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is triggened from below. At the same time the voters are
growing more vociferous in demanding jobs where they live.
They refuse to accept geographical mobility. 13)

This new approach to the measures imposed from the centre
probably explains why service has partly replaced money in
the public aid structure. As a way of supporting companies
in their technological research and development, or in the
marketing and selling of their products, the short-term
aid policy seems to have been perceived as ultimately in-
effective, a view that has encouraged its discontinuation.
Thus the sums allocated today are much smaller than they
were a few years ago. The new emphasis ig on corporate
service and infrastructural action as a way of revitalizing
business life. Once again it seems to be a lack of confi-
dence in solutions from above which dictates the form the
action takes. It is a question of helping to stimulate
self~help. Money does not solve the problems of the small
and medium-sized companies. Actors at the regional and
local levels declare that the way to stimulate local and
regional employment and industry is to provide the approp-
riate kinds of service, 16)

POLITICIZATION: ITS MAIN EFFECTS ON BUSINESS ATTITUDES AND
BEHAVIQUR

Thus, on the one hand, politicians have become more ambi-
tious to influence corporate activities, and they have
pushed ahead at the expenée of the market forces. On the
other hand, companies and business organizations now take
a much greater part in designing public policy in the go-
vernment and Riksdag, and at the regional and local levels,
as well as in implementing the laws and regulations in
practice.
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Certainly, then, the desire of the politicians to control
business companies has increased since the middle of the
1970s, and this may mean that actual political control has
also increased. But we know very little about the effects
of this steering action on business life. Companies at any
rate are always grumbling that their operations are becoming
increasingly entangled in regulations and legal provisions.
The latitude allowed to them is greatly restricted. People
claim that society as a whole has become over-regulated.
During the 1970s a new law or decree was introduced every
eighth hour, and some new regulation applying to companies
every 26th hour. A new law restricting the freedom of bu-
siness 1ife was said to appear every tenth day. This was
the picture by which Swedigsh busginess liked@ to describe

the political impact on business enterprise during the
1970s. 17)

As we have noted this steering action was aimed at circum-
scribing corporate behaviour in particular areas behaviour
which from the point of view of the community as a whole
was not desirable. It could be a question of natural pol-
lution, of noise and dirt in workshops and factories, or
the transfer ¢f money for investment abroad. As regards
the three main corporate functions - product development,
manufacturing and marketing/selling - there were elements
in all this which counld be exploited constructively. The
accumulation of controls imposed by the political system
has evoked a response. Companies and other orgaﬁizations
in the business world have not remained inactive. Industry
has also advanced on three fronts, seeking in its turn to
influence (1) legislative action, (2) implementation of
policy on the part of the state authorities and {3) the
contribution of the regicnal and local bodies,

First, attempts to influence government and Riksdag have
been stepped up. Pew Swedish business leaders are active
in party politics today. Political activity has come to be
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increasingly regarded as a full-time job, just as business
management has long been regarded. Statistics have shown
that since the beginning of the 1970s the number of business
leaders in politics has fallen, relatively speaking. The
same appliés to pecople active in industry in general. Po-
litical assignments go increasingly to public employees,
both at the central national level and at the level of the
county councils and municipalities. But this does not mean
that the industrial interests are not being brought to the
attention of the public decision-makers: these interests
are expressed by the industrial organizations, which rep-
resent industry visavis the political bodies., 18)

There are approximately 900 organizations representing
industry in this way, and they constitute the normal chan-
nel through which industry seeks to influence public poli-
¢y, although over the last ten years or so many large Swe-
dish corporations have also started to act on their own
account outside their representative organizations. But
private companies have no formal influence over policies
as formulated by the government and Riksdag. The formal
channels - participation in public commissions or consul-
tative bodies, commenting on proposed legislation etc -
are reserved for the official industrial organizations.
But an individual company, és the representative of its
organization, can of course act in its own interest in
these contexts. Another alternative for businéss-manage—
ment and one that is probably more common, is to act out-
side the official organizations by way of informal contacts.

A growing number of large corporations have in the last
decade established a strategy for contact with peoliticians
and authorities - a "relations-planning" system intended
to promote good relations'with'public decisioh—ﬁakers,
thus making it easier to?predict the decisions of the go-
vernment and to adjust the corporate planning accordingly
as well as affording opportunities for influehcing the

19)



15

relevant legislation. Many large corporations'have thus
created or reinforced existing special units for internal
and external information. These units generally alsoc keep
an eye on any political issues affecting the company.

Behind this arowing activity in the business world appears
to be a feeling that freedom of action is shrinking. Com-
panies are becoming increasingly dependent on the public
decision-makers, and so they try to ensure that these de-
cision~makers are provided with such information as seems
relevant from the business point of view. At the same time
they themselves want to know about possible winning restric-
tions, and are therefore anxious to be familiar with com-
missions, committee work on government bills, and the wor-
king of the Riksdag.

Despite all this, however, direct corporate contacts with
the policy-makers, and with the ultimate decisions in the
Riksdag, generally seem to be rather limited. This, compa-
nies appear to feel, is the job of the industrial organi-
zations. Thus medium-sized and small companies have to
rely entirely on their representative organizations. Also,
over the last few years several firms have been estab-
lished to advise and support companies in their contacts
with aunthorities and peliticians. Lobbying firms and con-
sultants are multiplying. 20)

Secondly, the actual formulation of the laws regulating

the conditions of working and business life has served to
promote integration between the corporate sector and the
public decision-makers., The trend towards skeleton legis-
lation calls for active participation from industry at the
implementation stage. In thé old days the Riksdag passed
the laws and industry followed them. Today itihas hecome
more common for the Riksdag to pass blanket laws or frame-
works, the details of which are requlated by the government

authorities or are negotiated by the authorities and the
industrial organizations together. 21}
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Further, most of the state regulations require & decision
from the authorities in each separate case at the implemen-
tation stage. The element of selective measures encourages
and sometimes even compels corporate management and the
authorities to seek direct contact with one another, Each
new selective measure augments the need for such contacts,
so that an extensive contact network gradually evalues. In
fact most of the contacts between the state and business
today are connected with the application of selective ac-
tion - a company has applied for aid or a permit. The inter-
action and information exchange thus engendered is necessary
for the transformation of political ambitions into practical
and functioning operations, The contact is generally between
companies and managements on the one hand and government,
ministries, the government agencies or the state authori-
ties at the regional and local level at the other. Quite
often the interaction develops into negotiations. At any
rate negotiations of this kind appear to have become more
common as the selective aid pblicy has evolved., 22}

Thirdly, regional and local mobilization promotes the in-
tegration of politics and business life and encourages
companies to be active. The idea underlying such mobiliza-
tion is of course that the local resources of a community,
together with the local companies, will generate corpora-~
tive development and will thus eventually create the labour
market of the future. At present the various local actors
- county administration, county labour board, development
fund, ccunty council, local governments etc - have various
forms of economic aid at their command. At the same time,
as we have noted, service activities are being developed
in the regions and municipalities, and these also generate
integration and further interactions and negotiations bet-
ween the local authorities on the one hand and the corpo-
rate sector on the other, 23) |
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As local mobilization evolves, a new type of company alsc

emerges which utilizes the growing integration. This time

it is a question of companies which specialize in helping

the regional and local actors to formulate policiegs aimed

at the corporate sector, with a view to stimulating enter-
prise locally. 24)

POLITICAL EFFECTS OF BUSINESS REACTIONS

A typical catchword in the employment policies of Western
Burope is "increase appropriations®. Governments react to
rising unemployment by pumping more money into traditional
labour market schemes. There seems to be very 1itt1e in
the way of creativity or experimentation. This was also
the case in Sweden during the 1970s. But in a comparative
Nordic perspective, Sweden now seems to have struck out in
a different direction. There is an ambition at the central
level in Sweden to try using more unconventional methods.
Political activity at the regional level shows signs of
experimentation and new thinking. We would say that the
Swedish model of the 1980s consists of just this: a desire
to experiment, to allow scope for new thinking} to try out
"community experiments"., At the same time the centre is
interested in stimulating commitment among the regional
och local actors, whose ideas and creativity and new thin-
king can be used to create employment opportunities. This
is a spirit which the central politicians are'happy to
exploit, and one which also. meets with response from local
companies and entrepreneurs. 25) |

Has the gap between politics and business growh wider or
narrower during the last decade? In some respects it has
certainly increased. Naturally government and business

organizations differ in their ideas about the poiitical
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action needed to tackle the "economic crisis". Business
recommends greater restraint in the public sector, for
instance, in order to reduce the budget deficit. The public
sector is much criticized, and a debate about privatization
is in full swing. The pressure of high taxation is also
attacked. But the issue which has certainly divided poli-
tics and business most fiercely is that of the wage-esarner
funds. The labour movement has introduced its scheme for
wage-earner funds in face of militant opposition from the
ranks of business, and the funds actually launched on 1
January 1984 are being fought with every possible means.
The three non-socialist parties have also promiéed to abo-
lish the wage-earner funds if they win the next electien

in September 1985.

At the same time in their shop-window declarations the
industrial organizations oppose all forms of selective
measures directed at business. But here it is very much a
guestion of lip service, and if we examine how companies
actually behave we find them trying to exploit such resour-
ces as can be mobilized from the political system. Here

the gap is not growing wider.

At the regional and local levels companies are increasingly
collaborating with political bodies. Companies have become
significant actors in the regional and local coaiitions.

On many counts they join the other advocates of regional

and local mobilization, supporting political experimenta-
tion and working actively with the political bodies. The
same applies to the industrial organizations at the local
and regional levels. The institutionalization of politicized
business seems to be under way. 26) |

The regional coalition'(the_county_administragion, the
county labour board, the development fund, the regional
industrial organizations, the parties on the labour market

etc) and the local coalition (the municipal politicians
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and officials, trade union representatives etc) used to
feel that their main task was to watch what the central
actors were up to and perhaps above all to get hold of
resources from the central level in order to help compa-
nies in crisis. Now these coalitions do much more in the
way of supporting existing business, of providing help for
self-help. Local resources together with local companies
are to create the labour market of the future. Better co-
ordination of the resources of the political bodies in
collaboration with the local corporate sector are to pro-
mote vitality and renewal in business life and thus in the
long run to create the future labour market. 27) We are
moving towards a kind of "businessization" of politics.

CONCLUSION

We have suggested above that a new kind of businessman
seems to be appearing on the Swedish stage. If we look at
the behaviour of the industrial organizations and the large
corporations at the central level, it has to be admitted
that the gap between politics and business does look wide.
The privatization of public activities, wage-earner funds,
and the pressure of taxes have become keynotes of the de-
bate. At the same time attempts on the part of big business
to influence the shape of public'policy in the government
and the Riksdag are becoming. increasingly ambitious. But
when we look at the interaction between the authorities

and the corporate sector, we see the relations between
politice and business in rather a different light. The
buginess world, particularly small and medium~sized compa-
nies, are taking part in a bargaining game'at?fhe regional
and local lewvel, in which it is a question of.stimulating
regional and local industry. Big business often takes part
in an intricate bargaining game at the central level. At
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all three levels resources are available for corporate
research and development as well as for production and
marketing/selling. The business organizations often colla-
borate intimately with the political bodies, particularly
in implementing government labour market policy and indust-
rial and regional policies. This also applies to the build-
up of public corporate service and infrastructure at the
regional and local levels.

The selective aid policy makes big demands on companies

and on those who work in industry in that they must be
familiar with the political decision process and have good
contacts with the decision-makers. It is no longer enough
to be a competent entrepreneur in the traditional sense.

It is also necessary to be capable of interacting with
government departments, aid-granting bodies, municipal
bodies etc, It is not enough for today's entrepreneur to
know about the different kinds of aid that are available;
he alsgo needs to know how to obtain it and how to influence
its design. He must know about the political decision pro-
cesses and he must be able to acquire political backing,

to look for support in all quarters from the provincial
governor and the local Riksdag members to local politicians,
trade union official etc.

Turning to the regional and local politicians in Sweden,
we find that a new kind of politician appears to be in the
making. At the regional and local levels the politicians
cooperate closely with the-lbcai companies, in order to
promote renewal in industry; and in the long runlto stimu-
late the labour market. The politicians' role today seems
to consist less of expressihg'demands visavis the central
level and more of taking_thé:initiative, thinking along
new lines, and solving problems. The local and:regional
peliticians seem to have decided that solutions are not
always to be found in Stockholm; solutions are created in
cooperation with the local business world.
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Are we thus moving towards greater integration between
politics and business in Sweden? The trends which I have
described ~ decentralization, the stimulus of regional and
local initiatives, the reinforcement of service thinking

at the regional and local levels, and a growing desire to
experiment - will probably persist and will encourage further
integration. Alsc the need for close collaboration between
politics and business will be mutual, and this interdepen-
dence will grow whether people like it or not., Admittedly
the central business organizations do not always appear to
be supporting developments along these lines. But the poli-
tical behaviour of the business organizations, particularly
at the regional and local levels, presents rather a diffe-
rent picture. The political parties, with the possible
exception of the conservatives, do seem to be supporting
the kind of developments we have been discussing here. For
the rest, it is difficult to think of a single influential
political actor who wants to switch to another track.
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Calmfors, L, "The roles of stabilization policy and
wage setting for macroeconomic stability - the expe-
riences of economies with centralized bargaining"

Elvander, N, "The Swedish Collective Bargaining System",.

On "Bargaining Economy" see e.g. Henning, R, "Regional
Policy - Implementation through Bargaining”, in Scandi-
navien Political Studies 1983:3:; Hernes, G (ed) Forhand-
lingsgkonomi og blandningsadministrasjon; NOU 1982:3
Maktutredningen, Slutrapport,

See e.g. Henning, R, "Industripolitik eller sysselsitt-
ningspolitik?", in Hadenius, A - Henning, R - Holmstrdm,
B, Tre studier i politiskt beslutsfattande: SOU 1981:72
Att avveckla en kortsiktig stdédpolitik.

This trend is discussed in some detail in Henning, R,
"Nordisk ndringspolitik™.

Local and regional mobilization is discussed in e.g.
Berger, S8 - Melin, L, Lokala strategier; Brunsson, N -
Johannisson, B (eds), Lokal moblliserlng, Félhammar, S
m £1, Sa klarar kommunerna jobben; Snickars, F (ed),
Beslut for regional fornxelse, Henning, R, "N&ringspo-
litik - ett nytt inslag i den svenska fdérhandlingseko-
nomin", in Ekonomisk Debatt 1983:5; Johannisson, B, Vi
kan, V1 vagar, Sjdlvtillit och handlxng i Mélersés-
Kommunal ndringspolitik; Lindmark, L, Kommunal nirings-
politik, Foretagsstdd och kommunalt risktagande: Melin,
L - Alsen, G - Berger, S - Nilsgson, A, Kommunerna och
niringslivet; Ndringspolitik pd kommunalt vis; SIND
1982:7 Lokal samverkan - fordelar £or narIngsllv och
kommun?; SIND 1983:7 Krisortsgrupper — ingtrument for
lokal utveckling; SIND 1984:8 Kommunal naringspolitik.

This trend is described in Henning, R, "Nordisk n3rings-
politik".

See e.g. Henning, R, "Naringspolitik - ett inslag i

den svenska forhandlingsekonomin®, in Ekonomisk Debatt
1983:5; Henning, R, Industrikampanjen; Melin, L - Alsén,
G - Berger, S - Nilsson, A, Kommunerna och niringslivet,
SIND 1982:7 Lokal samverkan -~ fdrdelar fﬁr naringsliv
och kommun?

Arbetsmarknadsstyrelsen, "Serviceprogrammet”,

See e.g. Rodriguez, E, QOffentlig inkomstexpansion.
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Henning, R, "Industripolitik eller sysselglittningspoli~
+ik?", in Hadenius, A - Henning, R = Holmstrom, B,
Tre studier i politiskt beslutsfattande; SOU 1981:72

Att avveckla en kortsiktig stodpolitik.

Henning, R, "Industripolitik eller sysselsdttningspoli-
tik?" in. Hadenius, A - Henning, R - Holmstrtm, B, Tre
gtudier i politiskt beslutsfattande.

