especially in the last thirty years, has
fundamentally altered the arithmetic of party finance, and changed the
relations between parties and business. From the late 1960s party membership
fell, until by the 1990s neither major party could claim more than about
250,000 members — a figure that continues to fall, and seems destined to stay
at a low level. (Party membership records are very unreliable, but Labour’s
membership is probably now at about 170,000.) We need not speculate here
on the reasons for this decline, except to note that it is long term, rooted in
fundamental social and political changes — and therefore probably irrevers-
ible. For the parties, a major source of funding, and of free labour, has
therefore disappeared. Campaigning styles also changed, with a growing
reliance on expensive market research and advertising (Lees-Marshment
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2001). By the new millennium, the two dominant Westminster parties were
spending in excess of £35 million on general election campaigns (the figure
for the 2005 campaign). More than half of this was on advertising and market
research (Electoral Commission 2007).

In short, the parties over the last thirty years have developed a greatly
increased appetite for money that they cannot satisfy from their traditional
non-business sources. They have partly satisfied this appetite with state
funding, but public money is presently limited mostly to contributions in
kind (e.g. free political party broadcasts) or support for policy research and
for the operations of the parties in Parliament. The result is that we have
entered a new age of party dependence on funding from business; and as a
result, entered also an age of scandals and attempted regulation of business
finance of parties (Grant 2005). The Election and Political Parties Act 2000
was passed after a series of revelations about the sources of — mainly Conser-
vative — business financing in the early 1990s. But in 2006, a new set of
scandals engulfed both the Conservatives and New Labour when it was
revealed that both parties had developed means of avoiding declarations of
business support, principally by soliciting (non-declarable) loans rather than
donations. The episode produced a long investigation which resulted in a
decision not to bring any prosecutions, but which was sufficiently embarrass-
ing for the government to commission a review of funding from a retired
senior civil servant (for the subsequent report, see Phillips 2007). That review
recommended an increase in public support subject to putting a cap on total
expenditure — a recommendation that is not presently implemented because
both big parties are mired in financial difficulties and heavily reliant on
business donors.

The last quarter-century has therefore seen the Westminster system of
government dominated by two business friendly parties: the agenda of par-
tisan politics at Westminster has removed many issues that were troublesome
to business, the parties in government have turned to business figures in
making appointments to the huge network of patronage appointments, and
the two big parties have been forced increasingly to solicit financial donations
from business.

Does this mean that business now dominates the party system? Any such
conclusion needs to be tempered by four cautionary points. The first is that
long-term changes have come over the nature of both business and political
careers, and these changes have driven a wedge between party life and
business life. A couple of generations ago it was quite common to combine
a political career with a business career, and even for leading figures in
business to occupy a seat in the House of Commons (Haxey 1942: 32-59).
But the demands of politics have now turned a political career into a full-time
occupation, in which the ambitious must specialize from an early age if they
are to succeed (see King 1981 on this and on its consequences). In business



114

too, there is much more specialization. Even non-executive directors now
have significant responsibilities; the phenomenon of the leading politician
who could sit on a board of a big company and simply act as an adornment on
the headed notepaper is coming to an end. Thus, the kind of informal unity
that used to link the Conservative elite to the business elite is now much
weaker. There used to be a kind of organic connection between business and,
especially, the Conservative Party, with powerful informal networks linking
the two; but political relations now have to be much more formally organized
than in the past. The relations between the Conservatives and small business
provide a further illuminating example of this change, as we saw in the
previous chapter. The collapse of Conservative Party membership at local
level has greatly weakened one of the most important interest connections in
British politics, a connection that had endured for over a century up to the
1970s: that between small local businesses and the Party.

A second change in the party system has also made the representation of
business interests more problematic. In the discussion thus far, we have
referred to relationships with the two dominant ‘Westminster’ parties. As
recently as thirty years ago that would have been enough to describe the
totality of parties. But the party system in the United Kingdom now is much
more diverse than hitherto. To influence the Westminster leadership of
Conservative and Labour is far from the same as influencing all the parties.
Transfer of the locus of policy making to the EU means that party organization
in the EU adds an extra dimension to party politics — and a very different
dimension (Hix et al. 2006). Domestically, the creation of devolved systems of
government in both Scotland and Wales has created increasingly distinctive
party systems — and ones that are in important respects less business compliant
than exists in Westminster. In both Scotland and Wales, the Conservatives
are now a marginal political force. Labour in Scotland and Wales not only
retains a leading position, but also many of the traits of ‘Old Labour’
hostility to business that were eradicated by New Labour in Westminster in
the 1990s. In Wales, Plaid Cymru, the nationalist party, at the time of writing a
member of the governing coalition, has inherited much of the radicalism
of traditional socialism, especially its suspicion of big business. Even in local
government party systems, and therefore systems of local control, are much
more fragmented than was the case when the two giants of the age of mass
parties, Conservative and Labour, virtually monopolized control at local
level: independents, and even significant Green representation, are some
substitute for the disappearance of ‘Old Labour’ hostility to business. Thus,
while Conservative and Labour elites in Westminster are much more respon-
sive to business interests than in the past, the wider party system is more
difficult for business to control, because it is more fragmented and diverse than
when the two big Westminster parties dominated the whole UK political
system.
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A third development, this time involving the party elite in Westminster,
should also make us cautious of picturing the party system as simply
overwhelmingly business friendly. The system of business—party relation-
ships that existed a generation ago was often informal and far from trans-
parent. Business and party leaders moved in a club-like world — often indeed
centering on elite ‘gentlemen’s’ clubs in London’s West End (see Sampson
1965 for a contemporary portrait of this world). Policy favours, even
contracts, could be quietly delivered without serious danger of public scru-
tiny. Paradoxically, the new age of party reliance on business finance has
made much more difficult the process of returning financial support with
policy favours or positions in public life. The party financing scandals led to
the establishment of the Committee on Standards in Public Life in 1994.
The Committee’s successive reports have produced a revolution in the
system for appointment to office in important public bodies like the regu-
latory agencies; appointments now have to be made in a much more open
and competitive way than was the case in the past. In addition, the rules on
the allocation of government contracts have become more formal and
transparent (a good sense of the long-term impact of the Committee on
transparency and accountability can be gauged from its successive reports at
http://www.public-standards.org.uk/index.html). The cumulative impact of
EU procurement policies has also shifted procedures in the direction of
greater transparency and accountability (Dimitrakopoulos 2008: 58-75).
Often desperate attempts to circumvent these new controls have simply led
to disaster: scandals that have damaged the leadership of parties and dam-
aged individual business figures. Even the effort to deliver worthless favours
— such as a seat in the House of Lords — in return for financial support has
proved a source of serious difficulty for all concerned. The Phillips Report
referred to above came about because of a media campaign, and a long
police inquiry, which tried (unsuccessfully) to track down a connection
between contributions to the Labour Party and appointments to the House
of Lords, a ‘cash for peerages’ scandal.

A final reason for caution in viewing the party system as business friendly is
that, while the main parties now produce sycophantic rhetoric favouring
business, they are unreliable and faithless friends. This is because parties are
in business for votes, and it is the belief that seeming business friendly will
bring votes that has reshaped the party system in recent decades. But pre-
cisely, because the business—party connection is just instrumental, party
politicians will turn on their business ‘friends’ if it seems opportune to do
so. A good example was provided in 2007 when a number of heads of leading
private equity firms (including a member of the Prime Minister’s new Busi-
ness Council) were publicly mauled by the House of Commons Treasury
Select Committee (House of Commons Treasury Select Committee 2007).
The mauling occurred because the MPs perceived that private equity firms
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Box 6.2 'Clientelism’ and party—business relations in Ireland: Charlie Haughey loots business
and the public purse

An important form of party—business relations across the democratic world is summarized as
‘clientelism’. At its heart is the idea of exchange: the party as patron delivers goods and
services (contracts, jobs, and favours) to clients in return for support (votes and money). The
Republic of Ireland provides one of the best-documented accounts of the corrupt exchange of
money and favours. For over a decade, judicial tribunals (see especially Moriarty 2006)
investigated a network principally centred on the corrupt exchange of money by individual
politicians in return for favourable decisions over land development applications — the impact
of which was to enrich developers. The most sensational concerned the leading Irish politician
of his generation, Charles Haughey (Taoiseach — Prime Minister — 1979-81, 1982, 1987-92).
He was revealed to have received gifts totalling 8.5 million sterling equivalent from a wide
range of leading business figures. Haughey was only the grossest and greediest of a number
of corrupt politicians. Corrupt business—party relations are not unknown in the two systems
that form the main cases in this book. The critical question that the Irish case focuses us on is,
therefore, not the fact of corruption, but why corrupt relations between parties and business
develop on such a huge scale. The Irish case suggests three possible explanations:

e An agent-centred approach stresses the character of individuals, such as the greed that
marked Haughey as a personality. Since Haughey was only the most extreme instance of
corruption, the explanation is summarized in the proverb ‘a fish stinks from its head': in
other words, corruption at the top seeps downwards. In small, highly centralized societies
like Ireland, the influence of single individuals can be disproportionate to their number. An
obvious difficulty with this reliance on the malign influence of one individual, however, is
that it has problems explaining the timing and scale of the corruption.
A cultural approach sees the origin of the problem in engrained features of the culture of
clientelism, and the decay of that culture. At the heart of clientelism is indeed an exchange:
the politician uses the resources of the state to distribute favours in return for various forms
of support. On this interpretation, the great burst of Irish corruption in party—business
relations only magnified what was engrained already in the culture of Irish business and
political life. The boom in corruption can then be traced to cultural change in Ireland over
the last generation, notably the decay of cultural restraints — such as the impact of Catholic
ethics — on this engrained system of exchanging support for favours: the period covered by
the corruption boom is the period when Irish society saw a steep fall in religious observance
and other traditional practices. This cultural explanation, however, begs an important
question: Why should these restraints have been so rapidly discarded?

e An economic approach offers the possibility of answering this question. At the root of the
great cultural transformation in the Republic in recent decades has been an economic
revolution that transformed the country from one of the poorest to one of the richest in the
developed world. This was accompanied by a building boom. In this boom, a key source of
enrichment has been a set of decisions formally controlled by public officials, including
elected officials: zoning or rezoning land for building development in a hitherto largely
agricultural country. Huge fortunes have been made, in particular, by the development
possibilities opened up through the expansion of the Dublin metropolis. An approach that
stresses the enrichment offered in a booming economy helps explain why the engrained
culture of clientelism took such a spectacularly corrupt turn in the closing decades of the
twentieth century.
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were easy game, since media reporting had pictured them as tax-avoiding
parasites. They were also easy game because, unused to public performance
under aggressive Parliamentary questioning, they were incompetent: the head
of their trade association, the British Private Equity and Venture Capital
Association, resigned after the trauma of the public hearing (Arnold 2007).
A key condition of keeping party politicians on the business straight and
narrow depends not on controlling the politicians directly, but on controlling
the wider public reporting of, and public perceptions of, business behaviour.
If business loses control of these public perceptions, it loses its party friends —
an experience that we shall see below repeated in the United States. Just how
hard controlling media reporting and public perceptions can be is something
we will explore in the next chapter.

A party system that is fragmented, dominated by two business-friendly
party elites, and with a growing appetite for business money: superficially, the
UK system is starting to resemble that in the United States. How far this
superficial appearance corresponds to reality we shall now examine.

The United States: regulating the party-business
connection

Critical changes have come over the US party system in the last few decades
and these have greatly altered the relationship between the parties and
business interests. But the significance of these changes can best be appreci-
ated against the background of larger historical and cultural features of the
American relationship between business and politics. Of these, two are par-
ticularly important: the kind of link existing historically between the party
system and organized economic interests, and the particular cast of the system
of business regulation in the United States. As we shall see, the two have
interacted in recent decades, in the process deeply affecting the regulation of
the way business can finance parties and politicians.

It is a truism that the American party system has historically been better
designed for the defence of particular interests than for the promotion of the
kind of broad class coalitions that characterized British politics for most of the
twentieth century. This sectionalism made it comparatively easy for individual
industries, or even individual businesses, to penetrate the parties, and even to
capture individual parties, especially at state and local levels. But it has proved
comparatively hard to establish the parties as distillers and defenders of
a general business interest, in the manner achieved by the Conservative Party
in the United Kingdom for much of the twentieth century. The national
programmes of American parties in particular have been remarkable for
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their lack of coherence. This bias towards the defence of particular interests, at
the expense of creating coherently integrated programmes, links to the single
most historically important feature of the party system: it has been geograph-
ically and institutionally decentralized. State, and even local, parties and their
elected representatives enjoyed high autonomy from national organization,
and indeed in the case of the elected representatives from the party organiza-
tion at any level. This meant that the parties took their ideological and interest
‘colouring’ from localities and regions. Particular state parties were close to
particular industries, or even to powerful business dynasties. This diversity
persists, hardly surprisingly in view of the size and complexity of the econ-
omies of the biggest states. Studies by the Center for Public Integrity (2008) of
the outside interests declared by state legislators show that the configuration of
ties follows the configuration of the state economy: thus, the largest source of
outside ties in Texas is oil and related industries; in California the computing
industry leads; and in Kansas the leader is crop production and related
industries.

As these examples show, the fact that the parties were loose coalitions of
diverse interests did not mean that they were hostile to business; on the
contrary, it made easier than was the case in the UK party control by sectional
business interests. There certainly were, also, ideological differences both
within and between the two dominant parties across the twentieth century,
and these involved issues central to the interests of business. Since the New
Deal — the details of which we discussed in Chapter 2 — the Democratic Party
in both Congress and the White House has been more likely to promote
policies involving closer regulation of business than has the Republican Party.
But nothing in these differences menaced the fundamental interests of the
business system, in the way that the Labour Party seemed to do on occasions
in the United Kingdom. Both the Democrats and the Republicans were
overwhelmingly business-friendly parties, though often friendly to different
parts of business, and often with different views about how to translate this
generalized friendly stance into immediate policies.

The historically established relations between business and the party system
were thus heavily shaped by the nature of party politics and party organiza-
tion. The parties nationally were ‘empty vessels’: they had little control over
candidates and office holders, and their programmes were assemblages of the
views and interests of many factions. (The quoted phrase is from Katz and
Kolodny 1994.) Locally, and in some cases across whole states, particular
industrial interests could capture a whole party or even the whole party
system: a small state like Delaware, for instance, has been extraordinarily
susceptible to the Du Pont (chemicals) dynasty (Cohen 2002). This has
turned the politician into a kind of entrepreneur, bidding for support,
including financial support, from a range of interests, including business
interests. That state of affairs gave particular enterprises, industries, and
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even sectors considerable leverage in the party system, and leverage over the
behaviour of politicians once elected to office; but it also made the party
system a kind of vessel into which the main conflicts of interests within the
business community were poured.

Critical changes in the character of the party system in recent decades have
affected these historically engrained features. They have made parties and
politicians more dependent on the support, especially the financial support,
of business, and have simultaneously prompted the increasing regulation of
party—business relations. It is this latter development that has exposed party—
business relations to the full force of the culture of the American system of
regulation.

Three changes in the character of the party system have been particularly
important. First, the parties have declined in significance as institutions in
civil society. American parties never had memberships in a British (or other
European) sense; rather, they had cohorts of local activists. But even this
tradition of local activism has weakened. Most campaigning now rests not on
the mobilization of voters by face-to-face contact with activists, but on
campaigns managed through the mass media and (increasingly) through
electronic means. The decay of local party life has also coincided with a
decline in popular attachment to parties: the proportion of the population
identifying themselves as Democrat or Republican has fallen over the long
period since the 1960s (for a summary of the evidence, see Green 2002).

The second change is that there has been a sharp increase in the extent to
which competition for office is candidate centred. This is particularly true at
the crucial party candidate selection stage. Recall that, despite the decline in
party identification, a party label is still a virtual precondition of election: to
get into Congress it is necessary to run as a Democrat or Republican. The key
to nomination in the system of party primaries lies in the perceived qualities
of individual candidates — and in the manipulation of perception, especially
through mass marketing. Thus, the historical role of the politician as a kind of
individual entrepreneur bidding for the support of sectional interests has
been magnified, because success in the primaries depends on building — and
financing — a candidate-centred organization. Money — in large amounts — is
thus critical to establishing the credentials of most aspirants for significant
electoral offices.

This in turn connects to the third major change, and brings us directly to the
issue of the modern connection between the party system and business: the
shift away from party focused grass roots campaigning to candidate-focused
campaigns heavily reliant on mass media communications, advertising and
marketing has produced stunning increases in the costs of running for elective
public office. The extreme case is provided by the Presidency, where total
expenditures by all candidates probably doubled between 1996 and 2004, and
where a serious candidate for 2008 in the primaries alone probably had to get
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hold of $100 million. But even for Congressional elections costs are rising way
beyond inflation: for instance, Congressional candidates participating in the
November 2006 raised 30 per cent, and spent 36 per cent, more than in the
previous 2004 Congressional cycle (Federal Election Commission 2006). Even
for city-wide office, like Mayor of New York, winning has demanded (see
below) expenditure of nearly $70 million.

These developments hold the clue to the changing relationship between
the parties and business, for business is of overwhelming importance as
the source of this money. It is overwhelmingly important because it is the
major controller of economic resources in the society and because it is
the most intensively organized interest grouping: as we know from systematic
studies of the interest group universe discussed in Chapter 3, business interest
groups dominate the pressure group universe (Schlozman and Tierney 1986;
Baumgartner and Leech 1998; Derthick 2005). American partisan campaign-
ing is founded on business finance.