Henning, R, Industrikampanijen.

The uncontrollability of the social organization is
stressed in a good many works, among others in the
Norwegian power study (see e.g. NOU 1982:3) and in
Swedish implementation research.

Se above note 6.
See e.g. Andersson, AE - Tdrngvist, G - Snickars, ¥ -

Bberg, S, Regional mingfald till rikets gagn; Henning,
R, Industrikampanijen.

Tarras~-Wahlberg, T, Lagstiftning till dods? pp 1l.

See e.g. Isaksson, A, "Vilfdrdsstatens nya politiker",
in Tiden 1978:9/10; Henning, R, Fdretagen i politiken
p 104. See also Foretagens folk i riksdagen.

Elvander, W (ed), Niringslivets 900 organisationer;
Henning, R, Fdretagen i politiken, ch 5.

Henning, R, Fdretagen i politiken.

Ibid p 175.
Ibid ch 7.
See above note g .

STND 1984:3 Kommunal n#ringspolitik. Industriella sam-
verkansprojekt. :

Richardson, J - Henning, R {eds) Unemployment. Policy
Responses of Western Democracies, ch 13.

See e.g. Henning, R, Industrikampanjen.

Ibid.
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THE BRITISH GOVERNMENT AND CIVIL AVIATION 1919-1951

Almost since its inception British ¢ivil aviation .has“ l;éen Jinked in a
symbiotic relationship with government, i1t has b.een an enterprise
involving three par*tners:- the aircraft manufacturers, the airlines, and
the state. The intim-acy of this relationship and its vital significance for
each of the partners has not served to make it an especially amicable or
satisfying one for any of them. The aviation industry has tended to
regard Gover‘_nrnem as a somewhat neglectful and frequently capricious
paymaster, whilst successive Governments have come to regard the
aircraft industry as cne Tnto which,'__"la_r‘ge amounts of public money have

been absorbed without return® (1),

The dependence of British civil aviation upon government support is by
ne means unusua.i for even in the United States, where economic and
geographical conditions were almost ideally suited to ._the development of
air services, "it was not until 1950 that US_domestic_ airlines....finally
achieved full profitability without subsidy" (2}, .Dulr'ing the period
under review__in this paper civil aviation was in lts infancy and the
economic and technical ca_pabili___ties_ of the aircraft a\?ailable were such
that only a very few services (eg_ London ~ Paris) offere_d_. any prospect of
breaking even without some _fprm. of public subs_i_dy:. Given this
dependence upon government sugp'ort any accountl_ of the early
development of civil aviation {in.Br;itain or elsewh.er'e) must concern
itself not only with technica!l .que.stio_n_s_and the opér-_ation of market
forces, but also with the macl_}ipery.and pr*ocesseé_ pf governmental
decision-making and the politicai fo:r‘ces'; acting upon t_herﬁ. The history
of civil aviation is as much concerned with the stu__dy_.of politics and

administration as with the study of technical and economic change.



The Three Partners

{1) The Aircraft Industry

During the inter-war years the manufacture of civil aircraft was very
much a secondary activity for the British aircraft industry. Only De
Havilland and Shorts devoted a major part of their resources to making
civil aircraft, In gerneral British aircraft manufacturers concentrated
upon building military aircraft to meet the requirements of the Rovyal Air
Force. By doing so they were |ed into a relationship of areat intimacy
with the Air Mini'stry which was responsible for aircraft procurement.
Normally they would only begin work on an aircraft project after they
had received a specification for it from an Air Ministry official, the
Director of Technical Development, who kept a list of approved aircraft
manufacturers ('the Family'} who were asked to submit tenders to meet
RAF requirements. Once a firm's design bad been approved by the
Director of Technical Development work could then proceed with
government financial assistance. Such assistance was often vital to
aircraft developments for aircraft manufacturing was a somewhat
speculative business, so that the manufacturers did net find it easy to
raise capital in the City. Even when a firm was willing to risk
beginning work upon an aircraft prototype as a private venture without
Air Ministry approval, a speciflcation would have to be forthcoming if

the aircraft was to go into production for the RAF,

The Air Ministry's technical staff and those of the Department of
Sclentific and Industrial Research were also able to exercise a more
general technical influence upon the aircraft industry, for British

aircraft manufacturers generally employed insufficient research staff to
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meet their needs for basic aeronautical research, Asa result a great
deal of responsibility for the conduct of basic research lay with
government research establishmenis, in particular the'ﬁoyal Alrcraft

Establishment (Farnborough). At a more applied Ie:\féi,. the staff at
Farnborough and at the Aircraft and Ar*fnafneﬁ:t Experimental
Establishment gave advice and conducted tests to assist firms wlith their
design problems. Thus there were a series of mechanisms whereby
government could assist and inf_lluence the technical progress of the

military side of the aircraft industry,

On the civil side successive governments used a variety of direct and
indirect means of guiding airliner developments, _‘l'hé_ir- most obvious
method was to insist that Imper‘ial'.Airways {the major subsidised airline)
use only aircraft of British desi.gn-and manufacture. This condition was
laid down in Imperial Airways' contract with the Government in 1924.
Imperial was prevented, thereby, from using American, Dutch or German
aircraft as some of the small unsubsidised British airtines were to do.
More specifically the Government sometimes declared that certain types of
aircraft were to be used on the air-routes it subsidised. Even where
such a stipulation was not made the Government influenced Imperial
Airways' choice of aircraft simply by laying down;.tﬁe routes it was
prepared to subsidise and the ch'_aijacter of the ser‘vice;is_ to be operated on

those routes.

There were two sorts of financial "rﬁechanism the Govér‘n:ment could use to
influence Imperial Airways' aircraft purchases: Qeﬁérél provisions to
encourage regular fleet rep!acemént; and specific me;ifsﬁr_;@es to assist with
the development of particular ai'r_ér_aft. The more généi;'__ja'_l' measures were:

firstly, a provision that Imperial Airways depreciate its aircraft at 25
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per cent per annum and set aside funds accordingly for their
replacement; and secondly, a stipulation that the airline should fly at
feast 425 million horse power miles per annum {a measure designed to
ensure that the airline used larger, more advanced aircraft}. To aid the
develocpment of particular airliners the Air Ministry either: subsidised
development by Issuing an appropriate specification and agreeing to
purchase one or more of the prototype aircraft designed to meet it {as
with the De Havilland Albatross); or provided a financial guarantee for
Imperial Airways that it would recover its outlays on the development of
a particular aircraft (as was done under the Empire Air Mail Scheme of
the 1930s}. The Government did not exercise quite such close contro! over
airliner developments as it exercised over military aircraft
developments. Nevertheless it was in a powerful position to influence
both the general direction of British airliner developments and any

particular projects that it thought worthwhile,

{2) The Airlines

In the aftermath of Worid War ! Britain was not especially well placed to
develop its air services, Its small size, poor climate and weli-
developed surface transport links all inhibited the development of
internal alr services {&4). Equally the apparent opportunity offered by
the proximity of the major cities of Western Europe was largely foreclosed
by the spirit of aerial nationalism enshrined In the Paris International
Air Convention of 1919, I[n addition tﬁe low load-carrying capacity of the.
available aircraft and thelr technical inefficiency meant that, even
where international agreement could be reached for the commencement of a

particular service, it was very unlikely to be able to pay its way. If
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air services were to develop on any scale they would.-fl_bé'-dependent upon
public subsidy, elther paid d?r‘ectly or hidden in §§33rous air-mait
contracts, and in the free or subsidised provision 9%_-'_é_:irport facilities
and meteorological services, |

Initially the British Government-wés- disinclined to_:p_-movide significant
financial support for the _t:ross-Ch.annel air services éét up by various
enthusiasts, such as George Holt Thomas and Frederick Handley Page, in
1919. It was held not to be, ".,.the business of the éqvemment to carry
civil aviation forward by great expenditure of public’-sﬁoney" (), As a
consequence by February 1921 all British air services-h_ad ceased, unable
to face the challenge of heavily subsidised foreign competition, Initially
the Government stepped in to tide the infant airlines ;_over with small
subsidies for 1921 and 1922. However it soon became épparem that
considerable subsidies would be récjuired for some 1imé: to come, As a
consequence the Government appointed the Hambling :Co__mmittee on Ciwvil
Air Tramsport Subsidies which recommended, in Febrba_ry 1923, that the
Government channel its subsidies through a single .large airline with
substantial financial backing, The Government agréed and in January
1924 signed a contract with the newly-formed Imperial: Airways, which
had been formed by a c:onsortiur_ﬁ of .small airlineswit_h financia! support
from the British, Foreign and Coidni_ét-Cor‘poration. The contract was for
ten years and provided that the Government would pay agreed levels of
subsidy to the airline which in.tl*aturn would pro'v'ide:"_air' services as

agreed with the Government.

{3) The Government

It was in 1917 that the British Government became fully aware that the
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end of hostilities was likely to followed by attempts to develop commercial
air services. As a consequence it appointed the Civil Aerial Transport
Committee under the chairmanship of Lord Northcliffe to consider the
likely significance of such developments and what should be the
Government's response to them., The Northeliffe Report indicated that a
rnumber of considerations should lead the Government to take a
considerable interest in civil aviation developments and to be willing to
support them. These considerations were: an awareness of strategic
significance of air power, which a strong civil aviation could assist by
helping to maintain a healthy aircraft Industry and a body of trained
pilots and ground crews; the national prestige to be gained by being
seen {0 be in the technological forefront; and the ﬁeeds of lmperial
communications. Thus the Government was soon made aware of the
significance of c¢ivil aviation, even if for a short while it was not

prepared to provide the financial support the industry required.

With regard tﬁ the administrative machinery that would be required for
the Government to discharge its responsibilities with regard to civil
aviation, the Northcliffe Committee concluded that the, "...advantages of
assigning to a singlie Department of State the regulation of all matters
relating to civil aviation are manifest..." {8} and that, given the close
links that were likely to develop with military aviation, the most
appropriate department to take responsibility for the regulation and
encouragement of civil aviation was the Air Ministry, whose primary
responsibility was for the RAF and military aviation. The Air Ministry
was therefore given.a wide range of regulatory powers with regard to
civil aviatieon and was empowered to foster internal and external flying,
in particular by providing certaln necessary pieces of infrastructure
such as a meteorological service and wireless aids, and by conducting

research into matters of interest to civil aviation.
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Civil Aviation as an Organised ln_fere’st

As the brief account given above indicates, by 1924 the :'iz.hr"ee partners in
the enterprise 6f British civil avlaiion had formed a sféble relationship
the nexus of which was public civil aviation policy. 'Thé development of
air services was dependent upon public subsidy and"upon the public
provision of wvarious infrastructural necessities. Furthermore such
services toak place in a context of government regulation and of inter-

governmental agreements,

Given the extent of the aviation industry's dependence upon government

it is hardly surprising that even: in its infancy steps were taken to
ensure that the iﬁdustry's views _ﬁere generally weli r‘epbésented both to
government and teo a wider public, There was 'in-':Br'itain a well-
integrated aviation community wl.'a_i.ch" linked aircraft manufacturers, the
RAF and Fleet Air Arm; the technical officials of the Air Ministry, airline
pilots and managers, and prTVété' f'lyefs to form, "a strong alrborne old-

boy network" (7). The integration of this community was in part due to

its small size and to a cameraderie derived from the knowledge that they

were pioneering a dangerous end ._technicalt.y advancﬁed"fiéid of human
endeavour. By the mid-1930s iﬁ:any Ieading figure's' in British aviation
héd formed bonds of fr'i.endship ‘and of respect for one ;;'nbt'her's work that
stretched back over a period of twenty or thirty yealrl-;. '.These men were
often rivals (eg for government contracts] and could be very critical of
one another, as for example Geoffr‘ey de Hawlland was of the aircraft
purchasmg policlies of both Imper-:a! Airways and the RAF {8). But they
reserved thelr most vehement cmthisrr_z_s-for- those ou‘_tside the aviation
community, whether fn gover‘nmé'r".l"t. :6:4 in the City, who were not 'air-
minded' and who failed to give British aviation 't'l";;j.s'upport that its

proponents felt it merited.
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The links binding the aviation community were not simply sentimental
and personal, they were also organisational and procedural. A number
of organlsations were formed to foster aviation in general or to promote
various aspects of it. These organisations were inevitably drawn into
relationships with the government. The oldest of them was the Royal
Aeronautical So;:iety which had been founded in 1866 and was, in essence,
a learned society concerned with the advancement of aeronautical science
(9). Its meetings, at which technical papers were read and discussed,
drew to them representatives from all parts of the aviation industry, the
Services, the airlines, the Air Ministry's technical staff and the aviation
press. They acted as a clearing house for the latest ideas in aeronautics
and aireraft design and as such were a means for the industry to
influence the thinking of the gdovernment's technical officér*s and vice
versa. The less venerable, but still prestigious, Royal Aerc Club also
took an interest in the encouragement of aeronautics, but its main
concerns were the encouragement of private flying and the organisation
of air races (10). The Air League of the British Empire was more overtly
a pressure group. It had been founded in 1909 with the aims of
encouraging the development of British civil aviation, air defence and
private flying (11].. It brought together leading political, industrial,
commercial and Service figures interested in the promotion of aviation,
and endeavoured to foster 'air-mindedness' through its various events

and publications.

However for the aircraft industry by far the most important organisation
representing its interests was the Society of British Aircraft
Constructors, It was founded in 1916, shortly after the Government had
established the formal procedure whereby all the aircraft it purchased

were ordered to meet an official specification. Its ordinary, or full,
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members had to be British firms manufacturing either airframes or aero-
engines, and did not number mofe than thirty or so. It had a far larger
number of Associate Members who were British firms that manufactured
parts, materials or equipment used in aircraft manuf_act'ure. The inner
councils of the Society tended to be dominated by the major airframe and
aero-engine manufacturers and it was they who were io benefit most from
two government decisions of _whit:;h the Society heartily approved and
which ensufed the survival of the alrcraft industry be_tw'een 1818 and the
commencement of rearmament in the 1930s. These decisions were; firstly
that the Government would manufacture no aircraft itself but would
purchase the aircraft it needed from private maufactu_r*ers; and secondly,
that these aircraft would normally be purchased only fr*o_:"n the Director of
Technical Development's approved list of manufacturers ('tiwe Family'}.
'The Family' consisted of four aero-engine manufacturers and about 16
airframe manufacturers {(12). It iués meant to embody th_'e best of British
alrcr-aft design experience. The Air Ministry's purpose in drawing up
the list was to prevent its small. Qolume of peacetime rﬁil-itary and civil
orders being diss_ipated over 100 wide a range of firms and so ensure that
Britain maintained a suffidientl'y.'!:ar‘ge number of aircraft manufacturers
to meet its strategic needs, Nee.d!_e;ss to say this polic‘y-; appealed to the
established manufacturers who dominated the SBAC and who were members
of 'the Family'., Equally ob_v.ious_lly_ _if was a consianf__#@ﬁce of complaint
for the smaller non-'Family' firms, -such as Airspeed.:ahjc-! Cunliffe Owen,
who claimed that official policy:-m’ade it even harder;.'_':fjojr-'_'them to become
firmly established in what was _:_a\lréady a high r!sk__:._é_}_iﬁdustry. The Air
Ministry's policy of favouring -'Fa_ufr'ﬁ'ily' firms was aimost as Influential
in civil ordering as in milit.ar-y_:'_ordering, for work oz_"%i':-*éfl_..vi_l aircraft was
seen as being almost as sat'_fsfaiory as military -wt}ék.'.as a means of

maintaining design and manufacturing capacity for stra'teg‘ic purposes.
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Thus, though the SBAC represented the aircraft industry to government,
and at times exercised considerable influence, it represented the
interests of some of its members better than others and did not always

speak with a single voice.

There were, therefore, a number of ways in which aircraft manufacturers
could appreoach the Air Ministry: they could do so individually; they
could do so coliectively, via the SBAC; or they could do so in concert with
broader aviation interests, via the Royal Aeronauticat Soclety, the Roval
Aero Club, or the Air League. in addition they could endeavour to
influence government policy via the aviation press or the Pariiamentary
backbenches. Aviation was of considerable interest to the newspapers
and newsreels of the 1920s and 1930s, involving as it did high
technology, physica! courage and national pride, The aircraft
manufacturers were not slow to realise the benefits to be gained from
presenting a favourable public image of themselves. They were generally
able to rely upon a favourable press from the specialist aviation

Journals, Flight and The Aeroplane, which were dependent upon them for

advertising revenue. In addition they lavished a considerable public
relatiqns effort upon winning over the aviation correspondents who were
appointed by most of the national newspapers at about this time. By the
late 1930s aviation was also fortunate emough to have a number of firm
supporters In Parliament, mainly on the Conservative side, Civil
aviation was not an issue to fill the Commons' Chamber, but there were
two dozep or so MPs.who took a continuing Interest in it, some of whom
(eg Sir Oliver Simmonds and Colonel Mcore-Brabazon) had direct financial
interests in the industry, These good public relations were to serve the
aircraft industry well when British civil aviation policy became an issue

for public disquiet In the late 1930s,
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The airlines were generally much less well served _by their public
relations. fhe rivalries between them were too great to enable them to
form an assoctation repﬁesenting “all of tﬁeir inter-ésts. Imperial
Alrways' moncpoly of public subsidy wés much r‘esente{:__c_lz by the smaller
airfines which, either independently or as subsidia_r’ie:s: of the railway
companies, ran unsubsidised internal and cross-Channel services.
lrnper*ia.l for its part was rather careless of its publi':t.':'-ih'lage and by the
mid-1930=s was beginning to create fhe impression: that .l:t wished to raise
its dividends at. the public expense; that it was authoritarian with its
staff; and -thqt it was unpatrietic and neglectful'bf its European
services. Not aill of these impressions were entirely __accurate but taken
together they dangerously eroded public, par[iamenta_r'y and official
support for the airline. Britl.sh Airways Ltd was probably the airline
most mindful of its public r'elati.ons. it was forr_ned' in 1935 te run
services to .nor-thern Europe by a number of small independent airlines
with strong financial support from .Whitehall Securities._.o:';md D'Ertanger's
merchant bank. This airline was especially fortunate icﬁ have a forceful
parliamentary advocate in Captain Harold Balfour', who was both an
aviation enthusrast and a director of Whitehal! Securities. By February
1936 the new airline had success_fully mounted a camp_atgn to receive a
publiclsubsidy for its services, The intentions of the bailway companies
who ran a number of sm.all a:rlmes were generally regarded with
suspiclon. It was wldely felt that the:r‘ primary concar'n was to control
the growth of air services so that they did not come to thr'eaten their rail
and ferry services. This view was reinforced when, having had rejected
their r'eQUest_for' a public sgbsi_dy for their air ser'vices, they used their
mf!uence with the malor travel agencies to impose a booklng ban on
British Air'ways Ltd in an effort to cripple its busmess. Among the

airlines there were commer'mal rivalr;es that were suffnc:ently strong to
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prevent thelr being able to present a united front to government and
which inhibited their being able to present a wholly favourable public

image of themselves,

Commercialism Versus the Public [nterest

Throughout the period reviewed in this paper there ebbed and fiowed a
debate about the proper purposes, organisation and funding of British
civil aviation. As has been explained, between 1919 and 1921 the
attitude of the British Government was that civil aviation was essentially
a commercial venture and that it should fly by itself unaided by public
funds. When this position proved untenable given the severity of the
competition from subsidised foreign airlines and from established sﬁrface
transport interests the position was reviewed by the Air Ministry and the

Hambling Committee. This led to a modus vivendi being arrived at

between government, Imperial Airways and the aircraft manufacturers
under which the Air Ministry agreed to subsidise some air services and
some airliner developments, though at leveis of subsidy that were
niggardly compared with amounts being paid for similar purposes in
other West European states. The Hambling Committee envisaged that the
management of the airline the Government chose to subsidise sﬁould
operate strictly in accordance with commercial criteria. It was the
Government's task to determine which unprofitable air services shouid be
run in the_ national interest. It should then pay the airline a subsidy
for the provision on those services that would allow the airline an
appropriate return on capital provided that its services were run
efficiently. Iimperial Airways management adopted this strictly

commercial outlook wholeheartedly and its chairman, Sir Eric Geddes,
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was quite unwilling to run any sérvices at a loss to?'_i_l‘;é.'a.frline. It was
Imperial's hard-nosed commerc_lallsrh combined with the Government's
unwillingness to increase its subsidy that played'a.’mg.jor part in their
joint decision in 1927 that Imperial run only minima-l- European services
and concentrate its efforts upon services to the colonies and Dominions,
Imperial had simply found it almost impossible to compete at the fare
levels charged by its more heavily subsidised rival;_s. _ it was also the

Government's view that the national interest dictate__d'that this was the

most appropriate use of the limited funds available.

From the mid-1930s the modus vivendi established a decade earlier began

to fracture. This break—-down- sten‘irﬁjed in part from a growlng public 'air-
mindedness', for national prowess fn aviation was seen increasingly as
evidence of national! economic and technical virility'.-._ﬁnd of modernity.
in addition there was an incr‘eésihg apprehension-a:t__:t__he political and
strategic importance of air power, ‘in barticular of 'aér.ifal bombing. The
significance of civil aviation In this respect lay par-tlly in Tts military
potential but also in the German use of air services "f_o_r;_"the political and
economic penetration of weaker states such as Coloml:;_ia_l._:and Persia. To
_thié growing awareness of the importance of civil a;i:;tion was added
ample evidence that British effof*ts in this respect did ﬁ_bt match those of
rival powers, In particular tﬁére was criticism:'.f'_:qf_ the paucity of
services to Western Europe; of the S!owness of services;._pn. Iimperial routes
compared with those of rival airlines {eg KLM); an'd'-'of the failure of
Britain's aircraft manufacturers-.to__. _ér‘éduce airliners with the speed and

aerodynamic qualities necessary to win export markets.

Parliamentary .criticism of British c¢ivil aviation . policy reached a

crescendo in November 1937 wheh discussion of Imperial Airways' poor
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tabour relations broadened inte & more general backbench critique of the
airline and of the Air Ministry. In an effort to deflect its critics the
Government agreed to their demand for a public inquiry to consider the
present state and the future of Br'.itish civil aviation. This committee,
the Cadman Committee, reported on 8th February 1938, Its report and the
Government's responses to it represented a major shift in official opinion
with regard to the proper purposes of civil aviation. Imperial Airways'
management was criticised for having been, "too narrowly commercial"
and for having, "failed té cooperate fully with the Air Ministry and
[being] intolerant of suggestion and unyielding in negotiation" {13). It
was no longer sufficient to wview civil aviation as an essentially
commercial activity in need of strictly limited public support whilst it
became firmly established. Rather civil aviation was seen as serving
vital long-term national political, strategic and economic purposes and
as being unable to develop adequately toc serve them without substantial
and continuous financial support. The Gowvernment was enjoined to
provide that support and the Air Ministry, in particular, was enjoined to
play a moere proactive role in ptanning the coherent development of the

industry.

Having generally accepted the criticisms and recommendations of the

Cadman Report the Government's responses were:-

(i) to double its annual subsidy for civil aviation to £3 million;
(ii} to place prototype orders for two new airliners;
(iii) to take steps to strengthen the voice and administration of civil

aviation within the Air Ministry so that the ministry would be
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better equipped to play a proactive planning role; .

{iv) to explore the mechanisms whereby new airliner developments

might best be planned and supported;

(v) to merge and to nationalise: Imperial Airways and British Airways
Ltd to form a public corporation, the British Overseas Alrways
Corporation, which was to have a monopely of all public

subsidies for the running of external air-services.

This last step is an especially significant one 1o illdStfate the changing
official at.titude to civil avi'atio.n, for in taking this radical step the
Conservative Government went  considerably further than the Cadman
Committee had recommended. The committee had recommended only that
the respective functions of the two subsidised airlines should be clarified
and that public subsidies should be substantially increased, with the
proviso that as a consequence the airlines' dividends should, '"be
restricted to those usually assoclated with public utility companies
(14). The Government, having accepted the committee's line of argument
that civil aviation must be rapidly developed in thg ﬁational interest,
was prepared to push it fur‘ther..to its logical conclusipn.- Britain needed
nywetl-founded and substantial" airlines (158) that \_‘U_OU_!_F' rely largely on
public funds. Imperial Alrways was poorly managec-l.;:.and British Airways
was very weak financially, having lost £200,000 t:_"y';-his time (16). A
public corporation formed by merging the two air*l'i_:r:':_'es would create the
opportunity both for a radical:.ﬁeétructuring of the _air;lines’ management
and for the raising of investmgnt:.éapital via cheap_r,:::!.t:ifw, fixed-interest,
government stocks. In Novémﬁébi 1938. the Governméﬁt-i announced that a

new publicly-owned airline would be created and that its chairman would
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be Sir John Reith, formerliy a much respected Director General of the BBC,
who was a forceful advocate of the concept of the public corporation and
cf the principles of public service. The corporation formally came Into
existence in April 1940 wunder the auspices of the British Overseas
Airways Act 1939, Few acts could more clearly symbolise the growing
official recognition of the vital importance of civil aviation to the
national interest and of the Govermnment's duty to support it, tham the

creation of BOAC by a Conservative Government.

World War I and Civil Aviation

The events of World War 11 served strengly to reinforce the growing
importance of civil aviation. Before the war the world's main networks
of &ir services were the domestic services in North America and the
international services of Western Europe, from which stretched the
tentacles of a few colonial services to Africa, the Middle East and South
East Asia., Transatiantic flights were a rarity attracting great public
attention. Buring the war a vast network of transoceanic air-routes was
established as a consequence of military necessity. |t was based upon
improvements in transport aircraft design (made largaly in the late
1930s) and upon the building of a .lar-ge rumber of military aerodromes
with concrete runways stretching aross what had previously been remote
and inaccessible oceans and continents, By the war's end the United

States' network of military air services encircled the globe.

These advances made it clear to those concerned with the future of civil
aviation that the end of the war was likely to bring with it the potential

for a great expansion In civii air services based upon war-time route
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developments and technical advancés. Government mir"e“l_.?s_'tje'r"s and officials
were most eager to see that pc_:tenﬂt-ial fully exploftgc_l:'_'_by British civit
aviation for, not only had the war clearly illustrated 'ii';;g vital strategic
. significance of air power in general and of air transﬁbh't'in particular,
it had also increased the significance of civil aviatiqh as a potential
employer. Furthermore wartime propaganda not only made the public
more 'air-minded' it aiso created the expectation that the British
designers, who had created airgraft like the Lancaster and Hurricane
and who had developed the jet engine, would be able to create airliners

capable of winning a premier piace in worid markets,

However, the war was not the bringer of unalloyed -}:Qe'nefits to British
civil aviation, Firstly it 'b'r;nght the rapid f@rgclosur*e of the
improveinents planned following the Cadman Report,’ 'T'h:e.'0utbr‘eak of war
brought all work on new British airliners rapl'dl.y_"-'to' a halt, whilst
wartime exigencies caused BOAC to suffer considerably. Since the new
corporation's resources were to be used solely In pursuance of the war
effort it came under rigid day-to-day Air Ministr‘y: .cc.mtmi. It was
unable to develop a strong, indéﬁehdent management strQEture and lost a
number of its senior personnel to other forms of war wc_:'t""k. in particular
Reith feft In 1940 to become.""a government mrnister.':' Although the
corporation greatly expanded its route network and éircraft fleet during
the war, there was among its staff a:wid'e'spread feeling that its potential
was never fully utilised, at cohsideh‘able'coét both to the war effort and
BOAC's preparations to meet 't'héijirf_i-gc'gués'of peacetime competition. This
failure was atiributed to Air :M_ih'istr-y a_n'd RAF stéff who initially
underestimated the strategic pdtéﬁt_i’éi of air transport and who, later on,
having ' realised their error préferred to expand British air services

using RAF Transport Command rather than BOAC. The creation of
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Transport Command triggered the resignation of almost the whole of
BOAC's Board of Directors in February 1943 in a protest both against the
Government's current neglect of the Corporation and of its failure to
create a climate in which the Corporation could coherently plan its post-

war development.

These problems were the more worrying to those familiar with civil
aviation because it was clear that although Britain's European
competitors would be gr'eat-ly weakened by their wartime experiences, in
the United States clvil aviation had gone from strength to strength both
in terms of airliner development and of airline organisation and
experience, During the years immediately prior to World War | the
Americans took a clear technical lead in airliner development, in
particular with Douglas DC3. The war allowed them to increase that
lead, for when America entered the war it was obvious that given her
present lead in transport aircraft developments, her dependence onn
such aircraft {given her isolation from the major theatres of war}, and
her aliies' lack of industrial capacity to design or build such aircraft,
that she should become almost a monopoly producer of transport aircraft
for the Allies. Thus US Government fu;ﬁds'were used to develop aircraft
which would not only assist the war effort, but would alsc provide the
basis for an assault upon world markets in the post-war years. Equally
the Americans' chosen method of developing military air-routes served as
a formidable basis upon which to develop post-war international air
services. Many of America's military air-routes were run by her airlines
which were militarised and under contract to thelr government., These
airlines were able to gain wvast experience running air services to
different parts of the globe. For many of them it was their first

experience of overseas air services and it made them determined to retain
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and develop their international _interests after the. war. As a
consequence they placed great pressure upon the Rooseve_'!t Administration
to conclude a liberal international civi! aviation c_on\fgmion with their
allies that would allow American civil aviation intergsts to use their

market position to monopollse post-war international civil aviation.

BOAC's problems, especially the threat of severe Amefican competition, .
allied with the obvious economic and strategic poten.ti_.,ﬂ of civil aviation
made it an issue of increasing political sallency between late 1942 and
1946. In the press and from the Paliamentary backbenches there was an
increasingly wvociferous campaign to ensure that Bri-ti.sh civil aviation
was properly prepared to meet the opportunities. and problems of
peacetime. These preparations héd four components which between them

encompassed the fundamentais of civil aviation policy. _Thése were:—

(1) the Qevelopment of advanced airliners;

(11) the future of BOAC;

{iit) the need for a post-war international settlemerjt_i'for- civil aviation;
(iv) the adm.inistralive respo‘ng_ﬁ__b_i_iity for civil aviat-i§n.

Not only did these matters raise fundamentat issues, they also served to

illustrate that the industry's dependence upon pubhc policy decisions

had, if anything, increased during the war years,
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(i) The Development of Advanced Airliners

The Government first came seriously to consider the future of airliner
development in November 1942, partly as a consequence af its own
growing concern with post-war civil aviation and par?tly because of
growing backbench restiveness at 'the obvious lack of British transport
aircraft developments. There was a great deal of confidence that British
aircraft manufacturers were capable of producing airliners that could
take on the Americans and 'win the peace’'. There were some good
grounds for this optimism, not least Britain's lead in jet technology, and
the fact that Britain's aircraft companies were, by and large, better
equipped, better managed and more prepared to do their own research
than in the inter-war vyears, Névertheless there were major obstacles in
the way of British attempts to capture a major share of the airliner
market, The British aircraft industry was not well placed to determine
the precise direction post-war airliner developments were to take. [ts pre-
war experience had been mainly of producing small numbers of airliners
to meet Imperial Airwavs' esoteric requiremenis. it was unlikely that
such experience would have much relevance in the post-war market but at
the same time it was difficuli_ to determine exactly what the precise
reguirements of that market would be {eg would the emphasis be on small
numbers of first-class passengers flying in luxury, or on high density
tourist traffic). Equally the advent of the jet engine, whilst it presented
a great opportunity, also presented a major problem of technological
forecasting. The jet engines of the early 1940s were both impractical and
uneconomical for civil purposes. Though they were obviously going to
dominate military aviation there were many uncertainties about their
civil uses, In particutar the jet engine seemed likely to necessitate

major advances in airframe design the precise character of which was as
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yet unclear. This latter problem . was exacerbated by the fact that
British airframe design and aerodynamics was not as__é_dvanced as that
elsewhere and that, British aircraft manufactuféré - were somewhat

reluctant both 1o admit their deficiencies or to learn fr*or'_'r'r'. ,t'_hem.