There is nothing novel in the fact of reliance on business. Historically, there
was comparatively little to regulate the financial relationship between political
parties and business interests, beyond the normal criminal law, and even that
was probably ineffective. In this unregulated world, business could finance
and bribe (the two activities often being indistinct) at will. In the first age of
plutocratic capitalism, politicians could be fairly easily bought. In his history
of the ‘Robber Barons’ — of the great capitalists like Carnegie and Rockefeller
who transformed the American economy in the second half of the nineteenth
century — Josephson documents how ‘every industrial group and every great
monopoly was almost directly represented in the political councils of the
nation’ (1962: 347-8). In 1896, McKinley’s successful Presidential campaign
was financed by levying assessments on corporations (Lehne 2006: 162). But
the last three decades have ushered in a new age of scandal and regulation, as
the system tries to cope with the increased reliance of party politicians on
financing from business interests.

Scandal and regulation are connected, and they help explain the entangle-
ment with the wider culture of the American regulatory system. The first
modern regulatory measure dates from the Federal Election Campaign Act
of 1971, and is best understood as part of the great wave of new social
regulation — the burst of regulatory intervention in corporate affairs that
originated in the 1960s. (This new age of regulation is described in more detail
in Chapter 7.) The passage of the 1971 legislation, which was accompanied by
no obvious means of enforcement, was almost immediately succeeded by a
development familiar in other areas of the new regulation: the revelation of
abuses and consequent scandals, this time brought to light as part of the
Watergate affair that eventually toppled President Nixon in 1974. Watergate
was only distantly connected to party finance by business, but the ancillary
revelations uncovered a world of covert financing of party politicians by often
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shady business figures. These financial dealings were symptomatic, however, of
the changes alluded to earlier — the growing reliance by candidates and parties
on business finance due to increasingly expensive campaigns. The most im-
portant consequence of this was that in 1974 Congress amended, to
strengthen, the 1971 law. More important still, it introduced a characteristic-
ally American weapon of enforcement — a regulatory agency, the Federal
Election Commission (FEC). The aim of Congress in establishing the new
system was to organize campaign financing through a system of Political
Action Committees (PACs). These were designed to limit the scale of corporate
contributions (since PACs could only gather contributions, fixed by quite
modest ceilings, from individuals) and to make the system fully transparent
by requiring detailed reporting of accounts to the FEC.

In the intervening decades, this regulatory system has taken on entirely
unsurprising characteristics — unsurprising, at least, to any observer of American
business regulation. The system of controls has been subjected to ingenious
circumvention, both by donors trying to influence candidates, and candidates
and parties trying to raise money. Most of this ingenuity has gone into
regulatory avoidance: that is, the legal circumvention of the rules by employing
smart lawyers to dream up ways of contributing that circumvented regulatory
barriers. Some has gone into evasion: that is, illegal contributions and straight
bribery. What were intended to be the key institutions in regulation — the PACs
— are in reality estimated to account for only about one-third of all political
funding (Hopkin 2005: 46). For nearly thirty years after the introduction of the
new system in the mid-1970s, a great deal of ingenuity went into creation of
‘soft’ money, so named because it could escape regulatory restrictions both as to
amounts and to uses. Soft money circumvented the ceilings by being dedicated
not to the campaign of a single individual, but to other uses that could
nevertheless affect an electoral outcome. The parties themselves could use it
for purposes (such as organization and communication) that were an almost
direct substitute for candidate support. Soft money was also widely used in
issue-based advocacy: in expensive media campaigns opposing or promoting
particular policy options. The scale of these soft-money campaigns not only
represents important corporate interventions in partisan campaigns, but
can also virtually directly substitute for campaign financing where candidates
are clearly publicly aligned for or against a particular issues. An idea of the
possibilities is provided by the following summary of what has been allowable:

(1) communications by a corporation to its stockholders, executive or administrative
personnel and their families or by a labor organization to its members or families on
any subject; (2) nonpartisan voter registration and get-out-the-vote activities by a
corporation aimed at its stockholders and executive and administrative personnel
and their families or by a labor organization aimed at its members and their families;
and (3) the establishment, administration and solicitation of contributions to a
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separate segregated fund (commonly known as a political action committee or PAC
or SSF) to be utilized for federal election purposes by a corporation, labor organ-
ization, membership organization, cooperative, or corporation without capital stock.
(Whitaker 2004)

In short, soft money has numerous political uses for business. In the words of
Hansen and her colleagues: ‘The flow of finance from the business sector to
political parties and candidates is far larger than from all other interest group
sectors combined. ... The practice of American politics floats on business
financial flows’ (2004: 421-2).

The system of PACs has undergone significant change in the more than
thirty years since the original regulatory arrangements were introduced, and it
has done this because clever (and sometimes dumb) modes of avoidance and
evasion have been developed both by party politicians and by business donors.
The single most important reason for this history of circumvention is that the
system cannot deal with the underlying cause of this party—business link: the
rise in the cost of seeking and maintaining political office. The long history of
circumvention prompted an equally familiar response when Congress passed
the Bipartisan Campaign Reform Act 2002. This banned ‘soft-money’ dona-
tions to the parties, but it has now taken its place in the succession of
regulations circumvented by smart lawyers and accountants. In the aftermath
0f2002, the most successful of the circumvention devices were ‘527’ donations,
anew source of soft money based on exploitation of an esoteric tax-exemption
clause: between 2002 and 2004 alone, ‘527’ contributions doubled to $405
million (Rauch 2005). The institution at the centre of this history of circum-
vention, the Federal Electoral Commission, has behaved like a typical federal
regulatory agency. Faced with ingenious (and sometimes crooked) institu-
tions, it has tried to block the loopholes in the system by increasingly elaborate
measures, and it has resorted to adversarial legalism to punish those who break
the rules. Between 1980s and 2006, it imposed penalties exceeding $50,000 on
225 violators, and it was escalating its enforcement activity as time went on:
total penalties in the first half of 2006 alone exceeded those of any full
preceding year (Federal Election Commission 2007).

All this adversarial, legalistic regulation rests on an important assumption:
that the scale of business financing of parties and candidates actually does
impart a systematic business bias into the party system. On this, the research is
inconclusive. A large literature has debated the impact of PAC contributions,
chiefly because the reporting rules mean that data sets are easily available to
academic researchers. The balance of evidence suggests that these donations
do not produce much measurable policy benefit, or at least the findings are so
notoriously contradictory and incommensurable that it is virtually impossible
to make sense of the literature (Baumgartner and Leech 1998: 129-36). PAC
donations seem to be motivated by the narrowest interests of industries and
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even firms, and the contributions are typically designed to try to secure some
competitive advantage, often at the expense of other firms or industries (Milyo
et al. 2000; Hart 2001; De Figueiredo 2002; Fellowes and Wolf 2004). In other
words, they are as likely to be designed to damage other business interests as to
damage the opponents of business. One of the most striking signs of this is
what is usually called the incumbent effect: at the Federal level, in Congress for
example, PAC contributions are heavily weighted in favour of incumbents,
simply because of the calculation that they can do most benefit — or damage —
to a firm or an industry, regardless of the wider ideological outlook of that
incumbent. Incumbents in Congress can be particularly useful in the pursuit of
sectional interests, for they have the potential to manipulate the small detail of
regulatory or tax rules — complex, technical issues that are unlikely to be the
subject of wide public interest or partisan debate, but that can make a big
difference to the bottom-line. Indeed, a main conclusion of Smith’s research on
the political power of the US Chamber of Commerce is that business finds it
hardest to control high profile, salient issues that turn on the wider interests of
the whole of business, precisely because these are most likely to attract public
attention, to be the subject of partisan controversy, and to force elected officials
to adopt public positions; and easiest to manipulate the fine, technical detail of
policy (Smith 2000: 20-30).

The effectiveness of PAC donations is also limited precisely because they are
so transparent; that, after all, is why academic researchers track them so
obsessively. Politicians have to be wary of trading particular policy concessions
for particular inducements. The purpose of raising campaign finance is to win
elections; and if candidates are damaged because they are shown to be the
captive of particular interests, that destroys the point of taking the money in the
first place. Offering a quid pro quo — support for a sectional business interest in
return for a contribution — is dangerous in a world where well-organized public
interest groups like the Center for Public Integrity (2007) publicize these
contributions. In short, what might crudely be called the public bribery
model of relations between business and party politicians is not a very convin-
cing account of how business turns money into influence over party politicians.

This still leaves a variety of other ways of converting corporate money
into influence. In a relentlessly adversarial regulatory system, corruption is
obviously one rational tactic, since it hides things from regulators. The scale
of corruption is nevertheless limited by two obvious factors: morality and the
fear of being caught. There have been corruption scandals in recent decades,
and these are in a long tradition of crookedness linking politicians and
business. The most important recent episode was the Abramoff affair,
where a number of Congressional careers were ended, and one Congressman
jailed, for accepting illicit payments. However, it is perhaps symptomatic that
Abramoff was a lobbyist not for a major corporate interest, but for Indian
tribes. (There was some business connection through Indian gambling interests
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on reserved lands: for the comprehensive journalistic investigation, see
Schmidt et al. 2006.) It is probable that the fear of being caught deters most
large corporation from crude corruption, at least in domestic politics: as we
saw in Chapter 4, the very salience of giant firms means that they face
considerable problems in managing their reputations. More characteristic
may be the world shown by the collapse, due to fraud, of the energy con-
glomerate Enron in 2001. The collapse revealed massive financial contribu-
tions both via ‘soft money’ and PAC donations to key figures in the Bush
Administration and to leading Republican and Democratic congressmen. It
also revealed efforts by Enron to try to influence appointments to federal
regulatory bodies that oversaw industries where Enron was active, and efforts
to lobby senior figures in Congress and the Executive to influence tax and
regulatory policy to the company’s advantage. The way Enron was able to use
its local base in state and sub-state politics in Texas to influence Federal policy
may also be indicative of how corporations can turn local influence into
national policy influence through control over local political leaders who
also perform on the Federal stage. Nevertheless, Enron is probably an extreme
case, in the sense that it was a grossly fraudulent enterprise (which most
businesses patently are not) and in the sense that its ‘friends’ stretched right
up to President Bush. In fact, all Enron’s expensively acquired political
‘friends’ deserted it when the fraudulent pack of cards collapsed in 2001
(Mclean and Elkind 2003). The significance of Enron probably lies in the
way it illustrates how the smaller worlds of state politics can often escape the
kind of scrutiny to which operators in Washington are subject, and in the way
it shows how local political cultures can shape business—party relations. For
instance, an analysis of the Federal Justice Department’s annual reports on its
investigations into state-level corruption, covering the decade up to 2006,
showed that three southern states — Louisiana, Mississippi, and Kentucky —
topped the corruption league (Corporate Crime Reporter 2007).

The totality of the evidence so far indicates that the appetite of candidates
for money is so great that enormous ingenuity goes into circumventing any
regulatory limits to business finance. But on the critical question of how far all
this money translates into business power, the evidence indicates that at-
tempts to trace direct connections between business power and campaign
financing probably simultaneously overstate and understate the impact of
business money on the behaviour of party politicians.

They overstate the importance of the connection, especially at Federal level,
in looking for some very direct reward — for instance, through support via
votes in Congress favourable to a particular interest — resulting from contri-
butions. Indeed, it is doubtful if corporations expect much by way of a direct
benefit of this sort. Publicly declared campaign contributions are best con-
ceived as analogous to advertising or insurance. Within the totality of the
corporation’s resources, they are comparatively trivial; but like advertising
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and insurance, the money is spent because nobody is quite sure what damage
to corporate interests might be caused if it were not.

But accounts that seek to link financing of candidates and parties directly to
favours understate the impact of business on parties and candidates, because
they neglect the context in which this flow of money takes places. The context
is one where businesses have structural advantages in the struggle to influence
elected politicians. Two kinds of advantage are particularly important.

First, the huge rise in campaign costs over the last generation has turned
campaigning for office into a plutocratic activity. As we saw earlier, even for
comparatively modest office candidates need to have access to huge sums, and
for Presidential candidates these sums are stunning. The only individuals with
the resources to personally finance such campaigns are those with business
fortunes. There are indeed some striking recent examples of this. In 2001, for
example, Michael Bloomberg, hitherto a billionaire Democrat, won the may-
oral electoral contest in New York City as the Republican candidate. Although
campaign rules set limits to the contributions that any candidate could accept
from any single source, Bloomberg circumvented these by the simple device
of spending his own money, over $69 million, in the contest. In the 1992 and
1996 Presidential elections, the Texas billionaire, Ross Perot, running as an
independent candidate, secured 19 per cent (1992) and 8 per cent (1996) of
the popular vote, the former the largest vote for a third-party candidate since
before the First World War. Of course as the example of Perot shows,
immense expenditure does not convert into electoral victory: Perot spent
$60 million of his own money in the 1992 campaign without coming within
sight of success. Being super-rich therefore cannot guarantee election to
public office. But it does allow plutocrats like Bloomberg to run independent
of campaign finance constraints if they are willing to spend their own money.
It also means that the enormous expense of fighting the successful primary
campaigns that are the necessary condition of securing a party nomination
can only be met by the personally super-rich or those who can attract rich
backers. Candidates for public office thus either need personal wealth or
access to supporters with that wealth. The corporate rich are the most
important source of such fortunes, and the richest have become immensely
richer in recent years. For the new ‘working rich’, as Folkman et al. (2007) dub
them, donations to candidates are a drop in the ocean. A system where
business finance is the key to campaigning thus creates a very different kind
of incentive system for politicians from that existing in countries where — as
was until recently the case in the United Kingdom — parties could raise their
resources from institutional interests other than business, like trade unions,
or from the activities of a numerous mass of supporters. The expense of
running for high electoral office has, certainly, stimulated innovations in fund
raising which can reduce this reliance on money from the corporate rich.
Aspirants for Presidential office in 2004 and 2008 used the Internet to solicit
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Box 6.3 Regulating business money in the parties: a study in contrasting national regulatory styles

There is substantial evidence that there are contrasting styles of regulation in different
nations. In Chapter 7, we discuss this in terms of the general character of business regulation
in the United States and the United Kingdom (see Vogel 1986; Kagan 2001). The contrast is
between an American system that has traditionally been highly juridified and adversarial, and
a British system that has sought to avoid legal controls and tried to work cooperatively
between regulators and regulated. These differences, though declining, remain important
and are well illustrated by how the two nations have gone about a key regulatory task that is
central to this chapter: controlling the financial relations between parties and business. The
contrast starts with different histories. The United States has nearly a thirty-year head start in
applying the law to these relations. As we have seen from this chapter, the first significant
legislation was passed as the Federal Election Campaign Act of 1971 and the key regulatory
agency, the FEC, was established in 1974. The corresponding UK legislation was not passed
until 2000 (the Elections and Political Parties Act) that also established the UK regulatory
agency, the Electoral Commission. The FEC and the UK Electoral Commission operate with
very different styles. The American agency has an established history of both shaping regu-
lations and of resorting to the law to enforce its mandate. As we note in this chapter, between
the 1980s and 2006, it imposed penalties exceeding $50,000 on 225 violators, and it was
escalating its enforcement activity as time went on (Federal Election Commission 2007). The
Electoral Commission has been much more low key in its approach. It defines its mandate
indeed in more than regulatory terms, interpreting its role as encompassing political education
and encouraging citizen participation in parties and elections (Electoral Commission 2008a).
The enforcement style of the Electoral Commission, notably its hesitation to use legal
sanctions, is well illustrated by its statement in its latest Annual Report — a very short passage
in a report otherwise concerned with more promotional matters:

As a result of our investigations, we made two referrals to the Metropolitan Police. Another case,
which involved the acceptance of an impermissible donation, was not referred to the police and as
the sum was voluntarily forfeited we did not need to apply to the courts for a forfeiture Order. We
have developed a close working relationship with the police and prosecuting bodies, which will
form the basis of more formal protocols going forward. (Electoral Commission 2008b: 6)

By contrast, the most recently available annual report from the FEC is dominated by enforce-
ment issues. It includes a detailed ‘enforcement profile’ and shows that over 300 legal cases
were ‘closed’ during the year. The ‘laws and regulations’ section of the US Commission’s web
site has over twenty subsections detailing laws, regulations, and Commission guidance
on party financing. The contrasting cases show, however, the pressures for convergence
between the two systems. The Electoral Commission’s traditionally ‘British’ regulatory style
has drawn criticism which is slowly pushing it in a more legalistic direction. The most notable
criticism has come from the Committee on Standards in Public Life in its review of the
workings of the Commission (Committee on Standards in Public Life 2007). The Commission'’s
new corporate plan, unveiled in 2008, is designed to respond to that criticism by an increasing
emphasis on its enforcement role and by calling for more statutory powers (Electoral Com-
mission 2008¢). But the Committee on Standards in Public Life mounted a more fundamental
critique of the culture of the commission, reflecting differences over the extent to which the
regulatory system for political parties should move in a move adversarial direction. How far
these differences will be resolved in favour of the adoption of a style of regulation that
resembles that of the FEC remains to be seen.
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small donations from large number of citizens. The 2008 Democratic nom-
inee Barack Obama raised most of his funds for the primary campaign in this
way: in a single month, January 2008, he raised $28 million, out of a total
income of $32 million, through separate small Internet donations (Mosk
2008). But this kind of financing is only available to a small number of
candidates with high national visibility, and it cannot yet generate sufficient
cash to make even an Obama independent of business support: by the time he
was campaigning as Democratic nominee, Obama was turning to sponsorship
by rich investors like Warren Buffet (Luo and Drew 2008).