In addition the aircraft industry faced a severe shor't__agé.of the resources
necessary to design and build airliners, By the end of 1942 the British
economy as & whole, and the aircraft industry in particular, was
approaching full m_obilisati_o-n for war production. Therfé simply was not
the slack in the industry to undertake such work, In particular there
was a severe shortage of skilled tabour, especially experienced
draughtsmen to do design work. Given that the indpstr‘_y wc_:r‘ked wholly
under the direction of the Gové’r‘nment, which had taken the right to
direct labour and other rescurces, the industry had. to_.-_t._:_.nr'n to the state
both for permission to undertaké'work on airliner de_v:émpment and to
obtain all the resources with _wl'-ﬁch to do it, Furthermore It was
becoming increasingly clear that even though the . Government would
graduaily relax its controls over the economy in the -';.)-o.s“t-war vears the
aircraft industry would be even Iess_ able to de;uelop aircraft as private

ventures than it had been in the pre-war years,

The increased complexity of :ain;:raft ‘designs, especiaily those of jet
aircraft, were leading to major increases in researﬁl}'.and development
costs which even the larger and more successful a_ir-ér’*_aft manufacturers
were unable to meet without subport frbm public funds-,j"_ Aircraft design
was not an exact science so th:at__:t,he undertaking of any but the smallest
and most conventiconal! of devel-op_r.n'ent projects invo'l_:y;-_f.q.d_-a considerable
risk for the firm concerned, _Risfﬁg development costs and increasing

complexity of design meant that individual projects would absorb a
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larger proportion of firms' resources for a longer period than pre-war,
Thus firms would be unable to spread their risks over more than a small
range of development projects. For its part the Government was to find
itself able to fund fewer of these increasingly costly development projects
and able te purchase fewer of the more expensive production aircraft

bullt as a consequence of them.

From late 1942 onwards the Government came under increasing pressure
{(from the aircraft industry, the aviation press, and the parliamentary
backbenches) to commence work on the development of airliners that
would be available to meet the expected boom in post-war air travel,
These public advocates of airliner deveIIOpments found themselves pushing
upon what was, at least in principle, an open door, The Government had
absorbed the lessons of the Cadman Committee and recognised that it had
a pro-active rele to play in airliner developments even before the
outbreak of war. As has been stated, wartime experience reinforced that
outlook. Not only was it clear that civil aviation would be of Increased
significance both in employment terms and for Imperial Communications,
it was alse clear that it could be a means of ma'inlaining industrial
capacity 'in the aircraft industry for strategic purposes. It was this
strategic consideration that was paramount in the minds of the Ministry
of Aircraft Production officials who from 1943 onwards planned the post-
war contraction of the aircraft industry (17). They recognised that the
post-war . aircraft industry was likely to stabilise at between 10% and 20%
of its wartime peak capacity. Looking back to the probfems of
rearmament in the 1930s their aim was to secure the design capacity
necessary to ensure that Britain would be able to supply its armed forces
with the range of aircraft they would need in a future war and to

maintain a pool of skilled labour and a body of aircraft factories that
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could act as the ﬁuc!eus for an expansion of the indus.tr_‘-_js.f._ (based upon the
wider engineering industry) in the event of an emer:g_etj_i;y. Given that
there was likely to be a drastic cut in domestic mili:é_r_y demand, it was
clear that civil work might well prove vital to sel:_ca_.J_.r'*e the economic

health, and even the survival, of key aircraft manufacturers.

Taking abeoard the Cadman Committee's injunction to adopt a proactive
role in airliner development {(an injunction refnforced”by_the extent of
the Government's wartime econom:ic controis), the Alr' ﬁinistry and
Ministry of Aircraft Production set up a small committee .in November 1942
under the chairmanship of Lord Brabazon who at on'e._ _ﬁme had been a
keen critic of civil aviation policy and was a formér Miﬁ_i_ster of Aircraft
Production. The committee's function was to state._i_-n broad terms the
types of civil aireraft Britain would need in the post-war years in order
to meet the needs both of domestic and foreign airiines,_ it was clear that
if these airliners were to meet the needs of Britain's é-i_rll‘nes and to sell
in export markets they wouid have to be Sufficiently'advanced, efficient
and economical to meet head .o_n the competition of the best American
airliners that -would be availébie. This First -Erabazon Committee
reported in February 1943. It recommended that five 'types of airliner be
designed, ranging in order of _p_riori_ty. from a Iar'ge.._airfiiner capable of
flying from London to New York hoﬁ-étop {which was to htave top priority)

to a small alrcraft for use on colonial feeder services.

The Government's response to the report was promptly to_-a.ccept it and' to
seek a means of implementing it. _The means chosen was very much that
proposed by the Harold Brown C_b;nmittee which had_oﬁnsider‘e’d airliner
development in 1939: the creation of a commi'tteé -.nepr'esenting the

airlines, the aircraft manufacturers and the state, w'hir;h would generate
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an agreed programme of airliner developments supported by public funds
and resources (18), Brabazon was asked to chair this new committee
{(which became known as the Second Brabazon Committee). Its membership
was somewhat wider than that of his original committee and In particular
included two representatives of BOAC, Its primary functions were: to
monitor the airliner programme proposed by the First Brabazon Committee
to ensure that it remained in accord with changing perceptions of post-
war needs; and to produce detailed accounts of the performance demanded

of the various aircraft it recommended.

The Second Brabazon Committee monitored- the airliner programme from the
late Spring of 1943 until late in 1945, During this period it recommended
a considerable expansion of the programme as originally approved. in
particutlar its programme of wholly new aircraft was expanded from & to
B. In addition, as delays occurred and it became clear that some of the
new designs would not be ready by the end of the war, stop-gap measures
were proposed., |t was recommended that a new fuselage be designed to
fit the wings of the L.ancaster bomker (to create the Avro Tudor airliner)
and that more minor redesign work be undertaken on some bomber designs
to create makeshift airliners. The Second Brabazon Committee's
recommendations did not include quite all of the British civil aviation
effort as work was also being done on civil flying boats {which the
committee did not really consider) and a tiny amount of design work was

undertaken by firms on civil designs as private ventures,

Once the Second Brabazon Committee had agreed &z requir'emeht for the
aircraft it recommended, this would be passed to the Ministry of Aircraft
Production and the Air Ministry. If they approved the idea in principle,

as they generally did, the Director of Technical Development would draw
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up a detailed specification for the aircraft setting'ouzt in some detail
what performance and design features would be expécifé?l'of the proposed
aircraft, The Director would then approach those air;cte;ft manufacturers
whom he felt might have the ava.il'able design capacity and the necessary
design skills to produce tenders for the work. Given the great shortage
of design capacity during the war this would usually involve
approaching no more than a handful of companies. .Once the firms had
presented their tenders (which would include an out;!_i'ne design sketch)
the Director of Technical Deve!opment,'after consuiting-_-the Air Ministry,
would choose one of the designs and .place a contr*act_. for one or more
f:.-rototype aircraft with the relevant manufacturer. A contract for
production alreraft would be fﬂrthcoming when the Air Ministry (after
consulting BOAC) decided that a number of aircraft o'f.ﬁa_ particular type
were heeded and when the Miniétry of Alrcraft Pno:&uction felt that
sufficlent production capacity waé available, Thié 'sy"stern of ordering
ensured the maximum utilisation' of the aircraft it,fld:,a.'_;;'t_ry’s capacity.
Howeveﬁ, its appeal to air_cra__zft_'- manufacturers lay - hot onlly in its
ensuring them a regular fl'ow_ of wd,f;k, but aise in its :f:émiiiarity. This
system mirrored very closely the 'éystem of ordering used for military
aircraft. It had much less appeal .for BOAC since it g"ave them relatively
little say, and no direct control, over the ordering -.of.the aircraft that
would be thelr main revenue earhi_ng asset, Howevér;,-iz-they were in no
position to make strong complaints. They knew militéry, work must take
priority and were keen to lay -thei_r? hands on any aiﬁcraft they could
get. Furthermore, like the alrcraft manufacturers, they were pleased to
see the Government reaffirm and fs_tf-e_riglhen its commitme'r"'t-t to British civil

aviation,
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{ii) The Future of BOAC

The growth potential of post-war civil aviation was obvious not only to
BOAC but also to the railway and shipping companies, who saw it as a
threat to their surface transport interests and as a potentially lucrative
investment, glven the improvements in aviation technology. As a
consequence they sought, with great success, to reopen the debate about
the proper purposes of ci\fil aviation and about the proper role of the
state in its development, which the Cadman Repori had seemed to resolve
some vyears earlier, Whilst they were prepared to accept, quite
naturally, that the state had a role to play in providing assistance for
the development of new airliners and providing airports, radic aids and
meteorological services, they argued that in essence civil aviation was &
means of transport _like any other and as .such it should be run in
accordance with commercial principles by those with experience of
running transport businesses. These interests endeavoured to persuade
the Government that they were fit organisations to be entrusted with a
targe share, even a controlling interest, in Britain's airlines, They did
not generally advocate the abolition of BOAC but its restriction to a few
routes and the entry of private airlines onto the rest of the route
system. The public interest would be protected by a regulatory body
{based upon the American Civil Aeronautics Board) which would licence

operators to run particular services.

Both the railway and shipping companies were will equipped to put thelr
views to government and were able to attract considerable support when
so doing. Both interests were well used to lobbying ministers and
officials as indlvidual companies and via the General Council of British

Shipping and the Railway Companies Association. In addition the
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railway companies created the Assocnated Airways’ Jo:nt Committee to
provide them with a vehicle for' lobbying on specifﬁca___l_ly.cwut aviation
matters and which could 5peak, w.ith some justificatioﬁ,:'. on behalf of the
small internal airlines which had run unsubsidised “services pre-war,
There was also considerable political support.fof*__'the railway and
shipping companies' case. Withih the Government thei.r; most significant
support came from Lord Beaverbr‘ook, who was both chg_irman of the War
Cabinet's Civil Air Transport Committee for much of . the period and a
close friend of _Churchi!I'sl. In addition there was vociferous advocacy
for the reintroduction of private capital into Br'i'tai_.n's overseas air
services fmﬁ the Conservative backbenches. Thus-i._n 1943 and 1944 a

considerable ctamour developed to allow private capital into the airlines.

However, there were also powerful advocates in st‘pprt of BOAC who
wished to see its monopaly position not simply maintained but enhanced,
Under the British Overseas Airways Act 1939 the air_'li:r)e_:'was granted only
a monopely of subsidy for the running of overseas 3égrvices. Private
airlines coufd run overseas ser‘vicgs bu_t- could not I'eg._q_lly be subsidised
for so doing.. Interpal air se_r'vices were .generally u_naffected by the
Act. During the war however almost all private air servuces, internal
and external, ceased. The Labour' Party and the Air Mm:str'y wished to
see the de facto postion become a de jure one in which’ BOAC was given the
legal monopoly of overseas and.mternal services, - not simply the
moneopoly of subsidy for the fc_:_r*rr_ner. They argued th:a:t_.._this would allow
air services to be developed i,_n._a coherent, planned fwla.'y in the national
interest. Thus strategic and _i:mp;erlal needs cod!d'. Be'. fully taken into
account and efficiency encourage’d tn particular through the pooling of
experience and resources (especnally aircraft) between different air-

routes and services. Such a scheme would also encourage_intemational
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cooperation between state-owned airlines ({especially those of the
Dominions) and even the creation of an internationally owned airline {a

scheme with much support in the Labour Party,}

With these contradictory views being aired arn impasse rapidly developed
within the Coalition Government in which each set of protagonists could
block change but could not secure victor;/ for its own position. This
debate dragged on publicly and within the War Cabinet for the whole of
1944 in the face of increasing public disquiet at the lack of any coberent
policy for ithe development of Britain's airlines and increasingly urgent
warnings from the Air Ministry that a decision was urgently needed if
BOAC was to be adequately prepared to run services soon after the
cessation of hostilities. A temporary resolution of the issue was arrived
at foliowing the appointment of Lord Swinton, a forceful but somewhat
unideoicgical Conservative, as Minister for Civil Aviation in October
1944. By 20th January 1945 Swinton was able to propose a compromise
plan to his ministerial colleagues {19). The essence of the Swinton Plan
was that Britain should have not one major airline but a number, each
with its own particutar area of operations and each characterised, in
some degree, by mixed private and public ownership. BOAC would retain
responsibility for most Commonwealth services and for the North Atlantic
service but, where appropriate, it might set up subsidiary companies
with interested shipping companies to run certain services, I|nternal and
European services would be run by a new company Jjointly owned by
various private transport interests and BOAC {which would have a
minority shareholding.) Plans were not fully developed for a number of
other services, in particular to South America, but Swinton clearly
intended to find a place in them for British Latin American Airways, an

airline recently formed by a number of shipping companies,
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Swinton argued the case for his plan on grounds of prin_{:ipte not political
expediency. It represented a via media drawing i:n't'd the airlines the
commercial acumen and vast experience of the rai.._l'i'.ﬁe:*t_y and shipping
companies, whilst ensuring a proper representation' .-,ffor the national
interest. It was approved by the War Cabinet on :IZ?;:th January, and,
after some negotiations with the interests concerned, w_a—_:.s.presented to the
public as a White Paper on I&t:h March. The plan, déspite support from
The Times (20) was generally  badly received. "It..; was a political
expedient from which no sound policy for British ;&_\{iation could ever

result", commented The Aeroplane_(!l‘). On the Conservative backbenches

it was widely felt, ",...that this White Paper represgnt's_no Conservative
policy" {22}, Whilst in the Labour Party it was felt that the Government
had succumbed to a high pressure campaign by well organised commercial
interests, Under these circumstances it is unlikely thé:_:t-.the Swinton Plan
would have survived intact no matter which party was 'é!ected in the 1945

General Election. -

The Labour Government electec_l' m July 1945 came to éff-ice committed to
seek international agreement - 10 ' establish an lntgﬁn‘ationally owned
airline and te nationalise intermal air services,. This- internationalist
policy appealed to the party's idealistic rank an& file, but was thought
{quite rightly) to be unrealiéable .by the par*ty-_‘é leaders. As a
consequence the incoming Minister. IOf Civit Av-iation_,:-,..L'ord Winster, was
set to work to devise a less imp_r;'actiical pelicy in accord with his party's
instincts, - In October 1945 he proposed to his Cabinet colleagues a
variant of the Swinton Plan jun_der"_:which. BOAC would remain wholly in
public ownership, but that -'-'_;he: other two airlings:-;wou!d be mixed
enterprises with substantial r‘n'in'bf-ity " private shar-'éﬁbld!ngs (to be

offered mainly to the railway and shipping companies) (23). However,
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this proposal was unacceptable both to a number of leading Cabinet
figures and to the Labour backbenches (24). As a consequence Winster
was asked to think again in terms aveoiding any participation by private
capital in the airlines. This he did, though not without a vain attempt
to rally resistance, and his proposals were approved by the Cabinet and
announced in outline in November 1645 and in more detall as a White
Paper in December 1945 (25). This new plan, known somewhat ironicaltly
as the Winster Plan, involved the establishing of three public
corporations each with a‘monopoly of British air services in its own
sphere of influence: BOAC, British Eurcpean Airways {which would also
be responsible for internal services) and British South American
Airways. |t was claimed that, "This policy offers the best guarantee 1o
the public of the disinterested expansion of the nation's air services with
economy and efficiency..." {26) and that it would allow the Government to
develop a coherent civil aviation policy. The creation of three publicly-
owned airlines and the breakup of BOAC's effective monopoly of overseas
services was defended on the grounds that it would encourage variety
and flexibility and the pooling of experience "...in a spirit of socialist
emulation" (27). These proposals were generally badiy received in the
aviation press which regarded them as, v, ,.timewasting and impractical”
(28), but they were carried into aw under the Civil Aviation Act, 1946.
Thus the lengthy debate between 1043 and 1946 about the future of
Britain's airiines ended in victory for those who saw the need for civil
aviation to be run in accordance with a politically determined

interpretation of the national interest.

Whatever one's view of its outcome the debate itself, because of its length
and character, had adverse effects upon BOAC and tts planning

processes. Discussion was frequently heated and involved highly critical
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remarks being made about the Cofporation‘s managemé_ﬁt and efficiency.
Though these remarks were offeh justified they had 'a: bad influence upon
staff morale, as did the air of undertainty engendered a_bogt the airline’s
future. Equally this inhibited planning because BQAC" senior staff were
uncertain whether they were planning the development of new services on
their own behalf or on behailf of some other airlines that would receive
goverhment support. Again, although the ministers:tesponsible realised
that there were managerial deficiencies at BOAC, both in terms of
organisation and personne!, it seemed inappropriate to_r*emedy them until
there were fTirm decisions about the airline’'s post-war status and
funcfions. The failure to reach.. agreement about these issues imposed

considerable costs at a time when clarity and certainty_wer*e at a premlium.

(ii1} The Post-War International Settlement of Civil Aviation

The war destabllised the restrictive interna_i_ibnal arrangements
developed under the 1919 Parié Convention. Air-routeé were disrupted by
military operations and its signatories became com:ba'tants even enemies.
The search for an enlightened. international civil aViétion agreement was
an important and often tens_é. facet of broader ir_iter'-AIIied discussions
about the shape and character of post-war intem_a‘_tional relations, It
was generally recognised _.th'ét,' "...some-__fp'r_':hf of international
collaboration will be essentfé'i;.if the air is to. be developed in the
interests of mankind as a. whole, trade _served, international
understandings fostered aﬁé*__s’_'ome measur"e-of.':-i_nfernational security

gained" (29).
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An international regulatory convention designed to serve these aims
would need to regulate both technical and economic aspects of civil
aviation, By technical regulation was meant the great variety of
piloting, navigational, legal and administrative matters that heeded to
be resolved and harmonised if international air travel was to be safe,
efficient and practical. Despite the great complexity of some of the
issues involved {eg air traffic control, airworthiness certification,
customs regulations, etc) there was little doubt that the Allies woul d
come to an agreement relatively quickly and harmonlously about them.
There were few significant points of disagreement and an early settlement
of these issues was in everyone's interest. Far more contentious and
intractable were the issues of economic regulation. Here there were acute
differences of economic interest, especially between Britain and the
United States. American civil aviation interests believed that, given
their near monopoly of modern airliner production and the wvast
experience and efficient organisation of their airlines, they could come to
dominate world civil aviation provided that they were aliowed to compete
freely with the minimum of economic regulation. As a consequence they
strenhously lobbied the Roosevelt Administration to obtain as liberal an
international settlement as possible. Britain, abetted by the Dominions
and European allies, was fully ali\}e to this threat and strongly
advocated the need for economic regulation that would ameliorate the
severity of American competition. There was a whole range of highly
contentious issues, including airlines' rights to pick up and set down
passengers, the frequency of their services, the fares they could charge
and the public subsidies they might receive, In essence the British
position was that these matters should be so regulated as to protect the
interests of those Allles who would be unable to undertake a full and

rapid development of air services as soon as the war ended and, in the
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longer term, to take into account that each nation might fee! it necessary
to run some air services for other than solely commeicial reasons and

would wish to do so without an excessive charge on the public purse.

To reselve theee issues the Bﬁitish Government en_geged in extensive
consultations with its Alljes, eepec'iatly the Amer*ican_s_and the Dominions,
throughout 1943 and 1.944. By the time an inter*na_t_i_d_hal civil aviation
conference was called at Chicago .in November 1944 tHe'_British view was
generally supper'ted in Europe and the Empire, but jh’ot in Latin America
which was very mueh under Am'er-i'can_ sway in civil a'.v"'iaﬁon as in other
matters, The Chicago Confere.hce predictably reached rapid agreement in
the field of technica! regula.t_ion. These taiks were, "an outstanding
success" {30) and it was aéree'd-that a Provi'ei'dh_a?! Civil Aviation
Organisation be set up to deal with these matter’_‘s::'. However, the
conference broke up, amid.some acrimony, unable to e"g'ree any scheme of

economic regulation.

This break-up was by no means unfavourable to British interests in the
short run, for it teft the de\'relopment. of economic r*e.g'ulation to & lengthy
process of bilateral negotiation w.l'.\lcﬁ. delayed the'ﬁiif .entry of American
airlines onto peacetime internationa! air-—routes. .'Bl.':t'euch instability
could not long persist for there was both in Bmtain and the United States
a strong body of opinion that favoured the rapid deveIOpment of air
services and looked upon the Brltish Government s attitude as niggardly
and restmctcve, Given Britain' s dependence upon Amerlcan economic aid
such a dlsagreement on a subor-dinate issue could not Iong be allowed to
bedevil Anglo-American relations. As a consequ_ence' Br'itish_ and
American representatives met at B_er-mu.da. in Febrears}"l.QAS to conclude a

bllateral civil aviation agreement which would set the pattern for
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subsequent agreements and so for the regulation of civil aviation warld-
wide. 1n the face of overt American threats that Congress would refuse to
grant Britain a vital doliar loan it was seeking should no agreement De
reached, the Attlee Government reluctantly accepted terms which, whilst
accepting economic regulation in principle, seemed to deny its substance
by failing to set out precise mechanisms for 1ts enforcement. Events were
to prove the Bermuda Agreement rather more favourable to British civil
aviation interests than it appeared, in particular the agreement laid
down that the fares to be charged and the freguency of services to be
operated on particular routes were to be determined under the auspices of
the international Air Traffic Association, an association of all the major
international airlines- established at Havana in 1944, With the assistance
of like-minded airlines and governments Britain was able 1o use this
body and its procedures to regulate fares and frequencies so as lo
restrict the effectiveness of American competition {31}). A mixture of
skilful negotiation and good luck created a regulatory context which

was, by and large, conducive to the development of British air services.

{iv) The Administrative Responsibility for Civil Aviation

public opinion had mnever been wholly satisfied that administrative
responsibility for civil aviation should lie with the Air Ministry, a8
department whose primary orientation was military. However in 1938 the
Cadman Committee had felt that, because v military and civil aviation
[were] two sides of the same coin" {32} especially from the point of view
of aircraft research and development, it would be as well to leave civil
aviation at the Air Ministry for the time being provided that steps were

taken to strengthen its voice within the department. Steps were taken in
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this respect In 1938 and 1939,._bu_t_ the outbreak of war f.led very largely to
their reversal as civil work dwindled. Furthermorg--tﬁg Alr Ministry lost
part of its responsibility for civil aviation matters l'ﬁ;g.May 1940 when the
Ministry of Alrcraft Production was set up .wilh- Fespbnsibility for the
research, design and development of all aircraft, "}hilitary and civil.
Thus in 1943 and 1944 when attention began to be "g:,iven to the future
administration of civil aviation there were two questions in need of an
answer: should the Air Ministry retain contro! of the Department of Civil
Aviation; and what would be the future of the 'Ministry of Aircraft

Production?

When post-war civil aviation planning came onto the political agenda in
1941 it seemed appropriate even to the Air Ministry, that it should
immediately be given an intérdeparimental focus. It fnvolved issues of
internationa! relations and wé_s bound up with other aspects of economic
reconstruction, besides which ministers and senior officials at the Air
Ministry openly admitted that they had insufficient time to devote to the

matter (33}). At first civil avietion issues were considered under the
aegis of Cabinet committees concerned with reconstruction, but in June
1943 the War Cabinet agreed to the creation of a committee, the Civil Air
Transport Committee, under th_é-chair-manship of.senior Conservative
minister, Lord Cranborne (the Lord Privy Seal) to take responsibility for
post-war civil aviation plannihg_.__. The creation of this committee in part
reflected a growing awareness t_:_-f the importarice of.'éi:vﬁil aviation and of
Churchill's desire to sebar'ate 'i-_t'fr-om other aspecféf:' of reconstruction
pianning which he was less 'eagér;-.' to foster. HoWe\}_er' it also reflected a
growing dissatisfaction in the press, in Parliameh‘t-__é%néi within Whitehail
at the Alr Ministry's treatmlen't'_.of civil “aviation, Indeed one of

Cranborne's terms of reference was, "...to take under review...the
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Departmental organisation and Ministerial responsibility for civil
aviation matters, and In particular whether any changes should be made

before hostilities ceased" (34).

The post-war administration of civil aviation came near to resolution in
January 1944 when the Civil Air Transport Committee {by now chaired by
Lord Beaverbrook) came to consider the Issue in conjunction' with the
Anderson Commitiee on | Machinery of Government (another Cabinet
committee concerned with broader Issues of government organisation).
The overwhelming view of both committees was that the Department of
Civil Aviation (which dealt with civil aviation matters within the Air
Ministry} should be moved from the Air Ministry to the Ministry of War
Transport. Commercial ties, both competitive and complementary, were
held to be superseding purely technical ones in their importance for civil
aviation. As a consequence it was felt that civil aviation policy should
be developed as a part of transport policy as a whole, and this might
best be done under the aegis of a single minister {35). This view was
strongly sqpported by Lords Cranborne and

Beaverbrook, successive chairmen of the Civil Air Transport Commitiee,
not least because each of them had found their coordinating role most
unsatisfactory and felt that civil aviation needed the strong leadership
of a departmental minister if Britain's plans were to he fulty developed
by the war's end. However this proposa!l foundered, despite the fact that
its only serlous opponent was Sir Archibald Sinclair {the Secretary of
State for Alr). |t did so on grounds of timing because Lord Leathers, the
Minister of War Transport, felt unable to take on the extra administrative

responsibiiity of civil aviation planning until after the war (36).



- 37 -

An alternative resolution for this thorny administﬁét{‘l've problem which
had been c-:anvassed as early as July 1943 was t_he creation of an
independent Ministry of Civil Aviﬁtion. In favour of such an idea it was
said;: that it would be very popular in the press an_d‘l 65'_;' the backbenches;
that it would give civil aviation an independent ministerial voice; that it
would give civil aviation a minister with sufficient time to devote to its
problems; and that it would locate civil aviation in a department that
was both commercially brientatéd and 'air minded'.‘n'_. However this idea
was firmly rejected on the grounds that such a miﬁiéfry' would be small
and weak and that civil aviation would sacrifice Ité tgc:hnical links with

military aviation without gaining commercial links with other forms of

tbansport .

Desb.i.te these.unpmmising auguries a Ministry of _.'Civil Aviation was
created in October 1944, despite a lengthy rearguard fought by the Air
Ministry, Its creation came from the conjunction of two circumstances:
firstly the Americans had called the Chicago Confer‘enc'.é.and there was an
urgent need to send an authoritative and expemenced minister to lead the
British delegation; and secondly because of ever stmnger demands from
the Conservative backbenches that the Coalition Govetjhment demonstrate
its awareness of the importanée of- civil aviation, The' role of the first
Minister of Civil Aviation, Lord Swinton, in attemptlng to resolve the
future of BOAC has already been explamed It is fair 1o add that during
his months in office he trled to apply a s:m:lar motive force to the

development of the various other aspects of civil avia_tio_ﬁ'.

Swinton's four Labour successors as Ministers of Clvil Aviation in the
Attlee Government were men of Iess drive and abllity. Their coliective

tenure of office went a long way to justlfy the fears of those who had
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opposed the creation of the new ministry during the War., None had a
seat in the enlarged peacetime Cabinet and all sat in the House of Lords.
They headed a small depariment, by no means adequately staffed, that
was lowly placed in the Whitehall hierarchy. Despite its popularity this
new department soon came under threat of abolition and merger both from
within the Government and_ from the Conservative opposition. it was
effectively merged by the incoming Conservative Government in 1951 in
which a single minister was appointed Minister of Transport and Minister

of Civil Aviation,

The other aspect of post-war civil avi.ation administration, the future of
responsibility for the research, design development and production, of
modern airliners, was resolved with little reference to civil aviation
issues. |t was part of a much broader debate concerning the future of
military supply and the development of post-war industrial policy. In
essence the incoming Labour Government in 1945 determined, despite
military objections, to merge the Ministry of Aircraft Production {which
was responsible for military and civil aircraft procurement) with the
Ministry of Supply (which was responsible mainly for army procurement

matters) to form an enlarged Ministry of supply. This enlarged Ministry
was intended to act both as a military supply department and as a
sponsor for the development of the engineering industry. I[n so far as
civil aviation was considered in the discussions about the creation of
this department, it was generally felt that the new Ministry of Supply
would serve it well. Civil aviation would gain the benefit from the vast
amount of research and development work to be done for military purposes
in the department (which it might not have done if civil aviation
research and development had been conducted independently), whilst not

being dependent upon the Air Ministry for its aircraft programme.
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Events were to prove otherwise, for in the post-war years the airlines
found it increasingly ir‘ksome. to have two government departments, the
Ministry of Civil Aviation and the Ministry of Supply, standing between
them and the aircraft manufacturers who supplie'_t:_i__f_._t_heir main revenue

earning asset, .

The Failure of the Post-War Airliner Programme

Despite the delays and disagreements in the developrﬁe_nt of British civil
aviation policy during the.war, by eérly 1946 matt_eré seemed to be set
fair, The Government was -fir_rr_:ly committed to a proactive stance:
supporting the expansion of _fhr%eé_publicly owned. él.rlines; supporting
the Brabazon programme and some other airtiner developments;
negotiating bilatera! international agreements (fol'!-o'\&.:ing‘ the pattern of
the Anglo-American Bermuda Agr‘éeme_'nt) that were generaily favourable
to British interésts; and administering its policies through a Ministry of
Civil Aviation whose very .existence symbolised .-t-he Government's

commitment to the development of British civil aviation. _

Appearances, however, were decéptive. By the end of 1947 matters had
turned sour. The three new a_"i'rl_i_l_'l_e_s wef‘e making h;e'a'v?y losses that were
bringing into disrepute not only'-'their own managéments, but also the
whole efficacy of the Government's nationaiisation -.p'r‘OQramme. There
were clearly managerial problems at the airlines, in.._-barticular at BDAC
which - was seriously overrﬁé_;hned. - Equally the airlines' efficiency
undoubtedly suffered because .'qf_ poor maintenént_:e and passenger
handling facilities. However the key to their problems lay in the failure

of the airliner development programme. The only Brabazon programme
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aircraft in an advanced state were the small De Havilland Dove (intended
for mlnor colonial services) and the Avro Tudor, which had been intended
as a vital stop-gap for BOAC and British South American Airways. By
this time the Tudor had been shown to be markedly inferior in
performance to its American counterparts and was years late entering
cervice. Indeed one of its key variants, the Tudor I, was performing so
badly that it loocked unlikely even to enter service. These problems were
common over much of the rest of the Brabazon programme. The problems
with the Tudor caused matters to come to a head and a furious public row
developed between the airtines and the Ministry of Civit Aviation on the
one hand and the aircraft manufacturers and the Ministry of Supply on
the other. Each side blamed the other for the detays in the programme.
There were allegations made of incompetence, of duplicity and even of
bribery. Clearly the complex ordering procedure for airliners was
breaking down, but there were more deep-seated problems with the

Brabazon programme.

The fallure of the Brabazon programme can be attributed to four causes,

three substantive and one procedural:

{i} 1t was too large

As has been noted, between 1943 and 1546 the Brabazon programme grew
from 5 to 9 specifications for airliners. This was due mainly to a
growing awareness of what airiines would require by way of aircraft in
the post-war world, This led the 2nd Brabazon Committee to propose a
more elaborate {(arguably an over-elaborate) programme of developments

in order to meet airlines' predicted needs as precisely as possible.
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Underpinning thls larger programme lay the bellef that Britain, as a
world power with a major alrcraft industry, should produce a range of
airliners - capable of meeting ail the reqmr-ements__- of its national
airlines.  This belief was also enshrined in the 'fly British' policy
adopted by both the Chur‘chill.ahd Attlee Governmeﬁté; whlch declared

that Brltlsh airlines would use Br*itlsh aircraft whenever practlcabte (37).