The second kind of business advantage can be understood by realizing that
the relationship between elected politicians and business is embedded in the
wider system of business lobbying described in earlier chapters. Influence
does not primarily depend on getting pledges out of politicians at election
time. Corporate interests we know, dominate the lobbying system in the
United States. Politicians are not only, or even primarily, influenced by
business at the moment when they seek to raise campaign finance, but are,
whether in the White House, in Congress, in the Mayor’s office, or in the
Governor’s mansion, also the object of unremitting and intense lobbying.
Periodic corruption scandals reflect the fact that politicians and the lobbyists
for business interests live in the same networks and are constantly exchanging
things: not just money for favours, but also advice, information, and even
arguments about the substantive merits of policy proposals.

What this observation means is that estimating the influence of business
interests in the parties is more than a matter of working out the significance of
short-term campaign financing, or understanding the institutional role of
business in the life of the party. It is also a matter of setting these features into
the wider character of the lobbying system. Conveying this understanding is
an important purpose of the next chapter.

The travails of business-friendly parties

It is obvious that, while the historical relations between business interests and
the party system have been very different in the United Kingdom and the
United States, they have been reshaped in quite similar ways in recent decades.
The most important source of this reshaping lies less with business and more
with secular changes in party systems and campaigning modes. These
changes, the party system literature indicates, are indeed not confined to
Anglo America, but represent secular changes in the party systems of the
advanced liberal democracies (for an overview, see Webb et al. 2002). Parties
are in decline as institutions in civil society. They are becoming, in the
language used by Katz and Mair (1995), ‘cartel’ parties: organizations with
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low levels of active support in the wider society, surviving by forging close
connections with other elite institutions in the state and the economy. As they
have declined, so they have been forced to abandon many of the mass-based
modes of campaigning, and have professionalized their campaigning to fit
their elitist, cartel status.

A consequence of this has been, on both sides of the Atlantic, a sharp rise in
the cost of campaigning, as the parties lost their armies of free labour
(activists and members). In the United Kingdom, in addition, those active
members were themselves important sources of finance. The ensuing hunt for
money, however, has taken different forms in the United States and the United
Kingdom. In the United Kingdom, the parties still generally control access to
elective office, and still control the bulk of campaign spending. The result has
been to throw the parties as institutions close to business interests, and to
inaugurate a new era of business-friendly party politics in the United King-
dom. In the United States, the historical ‘business-friendly’ party system has
further disintegrated, strengthening the importance of candidate-centred
politics. The need to market these candidates has resulted in astronomical
increases in the dependence of candidates on business finance. It is this shift
to plutocratic politics which is the most striking feature of the link between
American parties and business interests in recent decades — a shift which has
also inaugurated a new age of scandal and regulation.

The rising importance of business finance thus lies behind a development
common to the United States and the United Kingdom: the increased regu-
lation of parties, notably of party finance and notably of party finance raised
from business. Although the timing has been different, it is striking that both
systems have acquired state regulators (the FEC in the United States and the
Electoral Commission in the United Kingdom), both with a duty to regulate
party finance. While the styles of national regulation of party finance differ (as
they do in regulation more generally), the forces driving regulation are
remarkably similar, and they are driving the systems in the same direction.
The driving forces are circumvention of the rules by business and the politi-
cians, affliction with periodic scandals, and the consequent creation of ever
more elaborate systems of rules and of their enforcement. Party—business
relations have thus become entangled in the wider regulatory politics of the
business community. This wider regulatory politics is a main theme of the
following chapter.



Business, Politics,
and Society

Understanding the cultural setting of business

This chapter returns us to an argument which loomed large in Chapter 1:
that to understand the political position of business we need to know more
than the narrowly institutional arrangements under which business operates.
In Chapter 1, we surveyed some of the most important competing theoret-
ical positions about business power. What is striking about these is that they
differ not only in their views of the institutional capacity of business to
exercise power, but also offer competing views about the nature of the wider
social and cultural context of business institutions. Evidently, it is not
possible to have a theory of the power of business without having a view
about its wider social and cultural setting. The purpose of this chapter is
therefore to examine some of the competing wider views, and to assess what
they can tell us about business politics in the United Kingdom and the
United States.

Three accounts here provide a framework for the chapter. All derive from
sweeping theories of the nature of modern capitalist society; two are derived
from theories — Marxism and pluralism — that were sketched in Chapter 1.

The most striking Marxist accounts can be called Gramscian, after perhaps
the single most important Marxist theorist of the last century, the Italian
Antonio Gramsci (1891-1937). Gramsci puzzled at a great problem: Why
were hierarchies and inequalities, which he believed to be unjust so readily,
accepted by their victims? His answer was that holders of social resources —
notably economic resources — were able to use those resources to shape the
hegemonic (dominant) belief systems of society in their favour (Gramsci
1971: 11-12, 245-6; Jones 2006). The idea of hegemony has deeply influenced
modern Marxist understandings of capitalist society. The values of business
are commonly argued to be hegemonic in the sense that key features of the
business system — the right to appropriate property to private ownership and
to allocate resources by market exchange — are accepted more or less instinct-
ively, as if they were part of the natural order of things. The great power of
business does not lie therefore in its ability to shape particular policy de-
cisions by lobbying or by control of parties, but in the way a hegemonic



130

ideology guides what both policy makers and the mass of populations think
are the right ways to order economic life.

Gramsci attributed a key role to intellectuals in the creation of hegemonic
ideologies. Intellectuals operated in elite institutions like the press and
universities, and helped form cultural values. They are also central to our
second great account, derived from the work of Joseph Schumpeter (1883—
1950). Schumpeter’s view of business under capitalism has much in common
with accounts offered by Marxists. He stresses the dynamic, ever changing
character of the capitalist system: it is a restless social phenomenon where
‘creative destruction’ (Schumpeter’s famous phrase) leads to the constant
replacement of enterprises by competitors. But a more fundamental destruc-
tiveness derives from the culture of the capitalist order. Capitalism swept
aside older social forms like feudalism because it was founded on a culture of
scepticism and rationality; it ruthlessly exposed the frailties of those older
social orders and of their legitimizing ideologies. But this sceptical and
rationalistic culture does not disappear with the triumph of capitalism. On
the contrary, it intensifies. The very success of capitalism produces strata
of intellectuals who in turn sceptically scrutinize the legitimacy of the
institutions of capitalism itself — of business institutions — thus demystifying
their claims to authority. This produces a cultural setting which is increas-
ingly hostile to business institutions and to the spirit of enterprise in a free
market — a very different vision from that of Gramscian hegemony. The
‘hegemony’ that is shaped by intellectuals results in a climate hostile to
business enterprise.

Both Gramsci and Schumpeter agree in picturing advanced capitalist
systems as converging in their dominant cultural traits. But they differ in
their account of what capitalist systems converge upon: for Gramsci, the
convergence is on a culture where business enjoys a dominant, legitimizing
ideology; for Schumpeter, convergence consists in the progressive erosion of
the ideologies that support the business system.

But what if there is no obvious tendency to convergence? Suppose the
cultural and social context of business under advanced capitalism is just
contingent on many different conditions — like the particular historical
period or the particular national setting? Readers will recognize that this is
a relative of a general theory discussed in Chapter 1: pluralism. We already
know from earlier chapters that institutions and policy in our two countries
are very different. Why, then, should not the social and cultural settings of
business be very different? Why should they not reflect a plurality of
influences: different institutional settings, different national historical experi-
ences, and different sectors and industries? These three accounts — Grams-
cian, Schumpeterian, and pluralist — give us a framework to examine the two
national experiences.
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Box 7.1 Civil society groups and the regulation of business lobbyists in the EU

In June 2008, the European Commission, faced with allegations that business lobbying in
Europe was excessively powerful, introduced a voluntary register for lobbyists. But this has
failed to appease civil society groups critical of business power in Brussels. In October 2008, a
much tougher model of registration was proposed by an alliance of three groups: the EU Civil
Society Contact Group, the EU consumers’ organization BEUC , and the Alliance for Lobbying
Transparency and Ethics Regulation (ALTER-EU), a transparency body (EurActiv 2008). Three
features of this episode are revealing. First, the Commission and big business are now in an
almost permanently defensive mode in justifying their relationships: the Commissioner re-
sponsible for the voluntary register, in rejecting the alternative model, nevertheless conceded
that the Commission’s model was provisional and that its effectiveness would have to be
reviewed after its first year of operation. Second, the alternative model of registration and
monitoring is patterned on that in the United States — the system which has been most
marked by an adversarial, confrontational model of regulating the business lobby. We know
that business lobbies in the EU are influenced by American models and tactics; this example
shows that civil society lobbies critical of business exhibit the same pattern of cross-Atlantic
learning. Third, and most important, the campaign on the regulation of lobbyists shows the
existence of a dense network of civil society groups at work within EU institutions, attempting
to combat the power of business lobbies. The EU Civil Society Group was founded in 2002. It
brings together environmental campaigning organizations like Greenpeace International,
Birdlife International, Friends of the Earth Europe, and Bankwatch Network. The last is
particularly instructive of the way civil society groups critical of business are replicating the
success of business in multiplying ‘niche’ action groups: the contact address for Bankwatch
Network is c/o Friends of the Earth Europe (EU Civil Society Contact Group 2008). The BEUC
(European Consumers’ Organization) is one of the longest established lobby groups in
Brussels (tracing its origins back to 1962). It now has in membership forty-one independent
national consumer organizations drawn from some thirty European countries. It acts, in its
own words, as a kind of ‘embassy’ in Brussels for the consumer lobby. And as the range of
national members indicates, it is not confined to organizations from EU member states, but
covers also members from applicant countries and from the EEA — membership of which
encompasses the twenty-seven members of the EU plus Iceland, Lichenstein, and Norway
(BEUC 2008). The ALTER-EU is a coalition of over 160 civil society groups, trade unions, and
public affairs firms concerned, in its own words, ‘with the increasing influence exerted by
corporate lobbyists on the political agenda in Europe’(Alter-EU 2008.). The mere existence of
these groups in itself of course demonstrates nothing about the effectiveness of civil society
critics of the business lobby in the EU: it is perfectly possible that large national coalitions of
such groups suffer the same problems of cohesion as are suffered by business groups. But the
existence of such groups reminds us of an elementary but critical point that has recurred many
times in the pages of this book: lobbying is a competitive business. What matters is not the
existence, or even the resources, of an organized lobby: the critical factor is how effectively an
interest operates against its competitive critics. The dense network of civil society groups at EU
level shows that business lobbies have to operate in such a competitive and critical environ-
ment. In estimating the likely success of a firm’s products in the marketplace, we would not
just focus on the strengths of those products, but we would also compare them with the
attractiveness of rivals. Likewise, it only makes sense to estimate the power of a business lobby
by comparing it with the workings of its political rivals.




132

The United Kingdom: the transformation
of a hegemonic order

We know from our discussion in Chapter 2 that the critical historical feature
of British business was that it created the first industrial society, and that this
society was based on the principles of capitalism. In Chapter 2, we also
described the way this historical feature helped shape the wider social and
cultural setting of business, so we need here only briefly summarize that
historical context.

The first great modern industrial capitalist enterprises had emerged by the
middle of the nineteenth century. The social and cultural setting of this
business system was immensely favourable to business autonomy and privil-
ege. Most of the population was excluded from government, which was the
preserve of oligarchies dominated by the traditional aristocracy, its clients,
and some allies from manufacturing itself. Culturally, this was a society where
there was deference to social hierarchy, especially to hierarchy backed up by
property ownership.

In this setting, the most successful enterprises in finance and manufactur-
ing enjoyed great autonomy and privilege. Business regulation meant self-
regulation. In the City of London, this meant that the markets controlled their
own affairs. But we also know from Chapter 2 that even when the state created
regulatory laws — for instance, in health and safety for the workplace or
environmental pollution — those laws were implemented in a business-
friendly fashion. And we also know from Chapter 2 that this regulatory
culture persisted well into the twentieth century.

Did this mean that business values and institutions were hegemonic? Far
from it, for autonomy and privilege were bought at a price. Here lay the cultural
weakness of business interests. The price was that, while business ruled in its
own spheres, like the regulation of the enterprise, it was weak and excluded in
other key social spheres, and was often culturally marginalized. That weakness
and marginalization particularly affected manufacturing enterprise. Two in-
stances are particularly important. First, there is convincing evidence that the
wider culture, especially the culture of elite institutions in British society, was
unsympathetic to the life of business, especially the business of manufacturing.
For most of the twentieth century, the elite universities, which trained govern-
ing and business leaders, declined to teach many ‘vocational’ subjects, and
as lesser universities climbed the ladder of prestige, they sloughed off their
vocational origins. Within business itself, professions like law, and the life of
City banking and stock broking, enjoyed more prestige than manufacturing.
Thus, the manufacturing sectors that had created British world supremacy were
actually often disdained by educational elites, by governing elites, and by elites
in finance (Nettl 1965; Wiener 1981/1998; Barnett 2001).
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A second weakness flowed from this wider social and cultural subordin-
ation. The central state had little influence over the daily life of business; but
business, especially manufacturing, had little influence over some of the key
policies of government. The civil service and political elite in Whitehall and
Westminster had small experience of business life, and were dominated by
individuals educated at elite universities with little interest in vocational
education. The history of British economic policy for the first three quarters
of the twentieth century shows that the core of economic policy making — in
10 Downing Street, in the Treasury, and in the Bank of England — had
priorities very different from those of fostering manufacturing competitive-
ness. These elites were more concerned with the management of national
prestige and with the conduct of economic policy as an instrument of
national prestige. A well-documented example is the way the management
of sterling was designed to advance wide strategic objectives in foreign policy,
and was insensitive to the effects on the export competitiveness of British
manufacturing industry (Strange 1971; Pollard 1992).

The cultural legacy therefore bequeathed to the enterprise in Britain is
complex and contradictory. There undoubtedly was a kind of Gramscian
hegemonic regulatory ideology, which lasted well into the second half of the
twentieth century. It consisted in the widespread assumption that business
was the best regulator of its own affairs. This endowed business with great
control over the daily life of the enterprise. But the price of this was the
exclusion of business from many key policy-making processes in central
government and the pursuit of economic policies that were damaging to the
interests of the enterprise, especially of the manufacturing enterprise.

Much of this has been described in the past tense because, as we shall now
see, the social and cultural settings have greatly changed in the last quarter
century. That change has occurred is undeniable; but we shall also see that
there is room for debate about whether change has strengthened or weakened
business interests.

The mid- and later 1970s were critical years in reshaping the setting of
business in British society, as they were critical in reshaping much else about
Britain. A great crisis of the British economy, already one of the weakest in the
advanced capitalist world, was sparked by the wider international economic
turmoil caused by oil price rises in the wake of the Arab—Israeli War of October
1973. That in turn signalled the end of a ‘long boom’ across the advanced
capitalist world that had lasted virtually for twenty-five years, and the end of
the boom brutally exposed the weaknesses of the British economy — and the
international uncompetitiveness of much of British business. The crisis, and
the conclusions from the crisis drawn by governing elites in Britain, produced
important changes in the governing culture. Although the changes are mostly
associated with Thatcherism in the 1980s, there had already occurred a
more general cultural shift in the late 1970s even before the ascendancy of
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Thatcherism. This shift accepted important elements of the ‘anti-business
culture’ thesis. It accepted that there were ‘too few producers’ in the words
of an influential critique of the time (Bacon and Eltis 1976). It accepted that
the public sector was too unproductive and too large, that institutions like
universities and schools needed to connect more directly to the needs of
business, and that public policy needed likewise to be more closely geared to
the needs and wishes of business.

This new policy agenda shaped much of what government did in the 1980s.
Leading figures in the new Thatcher Administration, such as Sir Keith Joseph,
the most important intellectual influence inside the Cabinet, were deeply
influenced by the ‘anti-business culture’ argument and by the argument
that the ‘industrial spirit’ of enterprise and innovation was undervalued
(Denham and Garnett 2001). The ‘Thatcher Revolution’ tried to reshape
British culture and British institutions in a business-friendly fashion. Though
Thatcherites would have been horrified by the comparison, one could say that
they were attempting to create a new Gramscian hegemony. The results were,
however, mixed in their impact on the power and privilege of business.

Some results plainly did advantage business, especially big business. Labour
market policies in the 1980s tilted the balance of power in the workplace
towards business: they greatly reduced trade union power by a mix of
legislative change and policy initiatives, and they greatly strengthened the
hands of business managers. In a series of high-profile struggles between
employers and powerful unions — notably in coal mining and in newspaper
printing — the government successfully used employers as auxiliaries in battles
that destroyed traditionally powerful unions. An ambitious policy of privat-
ization shrank the public sector to the benefit of the private sector: the
domains of private business thus greatly expanded. The government’s policies
also helped produce a wider cultural shift in what remained in the public
domain. The language and culture of business were introduced into the daily
operations of institutions of the public sector, like health and education.
Broader economic policies, such as the reduction of taxation rates on cor-
porate earnings and on the highest income earners, were also designed to
reward business elites.

Most of these changes began under Mrs Thatcher’s Premiership after 1979,
but they were continued under her Conservative successor John Major
(1990-7). More important still, none of the key Thatcherite reforms were
reversed under New Labour which ruled in Westminster after 1997: there was
continuity in respect of industrial relations law, privatization, taxation, and
the introduction of business interests and concepts into the public sector
(Coates and Lawler 2000; Coates 2005). As we saw in the last chapter, New
Labour has been determined to present itself as a business-friendly party. In
short, for over a quarter of a century now, determined attempts have been
made by governing elites in Britain to reinforce business domination. We are
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seeing the attempted creation of Gramscian hegemony — the attempt to
establish a culture where business domination seems part of the natural
order of things.

The success of these changes is, however, limited by three factors: the effects
of other policies associated with the revolution of recent decades, the effects of
changes in the wider regulatory environment of the business system, and the
effects of cultural changes in Britain only indirectly connected with the
actions of either government or business. We examine each of these in turn.

Some important ‘by-products’ of the policy revolution have proved
destructive of the traditional sources of business hegemony. Business self-
regulation had its roots in a deferential and pre-democratic Britain. Recent
decades have seen grave damage done to these very institutions of self-
regulation. They were transformed in their traditional heartland, the City of
London, into something very different: a system of regulation managed by a
publicly accountable agency, the Financial Services Authority, which admin-
isters an increasingly complex set of rules, based on law. The great financial
crisis of 2007-9, which began with the nationalization of Northern Rock, and
culminated in the partial nationalization of most of the biggest banks, has
subjected the financial regulatory system to even more regulatory controls.
The regulation of the most economically sensitive professions — commercial
law, accounting, and auditing — also witnessed persistent corrosion of the
structures of self-regulation. The hegemonic ideology of self-regulation —
where it was instinctively assumed that business had an unchallenged right
to control its own affairs — has thus been weakened. If business now wants
self-regulation, it has to argue the case (Moran 2007: 67-94). After the near
collapse of the banking system in the autumn of 2008, it finds this case
increasingly hard to make.

Parallel changes have come over another part of that traditional hegemonic
ideology, the part that stressed the importance of practising ‘business-
friendly’ regulation in cases, like safety at work, where the state and the law
were historically present. The evidence from a wide range of domains —
environmental regulation, health and safety at work, and pollution control
— paints a consistent picture: domains once regulated informally and coopera-
tively with business are seeing a shift to more formal, legally based, systems of
regulation where there is much more emphasis on business compliance with
externally prescribed rules (ibid.: 131-8).

One reason for these developments can be traced to a well-documented
paradox of Thatcherism: it simultaneously dismantled some state controls
but reinforced others. Gamble’s characterization (1994) of Thatcherism as
involving ‘the free economy and the strong state’ catches this: reforms in-
volved the attempt by the state actively to redesign civil society so as to
promote the free market and achieve greater national competitiveness. This
produced not only institutional change, but also a change in regulatory style,
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as the central state became more aggressive and activist in the way it dealt with
business interests. The simple division of labour that once existed — where
business controlled its internal affairs and central government ran economic
policy — broke down. Wilks’s work on a key area of regulation — competition
and merger policy — has documented this shift. This is how he contrasts the
two landmark pieces of legislation governing competition and monopoly,
separated by a period of fifty years. He begins with a reference to the law of the
late 1940s that first established a system of control over monopoly, and then
contrasts it with the regime at the end of the twentieth century:

the 1948 Act catered to the voluntarism, the self-regulation, and the accommodative
arm’s-length relationship between government and industry that permeated the
political economy of the 1940s. The 1998 Act creates a more formal and legally
objective framework for industry. It provides didactic guidance rather than the
cooperative exploration that underlay its 1948 predecessor. (Wilks 1999: 322)

This formal shift has also been accompanied by a much more activist
pursuit of firms that breach competition law, coupled with the imposition
of historically unprecedented penalties. In 2007, British Airways lost several
senior executives, and paid fines in excess of £270 million to the Office of Fair
Trading (OFT) and the US Department of Justice, when it admitted attempts
at fare fixing (Done et al. 2007). (At the time of writing, criminal charges are
also in progress against some of the former executives.) In June 2008, the OFT
raided the offices of two bank giants — Barclays and Royal Bank of Scotland —
in search of evidence of price collusion. The case of competition policy also
highlights an additional source of change: the rise, in the case of the EU, of a
business regulator with very different traditions and expectations from those
that dominated UK policy domestically. Wilks again has documented the rise
of the European Commission (through DGIV, the competent regulator) to
what he calls the ‘most effective antitrust regime in the world.” (Wilks and
McGowan 1996; Wilks 1999: 300; Wilks and Bartle 2002). In 2007, the EU
scored a notable victory over a corporate giant when Microsoft agreed to
comply with its finding (backed by a ruling of the European Court of Justice)
that it must lower prices and allow competitors access to its technology.
Compliance from Microsoft came after a struggle lasting several years, and
involved the imposition of fines totalling nearly €800 million on the corpor-
ation (Buck 2006; Bounds and Dixon 2007).

From the 1980s, therefore, business in Britain faced a policy environment
very different from that which had been historically dominant: one where many
assumptions about the right of business to control its own affairs were now
open to challenge. These changes, we have seen, can be traced in part to the way
the attempt to rebuild the UK economy demanded a more interventionist
regulatory system, and partly to changes — like the impact of the EU — which
independently reshaped the institutional environment of business life.
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To this must be added the third factor identified above: wider cultural
changes that affect perceptions of the legitimacy of the business enterprise.
This goes to the heart of the problem of business power, for the most
important part of the policy revolution of recent years has not been institu-
tional, but cultural: to create a society where business values are hegemonic.
Political elites evacuated many historically important positions precisely with
this aim in mind: we have seen that New Labour abandoned many of its
historically established policies and accepted those — such as restrictions on
union power and privatization — introduced in the Thatcherite revolution.

But this transformation in elite culture was not matched by what a Grams-
cian might expect: a corresponding change in the wider civil society. On the
contrary, as elites moved in favour of business, the wider society actually
increased its hostility. There are several striking instances of this. In the 1970s
— at the moment when the attempt to create a more business-friendly
environment began — the main institutional opponents of business, the
trade unions, were consistently evaluated unfavourably in polls of the popu-
lation at large. But after thirty years of business-friendly policies, evaluations
have altered significantly. Now, it is big business that is viewed as untrust-
worthy and lacking in social conscience by a majority of the population
(Glover 2006; Moran 2006).

Moreover, while it is indeed the case that an important counterweight to
business — trade unionism — has been greatly weakened, new institutional
critics of business have become important. Some of these are creations of
recent decades, like the environmental groups such as Friends of the Earth
that inflicted the damaging defeats documented in Chapter 4. Some are
traditionally conservative institutions that until recently could be relied on
to support business elites. Thus, the social stance of the Catholic Church — a
traditionally reactionary institution — has been radicalized in recent decades.
Some are established charities, like the large-aid charities, which have
widened beyond charitable relief to policy advocacy (Moran 2006). Alongside
this mix of old and new critics stands a more diffuse world of radical action
against either business as a whole or against particular industries. The cam-
paigns mounted by these groups span a wide range. Some have engaged in
violent attacks on whole sets of institutions, as was the case with anti-
globalization protests in the City of London in June 1999 (themselves part
of a set of protests in other leading cities). Some have involved campaigns
against individual businesses that were either directly violent or worked on
the borderline of legality. In Britain, opponents of the use of animals in
experiments have conducted a sustained campaign against leading pharma-
ceutical companies and the academic research institutes to which they are
linked. Some campaigns against business involve peaceful lobbies — often
allied to traditional institutions like churches — that target the sourcing, the
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employment, or the trading practices of individual corporations; some, like
part of the animal rights movement, have involved serious illegality.

These institutional developments are inseparable from some wider cultural
changes in the environment of business. One critical development concerns
media treatment of the enterprise. Business practices and institutions, notably
those in financial markets, have been ‘mainstreamed’. In other words, activ-
ities that were once only reported in specialist outlets, mostly in the printed
media, are now a staple of mainstream news: of newspaper reporting and of
programmes in the broadcast media. (The rise of ‘mainstreaming’ is a phe-
nomenon shared with the United States, see Clark et al. 2004). Scrutiny of big
business — often connected to criticism of its employment and trading
practices — has increased. (In the United States, we shall see below a similar
development in allied media, also widely available in Britain: the development
in film and television of a genre of successful productions which are critical of
business practices.) It is possible that this increased media exposure, often
of a hostile kind, helps explain the cultural shift identified earlier: the
change in public perceptions of business, especially big business, and the
development of an institutional world which is critical of the practices of
large corporations.

It will be plain that developments over the last three decades have produced
complex changes in the social and cultural setting of the business system and
of the individual enterprise. It is indeed the case that we have been witnessing
the attempt to develop a ‘Gramscian project’ by governing elites. Institutions
and groups that traditionally criticized business in Britain — notably in the
Labour Movement — have been marginalized. But there is no Gramscian
hegemony. On the contrary, the story is very mixed as far as business is
concerned. An older hegemony — one that privileged self-regulation and
was deferential to business interests — has passed away, to be replaced by a
very different system of legally based regulation.

But if a Gramscian account does not fully convince in the case of Britain,
neither do the developments described here vindicate the interpretation we
might derive from Schumpeter: of a culture reshaped by intellectual elites into
hostility to the market order. Indeed, some of the confrontations between
individual business and state agencies derive from a determination on the
part of the latter more aggressively to enforce market competition: that is part
of the story of the role of the Office of Fair Trading in prosecutions of firms
like British Airways. Elite opinion shapers have been deeply divided. Many
elite commentators have been among the cheerleaders for neo-liberalism and
deregulation; others have been highly critical of big business. And, in a
manner that a Marxist might expect, capitalists in competition with each
other have turned out to be a highly damaging ‘hostile brotherhood’: the
price-fixing case against British Airways documented above was supported
by a competitor, Virgin Airlines, which ‘blew the whistle’ on a price-fixing
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Box 7.2 Lobbying a corporation about its marketing practices in the developing world: Nestlé
and the baby milk campaigns

Nestlé is a Swiss-based multinational, one of the longest established multinational corpor-
ations (1866). It produces what brand researchers identify as one of the top ten iconic global
brands, Nescafe (Sklair 2001: 86, 120-1). It has also been the subject of one of the longest,
best-organized campaigns by civil society groups aimed at controlling corporate marketing
practices in the developing world. The campaign centres on the marketing by Nestlé of dried
baby milk. Campaigners claim that it is nutritionally inferior to mothers’ milk. They also claim
that unscrupulous marketing practices mean that mothers in developing countries are per-
suaded unnecessarily to use the milk, and that low levels of literacy also mean that mothers
cannot understand the instructions that would make the milk safe to consume. The campaign
has pioneered many of the methods now used by civil society groups against multinationals. It
began in the 1970s with a German campaign that led to a libel suit by the company (see
below). The first coalition (INFACT — Infant Formula Action Coalition) was launched in the
United States in 1977. Now, through the International Baby Food Action Network, it covers
groups in over 100 countries. It has proved remarkably sophisticated in lobbying international
health organizations, and was the driving force behind the formulation in 1981 by the World
Health Assembly of the International Code of Marketing Breast-Milk Substitutes. This Code
has proved to be the crux of the case both for and against the company. Two other features of
the campaign are notable. First, it has spread from a single focus on Nestlé to a wider concern
with multinational food marketing practices in the developing world. Second, it has proved
adept at using the Web to publicize and propagandize: see for instance the web sites of
INFACT (http:/Awww.ibfan.org/) and of Baby Milk Action (http:/Avww.babymilkaction.org/). It
is, however, hard to know how much significant impact this has had on Nestlé’s fortunes. On
the one hand, global consumer polls show it to be one of the most boycotted brands on earth,
alongside Coca Cola and McDonald's (Tren 2005). On the other hand, the diversity of its
products means that, for ordinary consumers, identification for purposes of boycott, beyond
obvious icons like Nescafe, is difficult. What is without doubt is that the campaign has
produced a drastic change in the political tactics used by the company, and this change is
emblematic of a wider shift in corporate political strategy. In the 1970s, Nestlé reacted
aggressively. The original libel action was brought by the company against its critics. But the
favourable court judgement was so hedged round with judicial comments and qualifications
that it amounted to a Pyrrhic victory. As was the case with another famous libel action by a
multinational against critics (McDonald'’s), it served more to create sympathy for critics. Now
the company concentrates on trying to convince consumers, governments, and civil society
groups that it does indeed comply with the International Code of Marketing Breast-Milk
Substitutes, and that any failures to observe the code are due to actions of local employees,
who are suitably disciplined. It also invests heavily in reputation management strategies, such
as corporate philanthropy in the developing world. The fact that the campaign is so long
established thus allows us to observe the evolution of corporate strategies in the face of the
growth of critics in civil society. The most striking feature of Nestlé's behaviour is the way it
confirms the argument of this chapter. The company began with highly adversarial, confron-
tational tactics, but its behaviour is now marked by a much more subtle understanding of how
difficult issues can be managed in the media, and by the way it plainly appreciates that the
baby-milk issue cannot be dealt with in isolation, but has to be integrated into a wider strategy
of corporate reputation management. How successful in the long run this strategy will prove
we simply cannot tell. The story is still unfolding. Civil society groups have also proved
increasingly sophisticated, especially in dissemination and mobilization, and have proved
remarkably tenacious in pursuing the company over more than three decades.
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approach; and the EU case against Microsoft was prompted in part by
lobbying on the part of some of the Microsoft’s competitors who wanted to
improve their competitiveness against the software giant (Done et al. 2007).

The United States: between Gramsci
and Schumpeter

In earlier chapters, notably in Chapter 2, we discussed the social and cultural
legacy of American business, terminating our discussion at a moment in the
1960s when, most commentators agree, important changes took place in
the environment within which business had to operate. Here, we briefly recall
the terms of the legacy before turning to that new environment.

Any national society and culture is bound to be shot through with contra-
dictory traits. The United States is no exception, and these contradictions, we
can recall, ran through the historical experience of American business. On
the one hand, a variety of historically established features contrived to give the
business system a hugely favourable environment, endowing it with more
prestige than that enjoyed by business in Britain: there was no preceding
aristocratic culture to offer an alternative social hierarchy or an alternative to
commercial values; with the North’s victory in the Civil War, the foundations
were laid for a system of industrial capitalism that gave enormous wealth,
prestige, and political prominence to large enterprises and to the figures who
created them; America’s emergence as a world superpower during and after
the Second World War was bound up with the global expansion of American
big business. On the other hand, the very disruption associated with these
massive economic and social changes had prompted the original development
of Populism. This grew out of an agricultural culture of egalitarianism; it
celebrated the small and the local — in business and politics — against the large
and the national. It crystallized in suspicion of both ‘big government’ in
Washington and ‘big bankers’ on Wall Street.

These two traditions — those that place business at the centre of cultural and
society, and those that view its manifestation in large organizations as a
malign interest to be controlled — hold the key to what has happened
historically to the long-term social and cultural setting of business; and we
shall see in a moment that they continue to shape the experience of business
in American society. Viewed with the benefit of hindsight, the two decades
after the Second World War look like a golden age of business culture. The
New Deal had successfully stabilized American capitalism: from the early
1940s, the American economy began a sustained period of growth that spread
mass prosperity. The large corporation had learnt the techniques of mass
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communication and persuasion sufficiently well to create ‘the corporate soul,
in Marchand’s (1998) phrase: in other words, to endow the corporation with a
perceived personality that transcended mere economic calculation and that
established it as an important and benign institution in American life. The
emergence of the United States as the world’s leading economic and political
power conferred on American business, and especially on the large corpor-
ations that dominated the world economy, enormous prestige, and self-
confidence. The confidence this produced was exemplified by the remark of
Charles Wilson, the head of the giant General Motors Corporation, that ‘what
was good for the country was good for General Motors and vice versa’
(Wilson actually made the remark in 1953 at his Senate confirmation hearings
on appointment as Secretary of Defence under the new Presidency of Dwight
Eisenhower — an administration that recruited a large number of leading
business executives.)

In short, it seemed for a period that the historical tensions between two
views of big business — as exemplifying the dominant values of American life
or as threatening the core values of American society — had been resolved in
favour of the former view. But experience since then has shown that, on the
contrary, these contradictions remain intense. The contradictions and ten-
sions have reappeared, often in a highly explosive way.

There are five signs of this, and they are discussed here in turn: a change in
the character of business regulation, a related intensification of a tradition of
adversarial legalism, a rise in lobbies surrounding the giant corporation, a
long-term shift in public opinion, and a shift in the outlook of some parts of
elite opinion.