The policy of ' producing two “or three aircraft .to meet similar
specifications could be justi_fi_é_d given the uncert”é,.'ih”tiés of aircraft
design, the second and third aircraft acting as insuﬁance against the
failure of the first. Indeed_ the Vickers Viscount, ..t_he most successful
product of the Brabazon programme, was one of two .:'é.i'r_-c.raft designed to
meet the same Brabazon Committee specification, wh_i_'l's_'t':a third aircraft
(the Airspeed Ambassador) w_é.s d.esignecl to meét' f-'a very similar
specification. | The problem was that during the war there were
insufficient resources available t.o. begin serious des.i“g'in work on more
than one or twe airliners. Even after the war design resources remained
in short supply, partly because almost all resources were in short supply
in post-war Britain, but also .because military desigq work remained
relatively buoyant as the RAF ordered new types of jei;'.aircraﬂ. Hence
the .full Brabazon programme far outstripped the resources available to
bring it to fruition within a reasonable time after th._:e.' ._@;:ar. In doing so
it encouraged over-optimism and an unwillingness td"r'h_@éke hard choices
about which designs should continue and which shou'_l_i-.:r be abandoned.
This suited those in the Ministir_‘y of Supply chargea”'@{ith maintaining

capacity in the aircraft industry f'or‘ strategic purposes_._':..”i.-
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{i}) 1t was technically over—-ambitious

Given the British aircraft industry's lack of satisfactory experience of
producing modern airliners in the pre-war years, and almost total break
in airliner design work between 1940 and 1944, British aircraft
manufacturers were always going to be in difficuities in endeavouring to
build airliners capable of competing against the best the Americans could
produce. By the end of the war Douglas, Lockheed and Boeing were
entering their third successfu! generation of major airliners (stretching
back to the DC3 and Boeing 247 in the mid-1930s). Catching them up on
the basis of so little experience was ajways likely to be very difficult
indeed. Yet the Brabazon Programme, rather than concentrating solely
on more prosaic ailrliners capable of providing efficient and economical
European and Imperial services for which there was certain to be
demand, devoted large amounts of scarce resources 10 two very high risk
projects, the giant Bristol Brabazon and the jet De Havitland Comet.
Both projects ended in failure, Such risks may have been worth taking,
in an effort to steal market leadership, but the work done on these
projects absorbed scarce resources at the expense of other projects more

likely to succeed.

{111} Neglect of the users' viewpoint

In 1943 and 1944, when BOAC was asked what sort of aircraft it would
require for the efficient development of Iits peacetime services its answer
fell into two parts: ideally it would like fultly developed airliners
capable of entering service at once without serious teething problems and

that such aircraft would inevitably be American; but if American
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airliners were ruled out by the 'fly British® pollcy,_'.t:h'en it would like
aircraft capable of meeting Br_*a.bazon Specification 11 _l-;.;(ie designed for
use on |mperial serviceg}. Of all the Brabazon :sp'_e:cifications BOAC
regarded flying from London to New York non-stop as thé'_ most speculative
and least necessary. Yet in practice the giant Bristol Brabazon was
given top priority and was buiit but no aircraft waS':eQen built to meet
Brabazon specification 11, Fucthermore BOAC made -i:t_'_clear“ as early as
1943 that they disliked the B_r*_i-s_io_l_ Aeroplane Com’pa’ﬁy‘s design and
preferred a smaller allernativé. design study from S_hot_;ts. Even when
discussions took place with a vi'_{ew to scrapping the Bristol Brabazon in
1946, it was decided to keep the _'.project going desﬁi'té BOAC's advice,
largely in order to give Bh-i#;bls- experience of building very large

aircraft for strategic purposes. -

The ignoring of BOAC's views can be attributed very largely to a lack of
respect for the Corporation's senior staff. Its tob. management was
widely regarded as weak and 'ineffeqtual after Reith's departure in 1940,
whilst its technical staff were regarded as being unreasonably pro-
American, Uncertainty about th_e Corporation's future_a_l_é.q detracted from
its advice, because until the e__n_é! __:_of 1945 it was un.c_.le'_en* {even to the
Corporation's own staff) when 'fhey were giving ad\}i_f:g about aircraft
that the Corporation would use itself and when they w_gf?e giving advice
on behalf of other airlines yet to be created. As a cbhsequence of these
problems the user's voice, inadequate and even occasionally
contradictory though it may have been, often went i.anh;eeded. Largely as
a consequence, by 1951 BOAC opeﬁated with a fleet'.cgn_sisting mainly of

American and Canadian aircraft,
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{iv) The Failure to Develop an Adequate Ordering Procedure

The airlines' resentment at having to order alrcraft via the Ministry of
Civil Aviation and the Minlstry of Supply bhas already been mentioned.
Duri;ﬂg the war BOAC recognised that the Ministry of Aircraft Production
had to intervene to plan production and to ensure the fullest utilisation
of resources. But in peacetime the airlines wanted to be able to approach
aircraft manufacturers directly and order aircraft from them. in so far
as the airlines were unable to pay for the research and deveiopment costs
of prototype aircraft they were prepared to recognise that the Minisiry of
Supply should have a role in such projects, since it was footing the bill.
However the felt that once an airiiner was ready to go into production
then the airline should make Its-own contract te purchase the alrliners it
wanted on the best terms it could negotiate (which the airlines felt would

generally be more favourable than those negotiated by the Ministry) {(38).

The Ministry of Supply for its part feft that its role in the ordering
procedure was vital for two major reasons: firstly it hada duty to ensure
that the major aircraft manufacturers received a steady flow of work so
that their design and production capacities could be maintained for
strategic purposes; and secondly, because it believed that with Its

expertise and ability to buy in bulk it could secure better contract terms

than the airlines (39).

The Ministry sought to make the procedure for ordering airliners work
along very similar lines to that for ordering military aircraft, This
procedure was approved of both by the RAF and the aircraft
manufacturers and seemed to work wel!l and harmoniously. The Ministry

found the airlines by no means as comptiant. There was a feeling
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amongst Ministry of Supply official.s. that BOAC .ih. ﬁar‘ticular wanted
American aircraft and so was prepared to do all it cou!d to prevent the
ordering system working smoot.h!y_ (eg by r'efusmg to second liaison
officers to the Ministry of Sﬁppiy). Furthermore it w:as felt that because
the airlines were not footing_:the bitt for prototyp'e: aircraft { and
sometirﬁes even for production air'cr-éft) they were :"of't.en cavalier and
irresponsible in ordering_ expens.ive modifications':auring prototype

developments.

From 1945 to 1950 the ordering procedure for airliners was in a state of

flux as the varfous parties sought a modus vivendi that would recognise

their varlous interests. Matters reached a cr‘escendo'_:_i'ﬁ J’the public row at
the end of 1947 between the aircraft manufacturer,_ A V Roe Ltd, the
Ministry of Supply, BOAC and British South Amerfc%jﬁ'; ;Airways over the
pmblems of the Tudor aircraft, This led to the Co’urt'ney Committee of
Inquiry into the problems of the Tudor itself (40) and more importantly
into the Hanbury—W:lilams CommTttee anu:ry into the genera! problems of
ordering aircraft (41). A reso!ution, at least of the procedurai issues,
was reached In 1949 when the a_lrllnes were allowed t_o__'make more direct
approaches to the aircraft mah.uf.actur'er*s.. This enabl_e;c_i-. BEA to develop a
highly fruitful relationship with Vickers Armstr‘ongs.'..based upon the
successful development of the Viééount airliner. BOAC's relations with
the British aircraft industry remalned somewhat less happy Each of its
ordering decisions in the 1950s, for' the Bristol B'ri'{a'h:h'ia, the Vickers
V1000, the Boeing 707, the Douglas DCB and the vrcléefs VC10 became in
turn a cause of cons:derable controversy, in particular those involving

Amer fcan purchases.
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It would be wrong to conciude that the Brabazon preogramme was a
complete failure. In many ways it was very courageous to commence it at
a time when the war might easily have been Iolst. Two aircraft in the
programme became major successes, the Viscount and the Dove. A third
aircraft, the Comet, arguably came very near 1o becoming a technical
success on an even more startiing scale. Nevertheless looking back one
is struck by the programme's over-ambition and faiiure to recoghise good
advice, which led in turn to a good deal of acrimony and dissension
centred on the procedural aspects of ordering airliners {which still

persists among some participanis despite the passage of time).

British Civil Aviation and the State:

Dependence and Dissension

The primary roots of the intimate relationship that developed between
British civil aviation and the state in the inter-war years were strategic
and technological. The Government was interested in civil aviation
because of the military potential of the aircraft industry and the
strategic significance of Imperial communications. Civil aviation was
dependent upon public subsidy in various forms because of the relatively
primitive state of aviation technology which made long flights and large
payloads Impractical on regular air services, rendering them uneconomic
in comparison with other forms of transpori. Advances in aircraft design
in the 1930s and 1940s greatly improved the economy of aiE transport
(42}, but in doing so they reinforced both governmental interest in the
industry and the industry's dependence upon public support. To the

Government's strategic interest in civil aviation was added a much
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enhanced awareness of the induétry"s' commercial and.' éc'::;':n'omic potential,
making it both a more impor-tant.m'ea_ns' of tranépor*t and a more important
potential source of employment'; ' These technifcgl_' advances did
little, however, to make alrcraft development a. i’eésﬂ risky process.
Aircraft became more efficient'.bUt also more compiéx.' Lead times
lengthened and development costs rose s¢ that firms w’er'_t'e required to put
more resources into projects that would take longer té complete Tn an
industry whose technology and markets were rapidly éhanging. Even in
the United States, where the aircraft manufacturersi were larger, more
experienced and served a market with many natural a'.d_vantages this led

to strong pressures for state support for major civil aircraft projects (43).

As has been explained Britain's aircraft manufaciurers were quick to
perceive their dependence upon the state {in both the civil and military
fields) but -s!ow to admit it. From their earliest da-y's.“'the major flgures
in the aircraft industry soon developed skills and mechanisms that
enabled them to represent their Interests to government both at
departmental level and via Parilament and the press, They were quick
both to seek state help and to blame government if p.r;o,.igcts went badly,
but slow to admit the value or necessity of state h_elpi'wnhen an alrcraft
development went well. Fail(xr‘e.s. were the Government's, succeéses were

the industry's.

The success of the aircraft in.'d.ustr‘y in represent.ing its interests to
government can best be seen in m%litar‘y aviation where a relationship of
considerable amity was bullt up wlth the Alr Ministry, and Tater with the
Ministries of Aircraft Production and of Supply. -Though disagreements
did occur, especia!ly when defence expenditures wer-e low, in general the

aircraft industry was happy that the gr*eat bulk of its work should come
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from orders to meet RAF requirements. The procedure developed fTor
ordering military aircraft generally worked smoothly and ensured both

the survival and profitability of 'the Family’' firms.

During the inter-war period the aircraft industry did not achieve nearly
as much in its efforts te ebtain support for civil projects as it did in the
military field. In essence this reflected governmental priorities which
saw air power as a vital and burgeoning element in the military balance,
but which viewed civil aviation as a minor, expensive and risk-laden
means of transport with a promising but uncertain growth potential.
Furthermore the industry was something of a political liability. It had
the capacity to absorb quite large sums of money in a period of economic
stringency, whiist at the same time provoking considerable dissension
about the purposes that air services were intended to serve and the

extent to which they should be publicly supported.

From the late 1930s onwards governmental attitudes changed and civil
aviation was seen as having great economic potential and enhanced
strategic significance. Foliowing the Cadman Report the Government
committed itself to a view of civil aviation as serving a politically
determined interpretation of the national interest and to & proactive role
in the industry's development, Within two years the Government's good
intentions were brought almost to nothing by the exigencies of wartime.
Even without this enforced break in civil aviation development the
industry would have faced considerable problems in creating a more
satisfactory and better managed airline structure and severe problems in
developing advanced airliners capable of seizing market leadership from
Dougtas and Lockheed. The war reinforced governmental comm-itment to

civil aviation but precluded the allocation of resources to the industry
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that would have given bracti;:al .ex.pression to that cbmhm'itment. It also
reawakened the interest of pa_'-iv_ate capital in air serfy'_._i;es and re-opened
political controversy as to how they should be orgahi_si.a'd_. This Inhibited
even that organisational and air-route planning wh_i:éﬁ_-_ did not involve
the expenditure of vast resources and so could have _béi_én carried out in
wartime, As a consequence Br‘it'isl';u civil aviation was ._fl!—organised and
ill-equipped to meet the competitive challenges of pea:ce-_time. The newly .
recrganised airlines were committed 1o the purchasé __of _;air‘craft they did
not order and wusually did not want, using a proﬁedﬁr'e designed for

military procurement and reflecting military priorities,

Under such circumstances dis_serisiﬁn and disagreement were inevitable.
However the lines of fissure ﬁeré different from those ﬁrevailing prior to
the Cadman Repert. In the 1930s "t_I'ie alrcraft manufact@rers berated the
Government and I[mperial Airways for parsimony and é' lack of interest in
alrliner development, whilst imperial Airways made -similar charges
against the Government vis a vis air routes, In the p_oét-war‘ years the
line of fissure lay as much within government as bet_w:eén government and
private interests. The creation of nationalised airliqes::incorporated the
users' interest within gover'nment,.whilst the division of responsibility
for civil aviation between the Ministry of Civil Aviatiﬁm and the Ministry
of Supply divided departmentat sponsorship for the uf_ss_gr;s and producers
of airliners. The understandablé ahd-explicable diffic_u'!'ties faced by the
aircraft manufacturers in buillzd_i_ng..cornpetiﬂve airliners brought users’
and producers' interests into a c}oﬁfllct which focussed primarily upon
issues of administrative machiﬁeby and procedures and' ubon the purchase
of American alrcrafi. This conflict could be solved“arhif:}abiy only by the
production of competitive airliners. 6:“ by a more r*eali'é.t.it': appreciation of

the talents of British aircraft designers and of the resources that could
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be made available to them for civil purposes. For BEA the problem was
resolved by the success of the Viscount in the early 1950s., For BOAC the
problem was never satisfactorily or amicably resolved except by the
effective withdrawal of the British aircraft industry from the production

of large airliners in the 1960s, which left them free to buy American.
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The technological innovation usually is a part of business activity, but specific
situations will block this tendency. If there is no economic reason or if the
risks are to high even if a production would be profitable, than the necessary
technological innovation will not be realized. within this situation research
and technology policies are trials of the state to propote or to effect the inno-
vation of the economy, that is necessary to maintain or to improve the ability
to compete and the participati.on in the world market. In the external relaticns
these state activities represent the competition between industrialized countries
and threshold countries, and in the internal relations they are the result of
political system structures and basic attitudes as well as of the framework of
the opportunities for political action.

The development of solar technologies in West Germany and France points out
the state's importance within this context. The ReT-policies thereby vary according
to the different relation.s between politics and business. They follow from the
political concepts, as well as the different conditions of state policies are
formed by the stage of solar research and solar mdustry In the context of the
development of solar tec:hnologies state activities and RaT-policies in particular

are expected:

- to realize the political aims for the innovation of the economy that is not
generated by the economic interests of the business,

- to compensate the deficits of scientific and technological research of the
econcmical oriented enterprises,

1

to assure the development of technologies being appropriate to the needs and
not done by the firms, and

to assist to the export of complicated techmology as a part of the innovation
of the industrial structure.

t

Although these policies are generated out of the same context, the fulfillment
of these expectations is based on different national conditions and leads to diffe
rent political concepts. The need for technological and industrial innovation
West Germany and France have in cormon and that i realized by the business itsel
require for different instrumentalization of ReT-policy; thisway different relati
between politics and business and tendencies of interrelationships within the

specific national conditions are basic to the development of solar technologies.



1. Conditions of State Policy in West Germany and France

In West Germany and France national policy is fomeci under different condi-
tions represented in the political and socio-economic -systems. France shows
the dominance of political decisions over the natiohal economy. Intensive
interventionism and the existing dominance of state owned enterprises in the
key industries, which become a typifying structural element, and the limited
importance the market has in comparison with state policies {(Papon, 1975,
pp.240-242) are characterizing the context of French policies. Simultaneously
the state's latitude is set by the development in industry and research; as
the independency of development in both field is very limited (Cavard/Crigui.
1979, p.365; Papon, 1975, p.240) the French state has to establish the
"conditions for his succeséfull pelicy.