CHANGING CHARACTER OF REGULATION

The change in the character of business regulation dates from the era of the
‘new social regulation, whose origins most observers trace back to a few years
of hectic legislative activism in the late 1960s and early 1970s, when Congress
passed measures governing environmental, workplace, and consumer protec-
tion (Eisner et al. 2006: 37-9). This new era of regulation had a number of
distinctive features. The most important, as the name suggests, is that it
involved a widening in the range of regulatory tasks. The regulatory agencies
of the New Deal, and before, had essentially been concerned with instances of
market failure: for instance, with combating attempts by business to ‘rig’
competition or, as in the case of the Securities and Exchange Commission,
with regulating honesty and openness in financial markets. Now a whole new
set of agencies and laws appeared that attempted to control the social dimen-
sions of business: health and safety in the workplace, discrimination in
employment, control of the environmental impacts of economic activity,
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and protection of consumers at the point of purchase. The changes also
involved an important shift in principle: whereas traditional ‘market failure’
regulation had focused on the control of individual firms, the new social reg-
ulation now involved the regulation by general principles of whole sectors and
markets. It applied general proscriptions or injunctions to business life, and
attempted to narrow the range of bureaucratic discretion in implementing
regulation. In doing this, it helped intensify adversarial legalism.

INTENSIFICATION OF ADVERSARIAL LEGALISM

A considerable body of work has established that American ‘adversarial
legalism’ (Kagan 2001) is distinctive: that is, businesses in the United States
have been much more likely than their counterparts in the United Kingdom
(and elsewhere in Europe) to be subjected to civil or criminal sanctions or
indeed to meet contesting parties in court. The sheer scale of the new social
regulation strengthened this culture. Stewart has summarized the important
changes that consequently came over both the procedures and culture of
American business regulation:

After 1960, Congress created many regulatory programmes — most notably health,
safety, environmental, and anti-discrimination programmes — that apply to many or
all industries or employers. Faced with the necessity of regulating very large numbers
of firms, agencies shifted from a case-by-case adjudication (the traditional procedure
for making and enforcing regulatory policy) to adoption of highly specific regulations
of general applicability. . . . At the same time, the large number of firms and industries
affected, and the conflicts of interest among them, made negotiated solutions more
difficult. (1988: 107)

CORPORATIONS MORE AGGRESSIVELY LOBBIED

The rise of legal adversarialism is in turn connected to another development:
the practice of ‘lobbying the corporation), in Vogel’s phrase (1978). Corpor-
ations, we know from earlier chapters, are formidable lobbyists; but as the
giant corporation has become increasingly recognized as a powerful ‘visible
hand’ in social allocation, it has itself become the object of well-organized
lobbying. Perhaps the most striking feature of the political life of the large
American corporation in the last generation is the extent to which institutions
in the wider civil society have increasingly directed their efforts at trying to
shape its internal decision making. The plethora of groups varies along a
number of dimensions, particularly in radicalism, in methods used, and in
their history. Some are well-established institutions that for long had little
interest in affecting corporate behaviour, but which have now developed
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precisely such an interest: two very good examples are the established
churches, which traditionally were quiescent in their dealings with corpor-
ations in which they often had substantial investments, but which have now
almost universally become more assertive; and some long-established envir-
onmental groups, like the Sierra Club (Eisner 2007: 46-7). To these recently
active established groups, we should add a range founded in the last three
decades that lobby the corporation, and are inspired by a diversity of ideas:
environmentalism, consumerism, feminism, and pacifism, to name only four
(Berry 1999). What is more, the evidence is that the growth in the number of
advocacy groups seems to have been disproportionately concentrated among
non-business organizations (Skocpol 2003: 145).

We should not imagine that all these attempts to lobby the corporation are
radical, or anti-capitalist, in intent. Some indeed do spring from quite
fundamental opposition to key features of advanced capitalism: the most
obvious examples include the anti-globalization alliances and some of the
‘deep-green’ environmentalist groups that see the corporation as an agent of a
destructive and humanity threatening industrialism. Some, like many church
groups, are much more piecemeal in their demands. Some, indeed, such as
stockholder activism groups, share with corporate elites the quite conven-
tional aim of extracting the maximum in shareholder value from corporate
operations; they just want executives to pursue those aims more ruthlessly.
That does not, however, make them easier to deal with: on the contrary,
since their focus is often on details of everyday corporate activities, such as
the remuneration of top executives, rather than grand critiques of the whole
corporate order, they make quite immediate demands for changes in the
policies of individual enterprises.

MORE HOSTILE PUBLIC OPINION

The rising population of groups lobbying the enterprise seems to be con-
nected to a wider change in the environment of the large corporation, one
which has already cropped up a number of times in earlier pages. It seems that
there has occurred a sea change in the last generation in popular attitudes to
the corporation, and that the change involves greater popular hostility. All
generalizations about public opinion have to be made with caution, and the
caution needs to be redoubled when we are making generalizations about
trends, especially about trends that cover a long time period. It nevertheless
really does seem to be the case that this change has occurred. (We may gain
further confidence from the fact that it resembles a trend already identified
in the case of Britain.) When we go back as far as we can safely go — to opinion
polls dating from the 1960s — the image of big business seems to have been
increasingly damaged. Giant corporations are decreasingly trusted, and there
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is a decreasing belief that their activities contribute to the common good.
What is more, there is also now a striking contrast between public perceptions
of large corporations and small business — with the latter gaining much higher
approval ratings (Vogel 1996: 271; Dennis 2004: 11-13). In other words, the
established historical pattern originating in Populism seems to have reas-
serted itself. The revelations surrounding the collapse of financial institutions
on Wall Street in the autumn 2008 strengthened this revival of the Populist
tradition.

MORE HOSTILE ELITE OPINION

It is possible that this long-term shift in public opinion is linked to the fifth
and final development summarized here, though whether as cause or effect is
hard to determine: a change in the character of the opinions of some elite
groups to an outlook which is more sceptical about the market order in
general, and big corporations in particular. Business, especially big business,
retains powerful instruments of mass communication, and we shall see in a
moment how it uses these to defend its position. But there are at least two
signs of the development of attitudes critical of big business, and in some
instances of the market order, in elite institutions of American society.

The first is connected to a major institutional development of the last
generation: the huge expansion of the system of higher education. Univer-
sities are highly diverse places, and the American university system, partly
because of its size and because of the complex mix of private and public
institutions that it encompasses, is particularly diverse. But universities — in
part because of the genuine protection provided by the system of academic
tenure — are significant centres of criticism of big business and the market
order. This has been true historically, but two developments are new: the
critical turn taken in large parts of the academy in the 1960s which provided
important intellectual foundations for the new social regulation (Eisner et al.
2006: 37-8), and the sheer scale of the university system which has made it as
central to American society as is the corporation. The elite American univer-
sity perhaps comes closest to Schumpeter’s vision of an institution that fosters
groups able sceptically to interrogate the pretensions of business institutions
and the market order. Take the case of Yale University, one of the leading elite
institutions. Yale’s greatest political scientist of the last half century, Robert
Dahl, turned after the 1970s from a defender of American pluralism to a
sustained critic of the corporation (Dahl 1961, 1985). His colleague Charles
Lindblom produced the most influential book of the 1970s which argued that
fully developed democracy was incompatible with corporate capitalism
(Lindblom 1977). And at the other end of the time scale, his Yale colleague
James Gustave Speth published in 2008 an influential book arguing that
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capitalism as it now operates is incompatible with environmental sustainabil-
ity — or even human survival (Speth 2008).

The second sign of the growth of elite hostility to business concerns the
institutions of the mass media. Berry has documented the considerable
change in the tone of media, especially television, reporting of business
since the 1960s (Berry 1999: 119-30; Berry and Wilcox 2008). In part, the
change connects to a feature we have already identified — the ‘mainstreaming’
of business reporting, so that it is no longer confined to specialist media but is
a staple of main headline news. This has coincided with the onset of an age of
scandal in business life, in which much business reporting is concerned with
the critical reporting of the conduct of business life, the exposure of ‘scandals’
and the aggressive interviewing of figures who speak on behalf of business. In
turn this has been influenced by the activities of groups identified above — the
new lobbyists of the corporation who, naturally, try to pursue their case via
the mass media.

One of the oddities of the rise of this culture of criticism of big business in
the mass media is that, in the case of television, it is commonly transmitted by
companies that are themselves part of giant enterprises. A similar paradox can
be seen in another important area of cultural criticism, the creative film
industry. Hollywood has a long history of making outstanding movies
informed by a populist critique of the wickedness of big business, especially
of big finance: that is a theme of a classic like Citizen Kane (1941), a bleak
account of the corrupted life of a tycoon based on the life of the controller of
the Hearst newspaper empire; and It’s a Wonderful Life (1946), where the fate
of a small town is pictured as imperilled by a wicked banker — an exercise in
pure Populism. In recent decades, this critical tradition has been renewed. The
ideological foundations of many hit films that have nothing overtly to do with
big business nevertheless convey powerful messages critical of the business
order. A particularly significant example from the world of adult cinema is
provided by one of the great classics of the 1970s, the Godfather movies
(especially part I, 1972, and part II, 1974). In these films, criminality is viewed
as exemplifying an American way of business success, and the Mafia pictured
as a corporate venture fundamentally like any other. Some of the most
striking lines from the movies — ‘nothing personal, just business’ — have
entered the language. And in a development paralleling the changes in the
reporting of business news, a considerable mainstream market has developed
for films that expose the allegedly antisocial activities of big business: they
include hits like Wall Street (1987), an attack on the culture of big finance;
Super Size Me (2004) an attack on McDonald’s, an enterprise that has suffered
media criticism over a long period; and The Smartest Guys in the Room (2005),
which gleefully exposed the culture that led to the collapse of the Enron
Corporation (for Enron see also the discussion in Chapter 6). Many films
critical in this way have been made by small independent moviemakers,
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but they typically depend for commercial success on the willingness of
large corporations to distribute films that contain hostile anti-big business
messages: Super Size Me, for example, was given its television broadcast in
North America by MSNBC, a joint venture of two corporate giants, Microsoft
and NBC.

But while the cultural context in which big-business operates has become
more difficult in the last generation, this is not the whole story. An obvious
qualification is that the institutions we have described above as displaying
hostility are pluralistic in their structures and cultures. American universities
not only foster critiques of the business order and advocates of stricter
regulation, but also provide important service functions — through their
research and teaching — for big business. Yale not only produces critics of
capitalism like Lindblom and Speth, but also graduated the two Bush Presi-
dents (1988-92 and 2000-8), pillars of the American corporate order. The
pluralism of American intellectual life also means that — especially in depart-
ments of economics and in law schools — universities produce powerful
advocates of neo-liberalism and of market deregulation. The (University of)
Chicago school of economic theory, which deeply influenced public policy
from the 1970s on, is a good example. (Though this did not mean that
academic advocates of deregulation did what big business liked: the great
economist Alfred Kahn, during his tenure as head of the main federal agency
regulating the airlines, dismantled cartels in the face of opposition from the
big airlines, dismissing aeroplanes as ‘marginal costs with wings’; McCraw
1984: 22.) Likewise, the growth of a newly adversarial style in reporting of
business affairs has been matched by another kind of adversarialism: the
development of channels — the most famous of which is probably the Fox
News Channel, the largest of the cable news subscription channels in the
United States — which are closely aligned to the business priorities of their
owners and which overtly produce propaganda for the market order.

The rise of this new pro-business adversarialism is connected to a set of
developments within business institutions, some of which we have touched
upon in earlier chapters. Three are particularly important. First, we know
from earlier chapters that there has been a transformation in the sophistica-
tion of business lobbying in the last generation — a development that plainly
responds to a much more competitive lobbying environment and to a much
more questioning cultural setting for business. The sophistication has partly
consisted in improving the quality of the specialized lobbying operations
themselves, and in part in a realization that specialized lobbying alone is
often ineffective: it is necessary to integrate this kind of lobbying with a more
sustained attention to public perceptions of enterprises and brands, precisely
because of the growth of scepticism among wider publics. Hence the conver-
gence that we described in Chapters 3 and 4 of orthodox lobbying with
corporate PR.
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Second, we can see in the last generation a change in the way business,
especially big business, manages the problem of collective action. This goes to
the heart of trying to create a business-friendly culture, as distinct from
advantaging one enterprise or industry. The transformation of big-business
lobbying which we described in Chapters 3 and 4 catches this development.
The formation of the Business Roundtable coincided with the development of
a more difficult cultural environment for corporations. The shift from the
‘personal’ and ‘informal’ style of the old Business Council to the more
professional and publicly active style of the Roundtable was a functional
response to this new, more difficult setting. The impressive resources and
professionalism of the Roundtable are tributes to the way big business rose to
the challenge posed by a more hostile cultural climate.

But it is the third development that is most significant of all, for it addresses
directly the problem of the growth of a more hostile cultural environment.
Faced with a climate of hostility born of long-term shifts in public opinion
and the growing sophistication of institutional critics of business, the business
community has responded with an active campaign designed to influence
opinion, especially opinion among elites and those capable of forming atti-
tudes in the wider public. The best-documented instance of this is the ‘think
tank’ boom: an extensive investment in think tanks designed to produce both
research and advocacy favourable to business as an institution and to produce
opinion favourable to the wider free enterprise system. Think tanks have
sought to influence the general debate about the terms of economic policy
and have sought to shape partisan political outcomes. Among the best known
are the Heritage Foundation (established 1973) and the Cato Institute (es-
tablished 1977), as well as longer established bodies that were revitalized from
the 1970s, like the American Enterprise Institute (originally established 1943).
The modes by which these different bodies work are varied. Some target the
core of the intellectual elite by sponsoring substantial, well-researched mono-
graphs (historically the route followed by the American Enterprise Institute).
Berry has shown that more recent creations have sought to shape everyday
debates among intellectual and policy elites, for instance, by trying to place
‘op eds’ in places that are read by the influential, such as The Wall Street
Journal (Berry 1999: 137-42). This tactic is plainly designed to combat the
hostility in intellectual circles that Schumpeter forecast: or to put it another
way, it is an attempt to create a Gramscian hegemony for the market order.

A growing body of academic work charts this ‘Gramscian’ project (for
instance, Ricci 1993; Béland and Waddan 2000; Parmar 2005; Peck 2006).
How successful the project has been is nevertheless debatable. It is undoubt-
edly the case that there have occurred, alongside the growth of public
scepticism, a number of developments which have greatly benefited the
business elite. They include the deregulation of markets, the growing em-
phasis on extracting shareholder value from enterprises, and a sharp increase
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Box 7.3 How an Anglo-American giant responds to the challenge from civil society groups:
the case of BAT

The tobacco industry is one of the most difficult to defend from critics in civil society groups
because of the definitive link established a generation ago between tobacco consumption
and a range of mortal diseases, notably forms of cancer. BAT is in the eye of the storm, as the
world’s second largest quoted tobacco company by market share, with brands sold in more
than 180 markets. The business is by origin an Anglo-American enterprise, established in
1902 as a joint venture between the United Kingdom'’s Imperial Tobacco Company and the
American Tobacco Company founded by the great innovator in cigarette production, James
Duke. How BAT organizes its public face to counter the storm of criticism can easily be
observed from its very informative web site (at http://www.bat.co.uk/). How it talks internally
is nicely described in one of a series of annual reports on its performance in corporate social
responsibility published by the Corporate Responsibility Coalition (CORE). (The ease with
which CORE gained access to internal BAT documents incidentally highlights another aspect
of the political life of the large corporation: as it is a bureaucratic organization which conducts
its affairs quite formally, virtually nothing it says ‘internally’ can in practice remain confiden-
tial.) The range of the alliance formed by CORE indicates the scale of the challenge facing the
company. It goes well beyond anti-smoking and public health organizations, representing
more than 100 charities, faith-based groups, community organizations, unions, businesses,
and academic institutions. Christian Aid and Friends of the Earth are members of its steering
group. Two features of the BAT strategy revealed by its own documents are particularly
striking because they illustrate key themes in both this chapter and in Chapter 4: reputation
management and management by corporate giants of industry trade associations. But what is
also remarkable about the strategy of reputation management is the pessimism of the
company'’s documents, which mostly contain a set of rhetorical questions to itself. Thus,
‘The question we need to ask is: Can the tobacco industry move itself ahead — fast enough
and far enough — of the WHO (World Health Organization) agenda to enhance its reputa-
tion?’; and ‘The most elusive part of the campaign . .. reputation management will require
some searching discussion, solid research and hard business decisions’ (quoted in CORE 2005:
10). In short, it is easy to identify the problem of reputation management, more difficult to
solve it. Whether establishing university chairs or sponsoring musical events (two BAT tactics)
can suffice is questionable. More tractable, because more institutionally specific, is the
manipulation of a trade association. Manipulation of this kind, we have seen at several points
in this book, is important because it identifies the narrow interests of a company with the
more general interests of a sector. Hence, BAT speaks of using the International Tobacco
Growers' Association (ITGA) as ‘a ““front” for our third world lobby activities'. In exactly the
way described in our account in Chapter 5 of how large firms engage with trade associations,
it speaks of using the ITGA to capture the ‘'moral high ground’, and claims to have trans-
formed the Association from ‘an introspective and largely ineffectual trade association to a
pro-active, politically effective organization.” Hence, it says, ‘this is one way of getting value
for our subs to the ITGA’ (quoted in CORE 2005: 14-15). None of this guarantees success in
BAT's lobbying activities, but it reinforces three critical points in making sense of how
corporate giants respond to their wider social environment. First, for many industries political
struggle is at the heart of their lives, and issues of production and marketing are secondary.
Second, giant corporations are realistic and sophisticated in their view of the challenges that
face them. Third, above all, what they do cannot be evaluated in isolation — effectiveness also
depends on what the opponents and critics of business in civil society are doing.
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in inequality as the rewards of the business elite have outstripped the pay of
normal people. This last development is accompanied by an intellectual
apparatus that ranges from the sophisticated to the primitive. The former
include elaborate theories supporting the creation of incentives like stock
options which have massively enriched parts of the business elite, and equally
elaborate theories arguing that reducing personal taxation on the very rich
creates incentives for wealth creation that benefit all society. The primitive
include the crudest kind of ‘boosterism’, often promoted by the beneficiaries
of the new inequality: an example is the self-adulatory publications of Jack
Welch, former CEO of the corporate giant General Electric (see Welch and
Welch 2005).