The German state has no chances to intervene th_isway. Although policy and
economy have a systematic relevance to each other there exists a long-rangde
autonomy of these fields. State policy was bound to the conditions of the
framework, which have been formed ocut of the strﬁb’wres of research and
jndustry and out of the processes of development m gcience and economy. In
West Germany the success of si:ate policy depends ._'orll the ability to utilize

these relatively auntoncmous subsysten to the political aims.

1.1 Political Concepts in France and the State of Sqla.r Recearch and
Solar Industry

In France the policies rely on the central importance of the state. The
economic conditions and chances therefore form the starting-point for trials
to technological innovation; this situation is not organized around the

econony , but around the chances and mochanisms of the state's functions.



1!

In the field of solar industries induced by policy making indirectly the
technological innovation follows to the changes of the world market for
enerqy sources and energy technologies. Because of the integration of the
conditions of the world market into the policies for technological innovation
and pecause of the orientation of the managerial decisions in the state
policies, the connection between the world market and the technological
innovation exists only very indirectly.

The immediate rransformation of changes in the:_ u}orld market info the
development of new solar teckmﬁlogies fails because of the enterprises’
lacking intention toO jmnovate; as a consequence no solar industry and no
solar research following the mechenisus of the market is set-up (Cavaxrd/
Criqui, 1979, p.365; Papon, 1975, pp.239-240). The realization of technologi-
cal innovation by the developnént of solar technologies therefore has to be
focused on the state as the centre of the development - the more as political
and administrative tradition form the supposition for the again existing
mtervantionia;m.

The French concept for technological innovation. consists of three fields
of political activity: the organization of solar industry, the organization
of an appropriate solar research structure and the organization of export
markets with the there existing need for solar technologies. The French
solar industry includes a greater number of enterprises and branches. There
are twenty-cne enterprises participating in this new industxy that belong
to the branches Of aerospace and space travel, gléss manufacturing and
chemical industries, electronics, energy, car puilding and the national oil
industry (Hoez, 1978; Cavard/Crigui, 1979) . Each of these entexprises
possesses technological knwledge and research potentials which are important
to solar technologies; put this does not enable these firms to remarkable
self-supporting technology development and self-contained engagement: in this

field of technology.



In France solar research too is done because of state policies. The ineffi-
ciency of university research (Brickman, 1981, p.482; Berques, 1982, p.93;
Papon, 1973, p.231) hinders a systematic adjustment to new scientific and
technological themes, and the. dom:.natmg state research organizations,
depending directly on political Jecisions, regquire for state interventions.
The solar research is dominated by the C.N.R.5., where half of all scientists
engaged in this field are working (Rodot et al., 1980, p.248). This position
of the C.N.R.S. enables the state to set-up a national solar research struc-
ture, that is dominated by the conditions and interests of state RT-policy
aiming at the technological innovation.

Furthermore the state analyzes the need for solar technologies in the
Franc-Zone, that forms a “"chasse gardee” to the French solar industry
{schwarzbeck, 1981, p.4; Desprairies, 1980, pp-21-23). The mn&acts on
cooperation with the former colonies are securing the market and destine
the analyzes on possible use of solar technologies. This information gives
a material determination to the French solar industry and sclar research and
thisway out of state policies a concept is formed: technological innovation
in the field of solar technologies by state amalyzés of the need in reserva-
ted markets and an appropriate organization of the solar industry and of the

thereon oriented solar research structure.

1.2 Political Concepts in West Germany and the State of Solar Research and
Solar Industry

Tn West Germany the state s pOliCJ.(’:".S for technological and econcmic innova-
tion follow the conditions that are set by the market. The policies therefore
ave formed according to the chances +o influence, that are possible in the

context of a capitalist economy and of the mechanisms of the market respectively



that are needed because of the state's and econorry"s. orientation on the world
narket. The technological innovation on the domain of the solar industry follows
to changes in the world market and to growing new markets for new and profi-
table technologies; state policies can influence merely indirectly only insofar
as the instruments are used to promote the enterprises' ability to compete

and their participation in the world market {Keck, 1976, p.128; Scholz/Thalacker,
1978, p.291). This assisting and promoting R&T-policy unfolds its importance

to technological innovation, if it forms the suppositions to successfull
technological development.

The instrument of R&T-policy is used to promote the transformation of
policy for technological innovation into strategiés of enterprises. It is
the state's promotion of solar technological research and of the development
of technologies that renders possible the production of the needed proto-
technological knowledge, reduces R&D-COSTS of the enterprises and that thisway
becomes an essential - and financially basical - condition of fechnological
innovation.

The Cerman concept to: develop solar technologies is structured in three
fields of political activities: the promotion of the solar industry's strate=
gies to innovate, the promotion to develop a ncm—indgstrial solar research
structure and the cooperation with consumer countries in the development
of appropriate solar technologies. Here the Gerrﬁa.t_'x state is able to reduce
his role on promotion, as by the econony itself the new solar industry is
formed out of the most innovative German firms. Sleme.-ns and AEG are already
possessing basic know-mw oh solar cells, MBB and MAN are known as enter-
prises capable in plant omsta_ruction and are forming the structure in the part
of the branch for solar thermals.The information thisway in the solar
industry is highly concentrated; the field state RaT-policy that promotes
technological innovation aims at is clearly structured.

Concerning the non-industrial solar research state policies aim at the



development of a capable infrastructure. Thereby the already existing struc-
rures can be used. State activities aim at the promotion of an independent
solar research that is appropriate to the dynamism of develommt. The solar
research thisway remains frgae of direct intervention, althouqh the R&T—poiicy
has an essential importance to the production of prdto—tec}mological knowledge.
Within the political concept for solar teclw':logicél innovation the scienti-~
fic and technological cooperation with the consumer countries is of basic
importance. Thisway solar reseaych and solar jndustfy ére enabled to harmonize
their ReD-activities to the exi.éting needs. In the fieid of solar induastry
the conception of German R&T-policy connects the technological innovation with
the market in the consumer countries. Because of this écmnection between
solar research and the market for solar technologies the ReT-policy is formed
to a concept: technological Matim in the field of solar technologies by

state promotion of market oriented research and of cooperation in R&D.

2.  The Relation between State and Business in the Development of Solar
Technolodios

2.1 The French Case: Organization by State

In France state policy meets a specific situation for solar technological
innovation and for the development of solar technologies. The French R&T-policy
is adapted to a specific situation that is formed .mt of a lacking national
solar industry, the state's extensive coppetences in economic planning and —
therein included — in research planning, and furthemmore out of the state
organization of a reservated market in the Franc-Zone. Insofar the technologi-
sl and industrial innovation, the set-up of a new branch and the development
of these new technologies is not to be realized by business activities itself.
Tt is necessary that the state uses his all-embracing organizational capacity;
in the case of solar technologies to take the economic chances in France is

also a question of the expansion of government and policy fields.



5.1.1 The Organization of Technology Develomment in France

The organization of solar technology development in France first of all is
characterized by the lacking industrial research.” Besides the lack of
capable industrial institutes a self-supporting oobperation between the firms
of the solar industry is lacking. Coincidently there is no university research
that is appropriate to the need for technological .j_rmovation by research
objects and structures (Brickman, 1981, p.482; Berqués, 1982, p.928)}. On the

domain of solar research top research exclusively is concentrated on the
activities of state research organizations; soO the French tradition in
orgah}'_zing research and its concentration on the (.:'.N.R.S. and the C.S.T.B.
(Cavard/Criqui, 1979, p.349) is continued.

The C.N.R.S. in particular plays an important role. In 1980 thousand
scientists have been working in the Ffrench solar research, thereof 500
engineers were engaged in this research organization (Rodot et al., 1980,
p.248) . The other half was made-up by industrial ,__J‘_.nstitutes. the state organiza-
tion COMES (that was absorbed by the A.F.M,E. in 198_2) and by the C.5.T.B.
that is engaged in applied research. I‘He C.N.R.S. therefore has a central
position in the organization of solar research and in the process of technology
development. Because of this gituation the ministry of industry (to which
the C.N.R.S. is placed under the command) is able to transform state policy
into solar research. Solar Research has an admmlstratwe structure that is
introduced by the domination Qf a single state mstltute (C.N.R.S.) and by
the completion with further state institutes. 'I‘h;s hinders to unfold an
independent scientific dynamism and substitutes it by politically introduced
thermes. Now, the scientific production of pmMécMological knowledge
that has relevance for technology development is politically induced.

State ReT-policy expands its importance for technology development by

solar technological programmes, in particular by the programme "sahel Energie



Nouvel”. Here the state analyzes the Franc-Zone's need for energy technologies
and organizes the techmology development according to this need (Desprairies,
1980, p.22). This intervention into solar research and technology development
is completed by contracts of coopération on this field. Basic and applied
solar research therefore lacks the chance to unfold developments introduced
by an internal logic of research. Re&T-policy here leads to an fast adjustment
to specific conditions of use.

Corresponding to this adjustment of techriology development to external
conditions state R&T-policy introduces a close organizational implementation
of solar research into the concrete development of technologies. Here the
C.N.R.S. again is of high importance and central téthese processes. Within
the context of solar technologies it is no moxe oriented exclusively on
basic research. Additionally to research on solar 'thérmals, to model-building
and systematic studies in housing the C.N.R.S. is -engaged in the development
of solar thermal plants (CavardfCriquj., 1979, pp.349-351). This intensified
activities of the C.N.R.S. in application and in the increase of the cooperation
with the J.ndustry represent the general aims of French RaT-policy (Rodot et al.,
1980, p.249). Dissolving the division of labour in the national research struc-
ture (basic research by the C.N.R.S.; applied research by the C.S.T.B.) with
reqard to solar research [Cavard/Criqui, 1979, p.349) the state is able to
organize an early orientation on application. Thi_s effect of state Re&T-policy
is reinforced by the organized cooperation between the C.N.R.S. and the CETHEL-
Groupz) in the development of large-scale solar the:r.mal technology (Hoez, 1978,
£.90). An organization of industrial research is tried by the promotion in the
context of PIRDES. As the distribution of this budget is part of C.N.R.S.
activities, what again upgrades its inmportance to the French solar research,
an organic connection of th.e solar industry with solar research {as the basis

of the technological innovation) is managed.



Tn France thisway it is the state ReT-policy that organizes the devel opment
of solar techrnology. These interventions show the expansion of policy fields
and moreover the state's dominance ovexr independenﬁ tendencies in research
and development of science is demonstrated. Now the development of solar
technologies has to be regarded as politically introduced. R&T—pol:icies are
analyzing the need for solar technologies and are organizing the development

of appropriate plants.

2.1.2 ReT-Policy and the Dominance of Industrial Policy

Tn France there was not only a lack of a solar research structure that pro-
duced scientific proto-technological knowledge, thé’t ig relevant to technology
development, but there was also a lack of an mdustry able to develop and to
produce solar technologies. State R&T-policy therefore additionally to the
industrial policy organizes the industrial cooperatio:n to prepare the produc-
tion of solar technologies. Within this context the C.N.R.S. again plays au
jmportant role; it cooperates witn the E.0.F. in planning and production of
solar thermal plants (Hoez, i978, p.90) and it is directing the research done
in cooperation with the CETHEL-Group. The activities of the CQMES have a
limited importance when it tried to promote industrial research from 1974
to0 1982 (Desprairies, 1980, p.6; Descours-Desacres, 1980, p.33). In 1979 the
COMES had a budget of only 12.5 million FF to realize this aim (Cavard/Criqui,
1979, p.362). The orientation of the French ReT-policy on the aims of indu-
strial policy became clearer when the A.F.M.E. started to organize the state
pramotion in 1982. This state agency actively tried to intervene into the
modification of the industrial structure and it was expected to be an organizer
of & new key industry (A.F.M.E., 1982, p.27).
ReT-policy makes a part of industrial policy and is integrated in this
concepts of innovation. There a litte chances to p;cxmte sophisticated techno-

logical concepts independently besides the political planning of industrial
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development. The dominance of industrial policy increases as much as research
fields and research programmes are more and more oriented on the five-year
plans of the Ministére de 1'Industrie et de la Rechérche (Papon, 1979, p.394).
The state financed research work first of all aims ai: the adjustment of the
industrial research institutes to the industrial p.ollicy (Schnell, 1974, p.36)
but it does not aim at autonomous research and the develop(mt of technologies
the enterprises regard as able to compate. Because of the importance the five-
year plans have to ReT-policy (ibid.) the research is integrated into the
French system of economic planning (Papon, 1973, p.232).

Within this context consequently the development of solar technologies is
organized with regard to it use; the Progranme "Sahel Energie Nouvel" demon-—
strates the dominance of industrial policy. The orientation on the Franc-ione
as a reservated market for French solar industriés reduces the number of
possible subjects treated by solar research to te_chmlogies suitable for the
needs of the Sahel countries (Desprairies, 1980, pp.22-23) . First of all
technology development is oriented to the need of these arid regions (decen-
tralized supply by solar thermal plants for pmnp_ing, | irrigation and generation
of electricity).

In France state ReT-policy is caused by the aims of industrial policy.

Tts functions are not independent, but under the dominance of industrial
policy it aims to transform political decisions. into the structure of techno—
logy development. Plarning of industrial policy thereby appears as a long-
range invariable determination, what makes it necessary to change technology
development and solar research in a way that malces it appropriate to the
political requirements., On the domain of solar research this relation intro-=
duces a specific form of rReT-policy: instead of the promotion of most appro-
priate technological concepts and of the dynamic processes of scientific
research, the aims of industrial policy are to be realized by organizing

and administrating interventions.
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2.1.3 The Organization of Solar Industry as a New Branch of State-Owned
Enterprises -

The French basic problem in solar technological in'xﬁi*ation existed in the

lack of a developed solar industry. The little tendency of French firms to
innovate and national industry's high dependency from the state's decisions

in economic policy is reflected in the little extend the enterprises and their
research institutes were engages in solar research until there have been

the basic political decisions. Thisway there is the 'gﬁilarma that the French
state because of his economic importance has to oréanize the camplete solar
industry, that means the solar research and the technology development included.

Within this situation ReT-policy gets a Spe'cj.ifjic function. It cannot
base on an existing developed or a tendentially existing structure but first
of all it has to generate it; and because of the basic importance of a solar
research structure and of the +echnology development to the solar industry
the RgT-policy is an essential part of its set-up.

The relation to industrial policy and the harmonization with its aims
follows out of this cituation. The dominance of industrial policy in France
thisway by the use of ReT-policy functions to erpensate the lack of an
already existing solar research structure; soO thisdcmunance of industrial
policy is not purely a result of the French tradition in econcmic planning,
but it is also a consequence of making rationa_l'.u;c:;e of political instruments
to realize the technological innovation. 1f theére is no organization of
industrial policy and RyT-policy within one conéept, than it could happen
that ReT-policy promotes solar technological dévelopnents that may be advanced
but. is not appropriate to the chances, needs and markets of the French solar
induatry. Therefore, to éffect an efficient teckmblogical innovation the
French ReT-policy has to be related to the conditions industrial policy

introduces to solar industry.
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The state consequently starts to organize cooperation between state—owned
enterprises in the field of industrial research. It is industrial reseaxch
and technology development that forms the basis for the production of solar
technologies and on this way a concentrated solar mdustry can be organized.
Here between three elements it has to be differentiated: solar collectors,
solar thermal plants and solar cells. The technology of solar collectorsis
yegarded as one of the less complicated ways in utilizing sclar energy; here
ewtensive cooperations are not required. Whereas on the domain of =zolar
thermals and photo voltaics intensive regearch is .necessary. French R&T-policy
first of all in the field of solar thermals tries to organize a branch by
cooperation in R&D. The scientific and technological lack in the developwent
of solar cells is tried to be compensated by the :Lﬁd_ustrial cooperation with
foreiqn enterprises. Here two firms are established, the SFP (where Philips
is engaged with 14% and the state-owned French flrms C.G.E. with 51% and
EIF-Aquitaine with 35%) and France Photon (here Exxon's subsidiary company
SOLAREX grants the licence and holds a share of 36%, the state-owned French
enterprise Leroy Somer participates with 70%) (Cavard/Cricui, 1979, p.357).
on the domain of solar thermals the thirteen firms that take part are inter-

connected by five cooperations and the French system of subsidiary companies.
This collaboration is centred on the CETHEL-Group. A further important coope-
ration is realized betweeh_ the E.D.F. and the C.N.R.S. in the development of
the solar-tower concept of THEM and THEMIS. Toge.theﬁ with the CETHEL-Group
they are forming the G.I.E.. With this heart of the French solar industry

the S.N.I.A.S. is comnected in the 'I‘HEM-project._--In the development of
middle-scale solar thermal plants'there are coopérétions of P.U.K. and Bertin
with SERI-Renault, that be'lOan to the CETHEL~Group. This relation of Bertin
to the CETHEL-Group finally is the basis of the connection with the S.G.P.M.

that is engaged in thermo—dynamic projects.
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The structure of the French econamy relates furthér enterprises to the

CETHEL-Group that are not engaged in cooperations: Séint—Gobain-Solaire is

a subsidiary company of Saint-Gobain, Reégie-Renault is related to SERI-Renault

by their comon parent company, and Babcock-Wilcex and Babcock-Fives are
interrelated” with Fives-Cail-Babcock by the Babcock~Group (to the whole

context see Fig. 1). In the field of solar thermals ;Lt is purely Bechtel that
< not included in the system of coocperation. A1l the other fimms of the

solar industry are either engaged in phofo voltaics or in the technology

of solar collectors like G. D.F. and SEP-Sofefil.