How far the rise of neo-liberalism and of massive enrichment of the
corporate elite is significantly due to the shaping influence of business-
sponsored think tanks is more uncertain. There are, as we have seen, spec-
tacular instances of high-profile pro-business think tanks that have been
created, or revitalized, in recent years. It also seems that the new think
tanks designed to engage in partisan policy advocacy are more common on
the libertarian ‘right’ than on the liberal ‘left’ (Berry 1999: 141). On the other
hand, the wider population of citizen activist groups, which the libertarian
think tanks are partly designed to counter, are overwhelmingly dominated by
‘liberal’ groups that promote active government and are critical of business
(Berry 1999: 142—4). And the libertarian think tanks are, as we have also seen,
working in a pluralistic elite culture where substantial parts of the intellectual
elite — in universities and in the mass media — question the terms of the neo-
liberal order.

From hegemony to pluralism

We can now review the fate of the three theoretical accounts with which we
began, in the light of the evidence from our two cases. There is no doubt that
at particular periods, in both our country studies, there has existed what can
reasonably be called a Gramscian hegemony: in other words, a state of affairs
where business power and privilege, and the market system, were thought
more or less instinctively to be part of the natural order of things. Two
particularly important periods are: the United Kingdom for much of the
nineteenth and the first half of the twentieth century, when the right of
business to regulate its own affairs was barely challenged; and the United
States for a couple of decades after the end of the Second World War, when the
giant corporation was able to picture itself as a benign institution in American
life. It is also the case that in the last couple of decades, we have seen a
determined attempt to recreate a Gramscian hegemony: to establish as an
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instinctively accepted fact of life that the market is the naturally best way to
allocate resources and that empowerment and enrichment of a corporate elite
inside the biggest enterprises is simply a necessity if the market order is to
prosper. The generalizations offered in the preceding sentence apply to both
the United States and the United Kingdom.

But the success of the Gramscian ‘project’ is limited both by what we can in
summary call Schumpeterian influences and by the persistence of pluralism.
In exactly the way we would predict from Schumpeter’s work, there have
developed strata of intellectuals — in universities, in the mass media, and
amongst lobbying groups in civil society — critical of the market order and of
the giant corporation. Nevertheless, nothing like the suffocating anti-market
orthodoxy predicted by Schumpeter has arrived: the intellectual critics of the
market order form a significant part of the policy chorus, but are neither the
only voices, nor the dominant voices. This is precisely because the policy choir
has, contrary to the expectations of both Gramscian and Schumpeterian
theory, actually become more pluralistic in the last generation. There is a
cacophony of voices to be heard in debates about the market order in general
and about the practices of the giant corporation in particular. The swelling
cacophony has something to do with the changing character of democratic
politics — one of the themes of the next chapter.



Restless Democracy and
Restless Capitalism

Economic change and the politics of business
representation

‘Restless capitalism’ is the famous characterization of the economic system
of advanced capitalism offered by Joseph Schumpeter: a ceaseless process of
‘creative destruction) to use another of Schumpeter’s vivid phrases, where
sectors, industries, and firms are destroyed and displaced by competitors
through competition and continuous innovation (Schumpeter 1943/1976).
But democracy is also restless. Two mechanisms help produce this: democratic
politics are, in part, about the representation of powerful interests, so they
are bound to reflect the struggles originating in the creative destruction of
a capitalist economy; and since democracy is itself a competitive system, the
very process of democratic politics destroys or weakens some institutions
and interests, and strengthens others. Thus, democratic competition is an
accomplice of Schumpeter’s creative destruction.

This final chapter is about the way restless capitalism and restless democ-
racy combine, and about the consequences of this combination for the
politics of the business system. We will see that some of the ‘restlessness),
both economic and political, is especially pronounced in the Anglo-American
world; but the changes surveyed here are also present in the wider world of
capitalist democracies. Restless democracy and restless capitalism raise issues
that are both empirical and normative. They return us to some of the
empirical questions that opened this book, notably about how we can best
characterize business power in capitalist democracy, especially in the two
systems that are the main concern of this chapter. But these empirical
questions naturally connect with difficult evaluative problems. One of the
most important reasons we need to arrive at accurate empirical accounts is
that they affect the credibility of the claims made for democratic government.
If business power does indeed limit the practice of democracy, then that
finding must damage any normative defence of democratic politics. A defence
of the moral superiority of democratic systems over other forms of govern-
ment has to rest in part on the empirical claim that democratic politics can be
practised in the presence of the giant corporation.
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Box 8.1 Representing business in the EU: two strategies for collective action — Round Tables
versus Grand Confederations

A recurrent theme of this book has been the tension within business between political action
designed to protect the interests of the individual enterprise, and political action designed to
protect the collective interests of the business system. We have seen that individual enter-
prises can try to resolve this tension, if they are sufficiently well resourced and sophisticated,
by ‘capturing’ or even founding trade associations. That still leaves the problem of providing a
collective voice for business. No Europe-wide party political movement has yet emerged (of
comparable cohesion to nation-based pro-business parties) to do that job. The difficulty is
peculiarly acute in an EU of 27 member states. Two institutional solutions to this problem have
emerged. One we have already examined at a number of points, notably in Box 4.1, p. 62.
That box described the European Round Table of Industrialists and summarized its main
strengths and weaknesses: it encompasses the significant corporate giants in the EU, and
copies the institutional innovation of the US Business Roundtable in demanding the active
engagement of the most senior executives of member firms; but it manages to combine a
heterogeneous membership with identification with a particular sector, big business, and a
generally unpopular one at that. The alternative strategy is provided by the longest established
business lobby group in the EU, Business Europe, which aims for a much more comprehensive
coverage. It grew out of the Conseil des Fédérations Industrielles d’Europe (CIFE), founded in
1949, and was formally established as the Union des Industries de la Communauté europé-
enne (UNICE) in March 1958, ‘to track the political consequences of the community created
by the Treaty of Rome’ (Business Europe 2008a). It has from the start gone down a very
different route from the highly personal engagement of the European Round Table of
Industrialists. It is a grand European confederation: an organization which consists of mem-
bers drawn from the most important national ‘peak’ business associations, both trade
associations and employers’ associations. There are presently forty national federations and
confederations in membership. They include some of the national giants of business repre-
sentation, such as the Confederation of British Industry and the Bundesverband der
Deutschen Industrie. Given this range of members, it is not surprising to discover that Business
Europe is engaged right across the spectrum of economic and social policy in the Union, and is
engaged also in the international diplomacy of business. For instance, it convened a
meeting of leaders of the most important national business federations in Paris on 7 Novem-
ber 2008 to discuss the world economic crisis. But the outcome of that meeting illustrates the
problem of this level of collective action. When the leaders in Paris turned to a statement of
what they believed in they were reduced to the anodyne: ‘Private enterprise is the engine of
the economy and will drive the recovery process. High ethical standards, risk and initiative
taking, responsibility, accountability, sustenability [sic] are all essential values' (Business Eur-
ope 2008b). The platitudes are rooted in the institutional nature of Business Europe. It indeed
includes the national big hitters like the CBI and the Bundesverband der Deutschen Industrie.
But its 40 members also include bodies like the Employers’ Confederation of Latvia. In other
words, to the extent that it achieves its ambitions of comprehensiveness to give it legitimacy
as the collective voice of European business, it incorporates also all the divergences and
tensions that divide the interests of different sectors and different national business commu-
nities. None of the member federations and confederations depend on Business Europe for
their EU level representation. All have offices in Brussels, and all are well networked in their
individual national political systems. Thus, while the European Round Table of Industrialists
has some problems of maintaining cohesion in the face of its members’ diverse interests, its
problems pale into insignificance alongside the delicacies of diplomacy entailed in getting the
institutional members of Business Europe behind common positions.
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As we shall see, it is demonstrably the case that in the last generation both
capitalism and democracy have confirmed their ‘restlessness’ Two critical
questions therefore arise: what has change done to our empirical understand-
ing of the connection between business and democratic politics; and what has
it done to any normative defence of the viability of democratic politics in the
presence of the characteristic institution of the capitalist system, the business
enterprise? We begin by sketching the changing character of ‘restless democ-
racy, and what this has done to the political position of business; continue
with an examination of the changes in business, and what these, conversely,
have done to democratic politics; examine some of the normative implica-
tions of what we have found; and in the last section of the chapter come full
circle, to the issues about similarities and differences between American and
British capitalism with which the book began.

Restless democracy and business politics

Democracy is ‘restless’ for many reasons but, in advanced capitalist democ-
racies, the restlessness may be summarized as the product of two kinds of
competition: political competition, for office and for influence over public
policy; and economic competition which creates changes in the patterns of
interests that then struggle in the political arena.

Anglo-American democracy has been subjected to particularly important
changes in recent decades. The ‘democracy’ that we understood in the Anglo-
American world in the 1950s is not the democracy that we see now. Particu-
larly important changes have taken place in some of the key institutions of
democratic participation, in the way democratic political leaders have viewed
the business community and in the kinds of policy outcomes produced by
competitive democratic politics. Let us look at each of these in turn.

Institutional change is fundamental because it goes to the heart of the
democratic political process: the means by which mass political loyalties are
shaped, and mass political participation engaged. In respect both of loyalties
and engagement, there have been profound shifts. The most obvious sign of
this is the secular decline of the political party, historically the key institution
that engaged the loyalty of citizens and shaped their participation in politics.
In the United Kingdom, this has taken the form of a precipitous fall in the
their membership: the individual membership of the Conservative Party,
recall from Chapter 6, has fallen from over 2.8 million in the early 1950s to
around 250,000 now; in the same period, Labour’s individual membership fell
from around 1 million to around 170,000. American political parties have no
comparable category of membership, but there is convincing evidence that by
other measures they have been losing their hold. In the United States, active
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engagement with parties is on the wane: readiness to identify with parties is in
decline, and preparedness actually to turn out to vote for parties at elections is
likewise in decline. We discussed this at some length in Chapter 6, so here we
offer only a summary of change. Green, in a review of the evidence spanning
the 1960s through the 1990s, describes things as follows: ‘there seem to have
been significant decreases in the identification with, and evaluation of, the
major parties and the party system as a whole’ (2002: 319). In turn the ability of
parties to turn out the vote — the most important form of conventional
political participation — has declined: turnout in American Presidential elec-
tions, for instance, fell from about two-thirds of the electorate to under a half
between the 1960s and the 1990s (ibid.: 334). This finding is made more
striking because it parallels party decline across a wide range of (otherwise
often very different) European democracies (Mair and Van Biezen 2001) and
indeed across the larger world population of capitalist democracies (Dalton
and Wattenberg 2002). As in numerous other respects, the American Presi-
dential election campaign of 2008 disrupted this pattern: the extraordinary
enthusiasm generated by Barack Obama, the successful candidate, signifi-
cantly raised turnout, to about 64 per cent of the eligible electorate — the
highest for a generation. How far this is a single ‘spike’, and how far a reversal of
a long history of decline, obviously only time can tell.

For the institutions and actors damaged by the long-term developments —
the party elites that a few decades ago dominated political participation and
political loyalties — they appear as signs of difficulty or even crisis in the
functioning of democratic politics. But a more neutral way to understand
change, and one that throws a revealing light on its implications for business,
is to see it as the natural product of the competitive character of democracy.
In the ‘marketplace’ for political loyalty and political participation, new
modes and institutions have captured the attention of citizens, at the expense
of parties. There has not been a retreat from participation, but rather a shift to
new kinds of engagement. Here the evidence of similar patterns in our two
cases — and indeed in other advanced capitalist democracies — is also striking.
The arenas where participation is taking place are changing: there has been a
move to public demonstrations, involving activities in ‘public spaces’
(marches, rallies, and direct action like blockades). These often challenge
the established notion that participation and protest should be ‘constitu-
tional” — that is to say, should be channelled through the hitherto dominant
institutions like the big political parties. There has also occurred growing
individualization of political participation. That is, there has been a shift
away from engagement with explicitly political institutions concerned with
collective action, such as political parties and trade unions. By contrast, there
has been a rise in activities that can be done individually: signing petitions;
turning out for demonstrations and marches; and boycotting goods, services,
and even whole countries.
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This change to a more individual style of participation has not happened in
an institutional vacuum. It is connected with the organization of new modes
of political action. We can see that some kinds of ‘individualized’ participa-
tion can indeed happen spontaneously — in the manner of some demonstra-
tions in public places, for instance. But it is equally obvious that most forms
of individual action are only possible because some person, or institution, has
created the opportunity for action. To be signed, petitions have to be drawn
up; and most demonstrations, marches, and boycotts have to be organized.
The key institutional development here is change in the world of pressure
groups. Although we do not have robust long-term data, it does seem that
there has been an expansion in the population of this part of the organized
social world. It is true that observers like Putnam have traced in the United
States a decline in associational activity, though even this is controversial,
and it does not seem to be replicated in Britain (Maloney et al. 2000; Putnam
2000). More pertinently, in the world of organized pressure group politics, it
seems that there has been a long-term growth in the number and membership
of such groups. Many new groups have been created, and many old ones have
prospered. There has been particular rapid growth in membership of leisure
and cultural organizations, the most successful of which seem to be focused
on the natural world, and are loosely called environmental organizations.
There has been a boom in membership of long-established bodies concerned
with nature (the Sierra Club in the United States, the Royal Society for the
Protection of Birds in the United Kingdom) and in addition many new ones
have been founded (Berry and Wilcox 2008). The creation of new groups in
turn is linked to the spread of networks of groups that form ‘movements’ of
various degrees of cohesion: the best documented are the women’s move-
ment, the environmental movement, and (more problematically) the anti-
globalization movement.

As this last illustration shows, these developments have potentially import-
ant consequences for the shape of business politics, and some of these have
cropped up already in earlier pages. They both potentially advantage and
potentially disadvantage the business lobby.

One big advantage for business plainly arises from the character of party
organization and partisan campaigning. A generation ago, the parties were
labour rich organizations, and campaigning was a labour intensive activity.
In the intervening years, the parties have substantially lost this resource.
Partly in consequence, they now rely much more on mass media and elec-
tronic campaigning, and on professional probing of public opinion to shape
party policies, by techniques such as focus groups. The decline of mass
attachment has not only robbed the parties of a direct resource, but has
also robbed them of a way of raising financial support, a problem magnified
by the fact that the new ways of trying to gauge and shape public opinion
generally require lots of cash. This is why on both sides of the Atlantic parties
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now increasingly rely on institutional sources of financial support. In part,
this means state financing, but it has also involved soliciting the wealth of the
super rich, or the support of large corporate backers. As a result, business has
permeated the party system to an increasing degree in recent years — though
with variable consequences for recruitment to elective office on either side of
the Atlantic, as we shall see later.

The changing character of the pressure group system has also advantaged
business. The multiplication of groups has been accompanied by the growth
of a lobbying industry. There has been increasing professionalization of the
lobbying process. In all this, as we have seen at numerous points of this book,
business has considerable advantages, and it has exploited this new feature of
modern democracy in important ways. It is a major client — indeed the major
client — of the new lobbying industry: since it has big interests at stake in the
policy process, it has the incentive to employ professionals, and it has the
means to use their (expensive) services. Indeed, even within the largest firms,
as we have also seen at numerous points in earlier pages, there has been a
growing professionalization of the lobbying function.

These effects arise from the damage done to political parties by the pro-
cesses of democratic competition. In the struggle to exercise control over the
policy process, they have been partially displaced by professionally organized
lobbyists and popularly based political movements. The contingent results
include an increasing reliance by politicians and their parties on business
finance, and an increasing tendency for special lobbies — where business is
exceptionally well organized — to ‘drive’ policy processes.

This links to another big advantage that business has derived from the
changing character of democracy. Parties have not only declined in the
competition for institutional resources, but have also declined in the compe-
tition for ideas. Party ideologies — for instance those organized on a left right
spectrum — decreasingly occupy a central place in shaping the expression of
political preferences. The decline of party identity has allowed many new
identities to influence policy preferences — such as those reflected in the rise of
political movements like environmentalism. But perhaps the most important
advantage accruing to business from this change has been the decline of
parties as repositories of ideologies critical of business institutions and the
business system. The single biggest example in these pages is provided by the
case of the Labour Party in Britain, where New Labour in the 1990s rein-
vented itself as a business-friendly party. Business is now less likely to be
confronted by critics in the political parties than at any time for nearly a
century.

In summary, the biggest changes in the political system which have accrued
to the advantage of business interests all turn on the changed character of
political parties: their decline as agents of political identification, participa-
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tion, and policy preference formation; and the rise of competitors to parties as
sources of identification, participation, and policy innovation.

But these developments do not always produce benign outcomes for
business. A number of problems have been created for the smooth exercise
of business power by ‘restless democracy’. The most important arises from the
way newly successful competitors to political parties have created a social and
cultural environment which is often hostile to business. As we have seen at
numerous points in this book, notably in Chapter 7, the changes have helped
transform the social environment of the firm and of the business order. This
has had particularly important consequences for the kingpin of the modern
business system, the giant firm. The proliferation of new kinds of group
organizations, of new modes of lobbying, and of new policy concerns has
helped create an increasingly sceptical, social, and cultural environment. In
short, the challenges outlined in the preceding chapter are fundamentally the
result of the transformed partisan environment within which business, espe-
cially big business, has to operate. Parties are more business compliant than
they have been for a long time, but the worth of this compliance is much less
than it has been for a long time.

These problems have been made acute by a development that has also
recurred in these pages: it concerns the individualization of business lobbying,
especially in the large corporation. By individualization, I mean the extent to
which the large-business corporations have felt able to ‘go it alone’ in organ-
izing their own lobbying. There is no doubt that this has transformed the
effectiveness of business lobbying, and for the better as far as the individual
corporation is concerned. But in many cases, as we have seen at numerous
points in the preceding pages, it has also reduced the reliance of the individual
corporation on institutions of collective representation, like trade associ-
ations, and has fragmented the business lobby. One of the themes of earlier
chapters has been the extent to which the highly professionalized lobbying
operations of business enterprises have been mobilized to counter the ambi-
tions and interests of other business enterprises.

This very professionalization has another significant consequence, docu-
mented by Martin. As we saw in Chapter 4, she speaks of whole sectors and
industries being ‘stuck in neutral’ This is a metaphor for the problems faced
by enterprises in forming a clear view of their interests, and acting upon
them — mobilizing, in other words, the impressive resources at their disposal.
They are stuck in neutral because the very professionalization of the lobbying
function inside the firm has complicated the organizational and ideological
process by which the enterprise recognizes and acts on its interests. The
positions adopted by a firm have to be negotiated under the influence of
professionals who themselves are subject to a wide range of ideas, not all of them
originating in the business world. The development of professional roles inside
firms concerned with the management of the firm’s regulatory responsibilities
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Box 8.2 The World Economic Forum: transnational planning body or the world's most lavish
cocktail party?

A key theme of this and the previous chapter has been the significance of the rise in civil society
of critics of big business, and of the way changes in the domestic organization of leading
democracies have helped these critics mobilize politically. But big business has not been
acquiescent in this development, and one of the most widely noticed developments has
occurred on the level of global policy organization in the form of the World Economic Forum
(WEF). The Forum'’s annual meeting in Davos is its public face — a globally publicized mix of
public and private business and social meetings for the global economic elite. Is it part of a
‘transnational planning body’ that Robinson and Harris (2000) claimed had now developed for a
new capitalist class? The public face of the Forum — the gigantic extended annual cocktail party
in Davos — is only part of the story. As Graz (2003) documents, this is just the tip of the iceberg:
the Forum is a well-resourced institution which runs all year round as a lobbying and intelligence
institution for global business. Carroll and Carson (2003) show that the core of the WEF — the
membership of its governing Foundation board — is drawn from a well-integrated corporate
elite that is also prominent in other transnational groups, like the Bilderberg Group (discussed in
Chapter 4). More elusively, but perhaps still important, there is a reputational effect: by contrast
with more discreet bodies like Bilderberg, the Forum has managed to establish itself in the public
eye as the representative of global business in a globalized economy. But three problems remain
in showing that we are indeed looking here at part of a transnational planning apparatus. First,
Carroll and Carson show that the small numbers of corporate leaders prominent at the heart of
the WEF are not representative of the global economic elite: they are disproportionately drawn
from a North Atlantic elite, which also dominates other transnational institutions. In short, the
leadership is not truly global. Second, real doubts exist about how far common membership is
translated into social and policy cohesion — typified by the difficulty of making sense of the
annual meeting in Davos, which has become an increasingly diverse jamboree attended by a
curious mix of individuals with real economic clout, invited figures from NGOs, some of whom
are critics of global business, and narcissistic celebrities. The third and most serious difficulty
concerns the policy meaning of the operations of the Forum. That its intelligence and policy
commentary functions are important is well established. But how far it functions as a planning
body for a global business elite is much less certain. As we have seen, it does not encompass the
full range of that elite, though it does encompass an important part of its core, in the North
Atlantic. As Graz shows, what it also does when it turns to substantive policy problems is to
integrate the often very different policy preferences of different parts of the business elite.
Moreover, since the number of business leaders involved at the core is quite small (the
Foundation’s Board has twelve members), it can be sensitive to the personalities and prefer-
ences of highly assertive and able individuals. In short, the WEF may do exactly what it says on
the tin: provide a forum. In other words, it may provide an important place where key members
of the business elite can meet to debate, and sometimes to coordinate; but that is quite a long
way from performing a sustained planning role.

is especially significant. These regulatory responsibilities impinge on every
aspect of the enterprise. The professionalization of roles, notably those
concerned with regulatory compliance, imports into the firm many of the
views and policy debates that are in the wider social and ideological environ-
ment of business. Thus, industries and sectors become ‘stuck in neutral’
because they themselves become arenas in the struggle to identify what
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actually constitute collective business interests. In Martin’s words, summarizing
her argument:

The patterns of corporate deliberation investigated in this book give insight into a
central feature of business interest representation — stalemate. Despite the popular
view of big business as the Goliath of American politics, the large employers most
likely to support human capital investment policies are weakly organized in most
areas of policy. Although large corporations often dominate regulatory politics
directly connected to their core production activities, they are less well equipped to
act on shared social concerns. Lacking a forum for expressing collective interests, these
companies are stuck in neutral, unable to generate positions in debates about broad
collective, social goods. (2000: 5-6)

This last insight — that the firm itself is an internally complex institution in
which views and preferences are by no means simple to work out — connects
to a major theme to which we now turn: the changing character of the
business system itself.

Restless capitalism and business politics

‘Restless capitalism’ is derived from Schumpeter’s characterization of the
capitalist economic order — the ceaseless process of ‘creative destruction’
involving the linked mechanisms of market-driven change and technological
innovation (Schumpeter 1943/1976: 82—4; Metcalfe 2006). We know from
our discussion in Chapter 7 that Schumpeter predicted that capitalism
would destroy itself by its very achievements: it would dissolve the institu-
tions and social bonds that underpinned the market order, and would be
succeeded by some kind of socialist collectivism. At this point in the third
millennium, the triumph of anything resembling socialism seems unlikely.
But whatever the long-term accuracy of Schumpeter’s prediction about a
socialist future, there can be little doubt that capitalism’s restlessness has
been evident with a vengeance in the last generation: its power has been
newly unleashed (Glyn 2006). The early 1970s were a well-documented
watershed in the history of the capitalist order. In August 1971, the decision
of the United States to abolish the convertibility of the dollar to gold
signalled the beginning of the end of the Bretton Woods era of fixed
exchange rates. The actions of the OPEC oil cartel in the wake of the
Israel-Arab War of autumn 1973 resulted in a quadrupling of oil prices by
the following year. Thus ended the ‘thirty glorious years’ of sustained
economic growth in the advanced capitalist world. They were succeeded by
an era of recession, unemployment, high inflation, financial crises, and
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drastic structural change as national capitalist economies struggled to come
to terms with hard economic times.

This is the background to the new age of restless capitalism. Three par-
ticularly important changes are sketched here, for they impinge directly on
the political position of business. In summary, they amount to a new age of
globalization, a new age of turmoil in corporate structure and ownership, and
a new age of inequality.

THE NEW AGE OF GLOBALIZATION

The age of globalization has recurred so often throughout this book that we
need here only provide a summary. There is, true, contention surrounding
this subject: about the very meaning of globalization; about how far the
changes that occurred from the early 1970s were indeed historically novel,
or only amounted to the recreation of an older pattern disrupted by the great
wars of the twentieth century; and about just how truly ‘global’ were the
institutions of globalization. But the most nuanced and comprehensive sur-
vey of what we know about the phenomenon concludes that ‘accelerated
globalization of recent decades has left almost no locale on earth completely
untouched, and the pace has on the whole progressively quickened with time’
(Scholte 2005: 119). Indeed, Scholte’s conclusions are even more emphatic for
he traces the changes over a period of fifty years, thus predating the collapse
of the Bretton Woods order. The business enterprise, the key institution of
restless capitalism, has been central to this experience — both as an agent
of change and as the subject of change. To take two examples from Scholte
again: the number of firms working simultaneously in several countries
multiplied ninefold from the late 1960s to 2003; while one critical domain,
finance, ‘has shifted substantially out of the territorialist framework that
defined most banking, securities derivatives and insurance business before
the middle of the twentieth century’ (ibid.: 105, 113).

THE NEW AGE OF CORPORATE TURMOIL

This new age of restless globalization is connected to a new age of transform-
ation in corporate structures. Schumpeter’s vision of capitalism indeed puts
this kind of transformation at the centre of economic life: the famous image
of ‘creative destruction’ is mostly about enterprise creation and destruction.
Firms and sectors rise and fall as the result of ceaseless competitive struggle
and technological innovation: whole industries and their corporate popula-
tions become obsolete, and are displaced by new institutions. We can see
something of this technology-driven change in the emergence of globally
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prominent enterprises in recent years: Microsoft, Apple Computer, and
Google are three examples of corporate giants who rose by exploiting new
technologies. But there has also been another key aspect of change in struc-
tures that is particularly noticeable in the markets of the Anglo-American
world: there has been almost ceaseless destruction, and reconstruction, of
corporate entities. This is partly the result of Schumpeter-like competitive
struggles and innovation in product markets, but it is also the result of
pressures in financial markets. The pressures come from the trading of
property rights in enterprises by stockholders attempting to maximize re-
turns, from senior managers maximizing reward, and from financial inter-
mediaries maximizing fee income from arranging the trades. Froud and her
colleagues call this ‘financialization’: intermediation in financial markets
produces unprecedented destabilization of enterprise ownership structures
(Froud et al. 2006). Savage and Williams give some indication of the scale of
upheaval as follows:

More than 70 of the FTSE 100 companies of the early 1980s no longer survive in the
index and most of those giant companies have vanished to hostile takeover. Over the
past twenty five years, giant companies in the UK and USA have spent as much or
more in buying other companies as on fixed capital investment. (2008: 13)

Change on this scale has important consequences for the representation of
business interests. In a Schumpeterian world of ‘creative destruction’, the
struggle is not only economic, but also political. Firms and sectors will not
just acquiesce in decline as more vigorous competitors appear; they will try to
organize to defend their established positions not only by responding in
markets, but also by political means. The history of regulatory change in
key arenas, like financial markets, is precisely such a political history: interests
within the markets threatened by competition from outsiders used their
political muscle to obstruct change and to impose restrictions on competition
(see, for instance, Vogel, S. 1996; Eisner et al. 2006). Rising interests, on the
other hand, rarely rely just on market competition to succeed; they also try to
mobilize political support to alter the terms of market exchange in their
favour. In short, the process of creative destruction is an important source
of division between business interests. A related issue, which in previous pages
we have examined in studies of ‘new’ corporate giants like Google and
Microsoft, is how new giants that have grown rapidly, often around creative
and highly individualistic founders, adapt to the need to defend their interests
in the world of professional lobbying.

The scale of financially induced institutional restructuring revealed in the
figures cited above from Savage and Williams also entails important conse-
quences for the stability and continuity of business representation. Giant firms
with a long history develop distinctive political cultures: they establish modes of
lobbying; they cultivate contacts; and they build up long-lasting networks, both
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in business communities and in policy-making communities. (Recall, in this
connection, our discussion of the evolution of IBM as a political actor in
Chapter 4.) They have also been important in representative associations, on
occasion being the dominant influence over the life of those associations. But the
patterns of upheaval seen in recent decades put into question precisely this
picture of political continuity, institution building, and adaptation.

Financialization not only has consequences for the external face of the firm
as a political actor, but also has consequences for power within the business
enterprise. As we saw in Chapter 1, the most important theory of the
distribution of power within the giant firm over the course of the twentieth
century was developed by Berle and Means (1932). They argued that the rise
of professional management coupled with the dispersal of ownership between
numerous property (share) holders had tilted the balance of power in favour
of managers. Out of this came a picture of large corporations as stable entities
with a long-term existence — exactly what has been missing in recent decades.
Part of the reason for this transformation to a more unstable world is a
Schumpeter-like shift in competitive conditions. We can see this at a concrete
institutional level in the disappearance of corporate giants who could not
cope with the rise of global competitors in a world economy marked by an
increasingly elaborate division of labour: the disappearance of corporate
giants in the UK automobile industry is emblematic of the change. Part of
the reason lies in the great institutional upheavals in corporate structures
associated with another facet of globalization — the creation of corporate
giants built to organize on a multinational scale, and recruiting their corpor-
ate leaders from a cross-national, cosmopolitan talent pool. These changes are
also closely associated with the onset of the age of ‘financialization’ identified
by Froud and her colleagues (2006). They mark the ascendancy of financial
markets, especially in the markets for corporate ownership. Financial inter-
mediaries have become critical agents in shaping and reshaping corporate
structures; and the pursuit of returns in the name of maximizing ‘shareholder
value’ has become a key determinant of the fate of the corporation as an
institution. This is a world of business representation very different from that
implied by the settled worlds of partnership between state bureaucracies and
corporate bureaucracies pictured by a generation of studies written under the
inspiration of Berle and Means (see, for instance, Shonfield 1965; Galbraith
1967/1972).

THE NEW AGE OF INEQUALITY

One of the most important outcomes of the developments in ‘restless capit-
alism’ summarized above is a sharp increase in inequality. Some of this
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growing inequality, while remarkable, is not surprising, for it is a predictable
result of wider changes associated with the rise of a neo-liberal order in
Anglo-America. Thus, we have increasingly convincing evidence of a decline
in inter-generational social mobility, and an increase in income inequality —
by some measures, in the United Kingdom, there is now a more unequal
distribution than for half a century (Atkinson 2005). These trends are unsur-
prising because they can be traced to wider changes in policy and in labour
markets: to cutbacks in many of the programmes that assisted mobility in the
classic age of welfare state; and to changes in labour markets that have
differentiated ‘insiders’ in stable employment from a workforce employed
on temporary contracts, and poorly organized for collective representation.
The neo-liberal policies pursued by all administrations in both the United
States and the United Kingdom for nearly thirty years have thus been quite
consciously designed to secure this increase in inequality, on the grounds that
it is a necessary price to pay for an effectively functioning market order.

But if the wider context of social and economic inequality is unsurprising, a
considerable puzzle is provided by what has happened to the distribution
within business, and especially within the business elite. The trends are most
marked in the United States, but are also apparent in the United Kingdom.
There has been a huge increase in the income gap between the rest of the
workforce and the very top of the corporate elite (documented in Erturk et al.
2005). One of the mechanisms creating this great surge in the enrichment of
the corporate elite is the new financial engineering that has redistributed
property rights in corporate entities. The best-known mechanism is the use
of stock/share options to transfer enormous rewards to that elite. Financial
engineering has created a new stratum of ‘working rich’: not only corporate
executives, but also high-income financial dealmakers who are central to the
trading of corporate property. The institutions of finance are, in the words of
Folkman et al., ‘organized for enrichment’ (2007: 561).

The result of all this has been perhaps the greatest spate of enrichment for
the business elite since the age of the ‘robber barons’ in the United States (see
Chapter 2). Even quite modestly successful — and in some cases unsuccessful —
corporate leaders have been able to extract huge personal fortunes from their
enterprises. This scale of enrichment is a puzzle because it is hard to under-
stand — and because hard to understand, hard to legitimize, to anticipate the
dominant theme of the next section of this chapter. It seems to transcend
individual corporate success: the kind of industrial construction associated
with the ‘robber barons), or the kind of exploitation of new technologies by the
founders of enterprises like Microsoft or Google. It also seems to transcend the
conventional case made for the liberalizing and deregulatory policies that were
introduced on both sides of the Atlantic from the early 1980s. It is plainly
linked to wider patterns of inequality but is a hugely magnified version of these
patterns. And since it is taking place in rapidly changing systems of democratic
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politics, it needs to be accommodated to those systems. In short, ‘restless
capitalism’ and ‘restless democracy’ have to find some way of living together.
How they might do so is the theme of the next section.

Business, democracy, and legitimacy

The giant corporation is a dominant part of our lives. Even I, employed in a
public university, nevertheless encounter it as a pervasive presence: I shop
weekly for groceries in the store of a giant retailing multinational (Tesco), buy
most of my clothes from another (Marks and Spencer), drive a car produced
by a Japanese giant (Toyota), buy books online from a US giant (Amazon),
download music from another (Apple), routinely use PC hardware produced
by a multinational Japanese giant (Toshiba), and software developed by an
American giant (Microsoft). I am entirely typical — save that the majority of
readers will probably also be employed at some time in their working lives by
a giant enterprise in the private sector,

This pervasive and dominant presence means that we are inclined to take
the existence and operation of the giant enterprise for granted — as if it were a
natural part of the social landscape. It is not. It is a special historical creation.
The form it takes is the product of a particular historical conjuncture in a
particular national setting. As we saw in Chapter 2, the corporation that
emerged to dominate the American economy from the beginning of the
twentieth century was the result of a distinct configuration of political forces.
Likewise, the legal position, and the political position, of the corporate
enterprise in the United Kingdom was the result of a very British configura-
tion of influences.

These obvious points lead to one less obvious, and critical, conclusion: the
corporate order is a politically negotiated order. It happens to be the case that
in the two systems that are at the centre of this book, the political negotiation
of the corporate order has to take place within the institutions of formal
democratic politics. ‘Formal’ is used here because, as we saw in Chapter 1,
there is considerable debate about how far democratic politics do indeed
constrain business — or, indeed, how far business, especially the giant corpor-
ation, actually constrains democratic politics. Yet, whatever position we take
on the big arguments about the extent to which corporate power and genuine
democratic politics are compatible, it cannot be denied that the wider context
of democratic civil society presents political challenges for the corporate
order.

Those challenges have taken an odd, paradoxical form in the Anglo-
American world in recent decades. On the one hand, in both the United
Kingdom and the United States, the period since the early 1980s has been a
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golden age of business influence and privilege; but on the other hand, it has
also been an age when business, and especially big business, has come under
unique political pressure and been the object of popular discontent.

The sources of this golden age can be summarily expressed; some of them
have already cropped up earlier in this book, and indeed in this chapter. In the
last generation important sections of the governing elite that once were
hostile to the corporate order have adopted a ‘business-friendly’ position.
On both sides of the Atlantic, regardless of the formal political colour of those
who held governing office, all governments have tried to be business friendly.
They have produced tax, welfare, and labour market policies adapted to the
perceived needs of the business community, and especially to the needs of
the business elite. Most of the historic opponents of private enterprise, and
especially of the giant enterprise, have been greatly weakened. Socialism — the
most intellectually consistent criticism of the business order over the course of
the twentieth century — has been gravely weakened as a domestic force in the
United Kingdom, and as an international force. Labour unions on both sides
of the Atlantic have seen their membership decline, notably in the private
sector. Labour markets have been reconfigured to make it easier for managers
to organize their labour force in the interests of business efficiency. And as we
noted above, it has been a golden age of reward for the corporate elite — a
gilded era of astonishing enrichment.

The paradox in this state of affairs lies in the following: this golden age
of political influence, economic power, and individual enrichment for the
business elite has also coincided with a renewed crisis of business authority —
of legitimacy. Legitimacy matters because the business system is, among other
things, a hierarchy of authority. Chandler’s ‘visible hand’ allocates economic
resources and cultural prestige. This visible hand only works because the
hierarchies of business institutions are able to command assent. But any
efficient authority system has to command more than assent, in the sense
of bare obedience. This is what the idea of legitimacy is telling us. Legitimate
authority can command obedience because those who are subject to it believe
that it has some moral right to make a claim for obedience. This legitimate
authority can thus be distinguished from the exercise of power in a prison
camp or in a dictatorship; and this kind of legitimacy is a critical foundation
of the efficient exercise of power. More telling still, the stability of the
business system depends on a willingness on the part of the people at
large to trust in the good faith, truthfulness, and public spiritedness of the
business elite.

Despite all the political advantages which business has enjoyed for a
generation, it is exactly this kind of legitimacy that is now lacking. A growing
body of survey evidence, which has been examined in some detail earlier (see
especially Chapter 7), shows that there has occurred a long-term withdrawal
of popular trust in the business elite. To put it shortly, in the very period when
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political elites moved in its favour, the people at large moved against it. The
evidence is remarkably similar on both sides of the Atlantic. We have quite
robust survey evidence stretching over more than three decades that demon-
strates convincingly a waning in public trust in, and approval of, business,
especially the largest enterprises that are at the heart of the business order. It
might be countered that, while this is serious, it is no more serious than the
withdrawal of approval and trust which has been experienced by elites
generally — and indeed, there is robust comparative evidence to show that
something like that has occurred for many elites, such as political elites. But
this brings us to the second sign of a legitimacy problem: business seems to
have suffered disproportionately in this withdrawal of support and trust.
There are indeed some elites — such as those in medicine, education, and
religion — which still command very high levels of approval and trust; and
there are others, such as those in politics and journalism, which are widely
despised. The business elite is in the second category.

One possible reaction to this observation is: So what? After all, it has indeed
been a golden age for the exercise of business influence. Critics may surround
the corporation, but it seems to survive that environment of criticism in
robust health. Indeed, alternative models of economic organization — such as
cooperatives or mutuals — remain marginal, and indeed have been disappear-
ing in key economic sectors, like finance. (The fact that many of the former
mutuals were victims of the great 2008 financial crisis may reverse that trend.)
Moreover, until very recently, the business order has, in the Anglo-American
world, actually delivered — not just riches for the business elite, but also
economic growth, rising employment, and macroeconomic stability. The
social order created in the last couple of decades was marked by striking
inequality, but it was also marked by features which, even as recently as the
late 1980s, would have seemed marks of high economic success. And whatever
the mistrust of business, there seems to be no popular support for any
anti-business movements: on the contrary, leftist parties have reinvented
themselves precisely because the historic alternative to the business system,
socialism, was electorally unsuccessful and, in its extreme command forms, a
byword for incompetence.

Yet, it is this very experience of benign economic conditions that must give
pause for thought. One might have expected that a period when the business
system was instrumentally successful would be one when approval of business
institutions would rise. Yet the business system found it hard to generate
legitimacy in the good times of the fifteen-year boom from 1992. Since the
first banking crisis of 2007, these good times have come to an end, especially
in the Anglo-American world. Legitimacy, which was hard to create in benign
economic conditions, must now be created in new hard times, against the
backdrop of the greatest financial crisis for at least eighty years.
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The solution that one proposes to this problem of a legitimacy deficit
obviously depends on what one diagnoses as its cause. For Schumpeter, for
instance, the case was pretty hopeless. He believed that the root cause lay in
the very character of the capitalist order itself, in the spirit of capitalist
civilization: a spirit which was sceptical and interrogating, and which pro-
duced a stratum of intellectuals that ruthlessly dissected and demystified
authority — first the authority of capitalism’s predecessors, but then of the
capitalist system itself. We have certainly seen something of this in the
preceding chapter, in the way institutions like universities have been home
to regulatory ideologies hostile to the business order. But Schumpeter
expected a particular resolution: that capitalism would evolve into socialism
as the economy became more planned, and as large corporations became like
public institutions. The most influential accounts of capitalism in the pre-
ceding generation — Shonfield (1965) and Galbraith (1967/1972) — reproduced
this faith in the rise of a new planned order. It is hard to have any such
expectation now.

One potentially appealing alternative diagnosis — because it leads to some
obvious remedies — is that business has brought down on its own head the
legitimacy crisis by its greed and dishonesty. On this account, the root of the
problem lies in the new age of inequality that we sketched earlier. The remedy
must lie in the creation of a culture of corporate restraint: either self-restraint
or restraint imposed by the state. These are the terms of political discourse
that began to be used after the partial nationalization of big banks across the
capitalist world in the crisis of autumn 2008. Yet, there are two grounds for
being sceptical about this: one analytical and one historical. The analytical
one is that we cannot answer the question: Just how much inequality is
acceptable for the market order to function with a high level of legitimacy?
That the market order requires, and generates, inequality, is not questioned by
any observer. Why should the degree of enrichment of the corporate elite
experienced in the last couple of decades have become unacceptable, when a
high level of inequality has always characterized the business order? The
historical difficulty is that it is not at all clear that we are indeed living in a
new age of corporate rapacity. It is true that corporate scandals are common,
but they are common in part precisely because standards expected of corpor-
ations have risen. The big corporation, in particular, is marked by much
higher levels of probity and corporate governance standards than was its
predecessor of even a generation ago.

The puzzle thus deepens: business becomes better at delivering the eco-
nomic goods, and raises its standards of behaviour — and is increasingly
distrusted and despised. What individual businesses do in these conditions
is perfectly rational: they concentrate on managing their own reputations, and
insulating themselves against the wider hostility to the business order. There
is evidence that they do enjoy some success in this. The phenomena we have
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Box 8.3 How the great financial crisis of 2007-9 changed business and politics in Anglo-America

One of the arguments of this book is that the idea of a single ‘Anglo-American’ model of
capitalism is an oversimplification: historical development, patterns of regulation, party en-
gagement with business, and the organization of interest representation for particular business
sectors are often strikingly different in the two countries. But the great financial crisis of 2007-9
did show that markets across the Atlantic were interlocked, and it did reshape the connections
between those markets and democratic politics. The crisis produced five important changes:

1. It turned financial market regulation into a political issue once more. For a quarter
century, the notion that financial markets should be subject to light touch regulation, and
should be kept free from political control (for which read: free from democratic politics)
dominated the minds of market actors and public policy makers. After the crisis, all but the
most zealous of free-market advocates came to the view that a considerable increase in
political control over financial markets was needed.

2. It strengthened adversarial regulation. \We have seen that adversarial regulation — the
notion that the regulator should not trust the regulated and should use the weight of the law
against them — was already a well-embedded tradition in American regulatory culture. The
wave of American popular hostility against Wall Street in the autumn of 2008, when the plan
publicly to underwrite the banking system’s untradeable debts was produced by Treasury
Secretary Paulson, strengthened this tradition. In the United Kingdom, after almost a gener-
ation when leading politicians of all main parties had celebrated the City of London as an
emblem of British economic success that should be left to get on with its own business, both
government and opposition now pledged to tighten legal controls.

3. It nationalized whole parts of the financial system. This was perhaps the most dramatic
effect because it happened with such speed, usually under the threat of the collapse of leading
financial institutions. In Britain, the first great event of the crisis occurred in September 2007
when the Treasury was obliged to take into public ownership a failing bank, Northern Rock. In
the United States, apart from the ‘nationalizing’ of a huge volume of bank debt, two leading
suppliers of housing mortgages were also taken into public ownership: the Federal National
Mortgage Association, nicknamed Fannie Mae, and the Federal Home Mortgage Corporation,
nicknamed Freddie Mac. These events dramatized how the wheel of policy had turned. Both
Fannie Mae and Freddie Mac were originally public institutions created under President Roo-
sevelt’s New Deal as part of the attempt to cope with the last great global financial crash. They
were privatized in 1968 at the start of the modern era of free-market triumphalism.

4. It made politicians managers of the financial system. The wave of nationalization was
itself the sign of a wider shift: a huge increase in the importance of politicians in financial
management. On both sides of the Atlantic, the ferocity of the crisis sucked governing
politicians into the detail of managing markets: brokering mergers and takeovers to rescue
failing institutions; extending the guarantees of protection to depositors in retail banks
against the threat of collapse, to the point where the state was guaranteeing virtually all
deposits in the system; and using treasury and central bank resources to supply the financial
markets with liquidity to try to keep trading going.

5. It ended the ideological dominance of the ‘Anglo-American model’ of capitalism. The
notion that the United Kingdom and the United States are part of a single model of capitalism
is an oversimplification, but an oversimplification that exercised a powerful hold over the
minds of business people and politicians in the two countries, who came to believe that it
represented the model of the future for the rest of the capitalist world. After 2007-9, the idea
that the future rested with lightly regulated financial markets where virtually all assets were
turned into tradeable securities was little heard of again.
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noticed in these pages reflect this adaptation: brand management, corporate
public relations, and a whole sub-industry concerned with the burnishing of
corporate reputation. Individual enterprises can build trust, and can even
recoup trust after suffering scandalous revelations. Yet, this is a fragile foun-
dation on which to build the legitimacy of a whole social order.

Business power and the Anglo-American
model of capitalism

We began with questions about the power of business under capitalist dem-
ocracy, and in particular with the question of how far we could characterize
the United Kingdom and the United States as a distinctive model — inhabitants
of an imagined community of ‘Anglo-America) to use Gamble’s language
(2003: 83—107). Models of capitalism naturally entail more than accounts of
patterns of business power: they stretch to the role of the state in economic
management, to patterns of welfare provision, and to the government of
labour markets. But at their core lies the political life of the business order:
the way it deals with governments and with the democratic politics, and
conversely, the way governments and politicians deal with the business
order. A ‘model of capitalism’ is thus an economic image, but it is also a
political image. Indeed, it is primarily a political image, for the economic
patterns so often used to delineate the model — such as the character of
corporate governance or of labour market organization — are shaped by the
regulatory regime under which economic institutions operate. These regula-
tory regimes represent political choices: for instance, about the extent of state
presence and about the style of state intervention should it take place. They
often do not look like political choices, and are often not felt as political
choices. The historical British preference for self-regulation, for instance,
reflected a dominant regulatory ideology: in other words, it seemed to most
of those concerned like a part of the natural order of things — the ‘obvious),
commonsense way to regulate markets. But it nevertheless did amount to a
political choice — to marginalize the state, especially the state when it was
under democratic influences. Judging and comparing the American and
British varieties of capitalism is therefore not just a matter of focusing on
economic structures, but also a matter of focusing on patterns of governance
— both the internal governance of economic institutions and the way eco-
nomic institutions interact with the wider governing institutions of society.
The recognition that any ‘model of capitalism’ is a political phenomenon
gives us an important clue to how we can understand the links between
business power, the capitalist system, and democratic politics in the com-
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parison of the United States and the United Kingdom. And when we do this,
what we see is a pattern of important historically established differences, some
growing similarities; but no straightforward pattern of convergence on a
common model.

It makes sense to begin with regulation, because regulation is critical for
business, is a defining feature of its connection to the political system, and is
central to any form of corporate governance. It is also part of the historically
engrained differences between the two national systems. Throughout the
book, we have seen how the political and legal contexts shaped very different
regulatory regimes for business in the United Kingdom and the United States.
American business experienced the law sooner, experienced it as a more
comprehensive and pervasive influence, and experienced regulation as a
highly adversarial contest between business and regulators. Despite the rise
of a deregulation movement and the widespread employment of the rhetoric
of deregulation, we have seen in previous pages that the essential features of
this American culture have not been altered — indeed, in respect of adversarial
legalism have if anything become more pronounced. This distinctive culture
is, in essence, the product of a particular kind of historical connection
between the institutions of business and the institutions of popular politics.
The same is true of the very different British system: in essence, as we have
seen, the state was marginalized and this marginalization persisted for much
of the era of formal democracy over the course of most of the twentieth
century.

If the most striking development in the United States in the last generation
is the intensification of the culture of adversarial regulation, the most striking
in the British case is the transformation of a system that was once very
different from that of the United States. Business in Britain had accomplished
something that was beyond the wit of American capitalism: insulating a great
deal of business life from the institutions of democratic politics. It has lost
that capacity to insulate. The passing away of the characteristic British systems
of self-regulation, and business-friendly regulation, has certainly made the
British system resemble in some very obvious ways that of the United States: it
is now more shaped than in the past by legal regulations, it now involves more
formal relations between regulators and regulated than in the past, and it is
now more often characterized by an adversarial, punitive approach to en-
forcement than in the past. It is tempting to describe this in the language of
Americanization, and to identify the growth of a common Anglo-American
regulatory culture. But the evidence of the previous pages suggests that
growing similarity is actually due to distinctively British causes. The two
great influences in the British system are the breakdown of the pre-demo-
cratic regulatory regime and the growing influence of the EU. ‘Convergence’
in the sense of the two systems moving to a common point, or ‘American-
ization’ in the sense of the diffusion of dominant American regulatory norms
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to the British system, is a small part of the story. Far from looking more and
more American, the UK system, under the influence of the Union, is looking
increasingly ‘European’ in its business regulatory culture: we only have to
think of the role of the EU as a leader of regulatory change in the critical field
of competition law to see that.

The story of regulation might be conceived as a story about how politics
intervenes in the business system. But a similar picture of difference rather
than similarity is revealed when we compare the more direct engagement of
the business system with politics. The contrasts begin with the experience of
different sectors of business. Small business is a much more effectively
organized interest in the United States than in the United Kingdom. It
operates in a particularly favourable cultural environment, identified in the
public mind with many traditional American virtues. It has pioneered many
innovative lobbying techniques and is able to exploit the institutional diver-
sity of the American policy-making system. In all this, its experience is very
different from that of small business in the United Kingdom, though there are
some tentative signs in Britain of a revival of small-business political confi-
dence and sophistication in the last couple of decades. If one ran a small
business in one system, and then transferred it to the other, the experience of
the political environment, and the possibilities of effective lobbying, would be
very different.

A picture of enduring difference also emerges when we examine the
experience of big business. Despite the new age of inequality and enrichment
of the corporate elite, the political fate of the two national elites remains
strikingly different. We already have a sense of that from the case of regula-
tion, where the American corporate elite faces a much more hostile cultural
and legal environment. In respect of the relationship with political parties,
especially in respect of political recruitment, the picture is also different,
though this time it works in favour of empowering the American corporate
elite. Despite the generally more favourable climate historically for big busi-
ness in British government, it has proved much more difficult in the United
Kingdom than in the United States for the plutocratic elite to penetrate the
political elite. Indeed, if anything recruitment to elite positions via election in
the United Kingdom in the last generation has become more meritocratic,
despite their financial difficulties: the political parties have resisted the kind of
plutocratic colonization experienced in the United States.

In summary, there are powerful common features to the exercise of busi-
ness power and influence in these two political systems; democratic politics is
under great pressure from business power in both those cases, but very
important differences remain. Democracy has problems accommodating to
business power, but the difficulties, and the possibilities, remain highly
contingent on national history, culture, and institutional setting.
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