By the use of RaT-policy and the chances of influences on state—ouwned
enterprises the French state succeeds in forming a structure of industrial
research and because these cooperations axe oriented directly on the develop—
ment of technologies a solar industry is formed that by fact integrates the
participating enterprises. The simultanecusly existi_ng engagement of the
C.N.R.S. in the organization of solar research additionally assures the
developrent of a non-industrial solar research structure that is appropriate
to this solar industry. The integration of science into the state's five-
year-planning and its orientation to the daminating industrial policy point
out the interrelation between the two policies, that occured because of the
engagement of the C.N.R.S;__ that effected the interweaving of solar industry
and solar research.

The French concept to develop solar teclmologles implys a far-reaching
and all-embracing state organization in solar mdustry and solar research.

To realize the technological and industrial inrwvatlon there is an expansicn

of the policy-fields and an expansion of the pu_bl_ic sector, But the develop—
t of this new branch (that concerns its generation as well as its further

development) depends on the government and an on—gomg reduced business

autononty .
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3.2 The German Case: Promotion of Econcmic Davelopment

Tn West Germany the framework of R&T-policy is formed by a developed solar
industry capable to inncovate an established solar research and the lacking
capabilities of the state to intervene directly into science and economy.
similtanecusly the German s‘olar. industry has no already reserved markets.
including specific needs that require for the development of certain solar
technological concepts. State policy and ReT-policy in particular has to
accomrodate to this situation. aAlthough the chances _of state activities are
l:um.ted by these conditions they are also opening up chances to develop a
concept that is relatively independent from political influence and aims
at solar technologies that are able to compete. If the state wants to in-
fluence solar regearch and the set-up of solar industry its instruments
have to be used in the promotion of the economic _de\'relognent. As a money-holder
the state is able to effect this technological and industrial innovation,
and the state expands its policy-fields by activities according to the

business' engagements.

5.2.1 The Organizational Structure of Solar Research in West Germany and
the Effect of State R&T-Policy o

In West Germany the research structure is charaéﬁefized by parallel existing
industrial and non-industrial research. Both fields are eluded out of political
intervention and are to be influenced merely by indirect activities. The here
included division of labour can be described by the orientation to applica-
tion and the development of the technology in maust_rial research and by the
basic research which is done in the public fmanééd"non-indnstrial research.
These two parts of the national research structure are interrelated by the

process of the development of science - that. is represented in the scienti-
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fic discussion they participate in — and by the orientation of sclence policy
to the needs of the economy - pointed cut in the promotion of economically
relevant research. The transformation of this structure into technological
progress, into the development of new technologies, depends on the working
transfer of proto—-technologicai knowledge that is appropriateto the economy.
The need for advanced solar technologies therefore is expanding the need for
the transfer of proto-technological knowledge inside the national solar
research structure; thisway there is a growing demand for relevant results
of the non—industrial solar research.

In West Gexmany R&T-policy therefore has a twofold aim: on the one hand
the promotion of industrial research in the context of profitable solar
technclogies that can compete and on the other hand the promotion of non-
indugtrial research in the production%roto—techﬁological knowledge that is
noeded for the transfer. State activities thereby can make use of the already
advanced research that Siemens and AEG have done on solar cells, that is
done by Wacker on the productionof silicon and that is done by MAN, MBB and
Dornier in solar thermals and plant production. The structure of the branch
and the state of industrial solar research are formmg the framework of
state ReT-policy; additiomally it is the enterprises' orientation to the
world market that gives the chance to such solar‘.'.“:e_chnologies that have been
developed with regard to their ability to ocmpeté-. The existing dialog bet-
ween science and economy (Dommer, 1982, pp.44-45);_ and the existing scientific
discussion between industrial research and non-industrial research assures
the treatment of scientific subjects that is of importance to the solar
:i.ndustry.3) This connection that is realized by the logic and the structure
of the development of science gives chance to the ReT-policy (assisted by
the state's s;'::i.ence policy) to promote the existing tendencies in develop-
ment and the adjustment of solar research to the conditions of the solar

industry.
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The infrastructure of solar research in West Geman_-y_'is characterized by
the participation of the universities in top—reseafch’. An extendend dis-
cusion including as much sc:i_entists and institutes as possible avoids an
early reduction of alternative concepts. Additimally the advantages of
research centres are used by the prdmtion of thanatlc concentration; this
is done in the case of the research faculty on photo voltaics (sponsored
by the German Research Community) at the University of Constance and by the
engagement of the German Institute on Aviation and .:Space Travel (DFVLR) and

the Fraunhofer Conpany (FhG) in the solar collector tecimology.“

The this
way structures solar research and the already existing state of scientific
research are forming a framework wherein R&T-policy can pramote technological
innovation best possible. | '

By the use of the "Programre for Energy Research and Fnergy Technologies"
the government is able to develop the existing structure of solar research
further, to expand it and to intensify its relation to the solar industry.S]
The solar research gets more and more organized appropriate to the econamic
and téchnological needs, and its dynamism of development is functionalized
canplementary to the existing deficits of industrial research. This programme
established by the government in 1974 assures that university research parti-
cipates in this research process being of technoloé‘ical relevance, assures
the production of knowledge for technology development, and on the domain of
solar research it assures a temporary limited integration of non—-industrial
research intc technology development (but not the develop'mt of the concrete
form of the technology) and the organization of a r_eséarch infrastructure
that is characterized by research centres. B

The instruments of state R&T-policies can be used flexible because of the
developed state of the naticnal sclar research, its structure and its appro-
priateness to industrial needs. Because there are no chances to intervene

into science and econcay the national solar research structure. can unfold
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their implicit dynamism free of a political influence and the later realized
politicization by the RaT-policy follow along the economic and technological
logic: the RRT-policy promotes the adjustment of th.e organizational structure
of solar research and its subjects of research to conditions of a solar

industry that is oriented to the world market.

2.2.2 The Relevance of R&T-Policy for the Develomejﬁ_: of Solar Technology

The influence of R&T-policy on the development of solar technologies is
bound to the indirect generation of effects, because of the lack of chances
to intervene into science and econcmy. Within this context it is essential
that it is often the state's promotion that make the technology developments
possible. Even in the case of the absence of direct interventions far-reaching
the technological innovation depénds on the R&T-policy. The promotion of
technological <¢oncepts that .are particularly ccmpetitive and marketabhle
reinforces the existing concepntration in the solar industry. In the field
of photo voltaics the two leading fixms get 87% (AEG 743, Siemens 13%) of
the fimds of the "Programme on Energy Research and Energy Technologies"
that are given to private institutes. These funds are also assisting the
structure of the branch in solar thermals: MAN receives 39%, MBB 25% and
Dornier 19% of the money given to private institu{:es. The R&T-policy thisway
contributes to the developmeht of the branch and to the development of solar
technologies by the leaders .of ‘the branch, which i_:osaess the scientific and
technological knowledge and the international trade relations that are needed.
Solar technologies - in particular the most advanc:ed on the basis of
photo voltaic and solar thermal processes — can be made cptimm use in the
countries of the Third World; therefore the }mowledge of the conditions under
which they will be used in the future consumer countries plays.an important
role. In West Gemmany RaT-policy includes the scientific and technological

cooperation with countries that represent an mportant potential market to
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solar technologies (BMFT, 1979, p.433; BMFT, 197%, p.143). West Germany has
made contracts on scientific and technological cooperation with a number of
threshold countries with a considerable future need for large—-scale solar
technologies; scientific and technological collaboration makes an early orien-
tation of the technology development to the future ne.eds possible {BMFT, 1979,
p.61) . R&T-policy enables the national industrial research to develop solar
technologies that are able to campete with regard to the_-.utilization.

The third field of state activities by R&T-policy is the non-industrial
research.sl By means of the "Programme on Energy Resea_:_:_ch and Enerqgy Develop—
ment” the state promotes the production of proto—technblbgical knowledge and
the adjustment of research to the needs of solar industry. The importance that
is given to non—industrial research by state policies on technology development
depends on the state of industrial research. The younger the technological
concept is the more research is required, and the less established industrial
research is in this field, the more university research is participating. on the
domain of photo voltaics more than 40% of the research projects are given
to institutes of public science; thisway they get about 29% of the here distri-
buted funds. On the domain of solar collectors and solar thermals, that require
less research and are closer to technology development, universities and non-
industrial institutes carzy cut only about 25% of thé, research projects. Here
the dominance of industrial research is pointed out when the non—industrial
research participates in the funds with about 20% (solar collectors} and 9%
(solar thermals). According to the different mportance of non-industrial
research the participation in the concrete technology development differs
with the filelds of research. While only 10% of the research projects given to
science in the field of solar c_'ollectors and 25% of the funds here given to
science are used in technology .developrraent, in the fleld of photo voltaics these
shares are up to 50% respectiveley nearly 90%.

The public science’s participation in the research projects predominantly
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is carried by the research centres., Following to the _:'mtemal dynamism of the
development of science and te its forming of thematic main-points localized
at certain institutes the distribution of research projects reinforces this
centralization. The 40% of the projects that are given to the two largest
centres in the field of solar collectors concentrate'abcmt 70% of the money
given to public science; in the field of photo voltaics these are about 60%
of the projects and 95% of the funds. R&T-policy thisway forms the research
structure that is necessary to réalize the industrial technology development,

Although the West German state has no chance to intervene into technology
development, by the use of the instruments of R&T—pdlicy he succeeds in in-
fluencing sustained and basically the development of solar technologies and
the circumstances that are necessary. The promotion._of- industrial research on
marketable technologies here is the main aim; to realize it the cocperation
with consumer countries has to be promoted and to un'fold the effects of in~
dustrial innovation it is necessary to adjust the non-industrial research to
the industry's needs for proto-technological ]{rmledge Even if the state
does not intervene into the process of technology. é’[é:velopnent the instruments
of the German R&T-policy have basic importance to thé develcpment of solar
technologies: the development of markatable solar technologies becames efficient
by the international cooperation that assures the technology's appropriateness
to the needs and by the organization of a solar reseai:ch structure that is

adequate to the technology detfelopnent.

2.2.3 R¢T-Policies as Instruments for Tecl’mological. Innovation

The effect of German R&T-Policy on technological J_I]IIGVElthnDIl the domain of
solar technologies cannot be assured without additional external policies,
Contrécts an cooperation made with threshold countries additionally to scientific

and technological cooperation they include industrial collaboration; thisway
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serve to technology development appropriate to the needs and furthermore they
are expected to ensure the opening of markets. The West German pélicies are
directed on developing and threshold countries that represent large potential
markets for solar technologies (BMFT, 1979, p.433; BMFT, 1979, p.143).
state aims at the "opening of large and substantial markets", that make possible
large outputs and thisway leads to low costs of production (BMFT, 1979b, p.79).
The econamic relations with India, Egypt, Mexico, Brasil, Argentina and
Indonesia include important parts of the world marke£ for solar technologies.
In these regions solar technologies are suitable and the intensive processes
of industrialization, urbanigation and growth of population are forming a
situation of progressively growing demand for 1arge¥s¢ale technology to supply
densly populated regions of high energy densities. 'I'I'LeGerma.n government in
the first instance expects a demand for solar-tower technologies (BMFT, 1%79b,
p.61). |

This future demand for large-scale sclar teclmolégies is confronted with
an actual demand for small-scale technologies adequate to the existing decen-
tral supply situation. Because the consunexr countnes cannot develop and pro-
duce the technologies appropriate to these needs, they are -interested in the
transfer of suitable technolocjies and the assistance of industrialized countries
in setting up naticnal productive capacities for less complicated small-scale
energy technologies. These interests of the industrializing Third World
countries are met by the policy of the German state and its offer of bilateral
seientific and technological cocperation. The cooperatlon with countries which
have lavge markets but scarvcely efficient scientifii: potential is integrated
in the strategiescf the German government to open seve.ral national markets to
risky large-scale technologies {(BMFT, 1979c, p.72: BMFT, 197%a, p.144) and sub-
stitutes not only for the lack of an internal market but reserves also early

in time large parts of future markets for the Gemman solar industry.
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In the case of the supply of rural regions Gemman enterprises are cooperating
with consumer countries in the development of different solar technologies.

In the field of solar villages {these are villages with a solar technological
infrastructure to realize an autonomous decentralized €nergy supply) West
Germany is collaborating with Egypt, the Peoples's Républic of China, Indonesia
and Mexico (BRD, 1981, p.30); in photo woltaics the number of partners is in-
creased by cooperations with the Sudan and the Philippines. Cooperations with
India mainly are concentrated on solar thermal conoepts Here the collaboration
on a 10-kW experimental plant near Madras has to be pointed cut; the Indian
partner is Bharat Heavy Electricals (BHEL) that shares with the production

of solar receivers and the German MBB delivers the mechanical apparatus
{Kleinhans/Scharmer, 1983, p.19; AGF, 1979, p.181). This cooperation aims at the
set-up of a proto-type for decentral supply with electricity and is suitable

to the villages, where about 400 million people live what is more than the
half of the Indian population (ibid.). This collaboration opens a considerable
market in decentral supply to solar apparatus of MEB. It continues a certain
tradition of Gexman cooperation with BHEL that started in the field of nuclear
energy (Sid Ahmet, 1980, p.33).

Furthermore there are industrial cooperations in small-scale technologies;
here the German sodlar industry produces the profitable elements and the consu~
mer countries take part in the manufacturing of the less camplicated elements
(Simonis/Hiusler, 1980, p.52). Hore important than the export chances are the
thereof resulting interweavements of the German solar industry basing on the
division of labour, that leads t'o..a' sustained opening and reservation of markets
for large-scale solar technologies.

RaT-policy thisway forms a far-reaching framework to technological innova-
tion in West Germany. It promotes the innovative capability of the enterprises

and the concentration in solar industry on the technologically leading fixms
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that are internationally well established; in addition it aims at an expanding
participation in the world market. By means of scientific and technological
cooperation, that assure the participation of the consumer countries and their
interest in German solar technologies, it induces the increase of economic con-
ditions basic to technological innovation - that means RaT-policy makes possible
itg far-reaching realization. The economic success .of policies on the domain
of the solar research structure and the technology development is assured by the
use of the instruments of international scientific and technological cooperation.
The German state expands his policy-fields in particular by his capacity
ag a money-holder. He organizes the framework and the conditions of the develop—
ment of suitable solar technologies and of the set-up of the solar industry;
he promotes the economic development of the solar industry and - by cooperation -
of the consumer countries in the Third World. Because of these state organized
interrelationships the markets are expanding with on-going linkages to the
Cerman solar industry. The state thisway follows to the industrial tendencies
and reinforces them; that means he does not generate the development of solar
technologies and solar industry but he is deeply influencing the further develop-
ments and the growth of the branch.

3. Politics and Technological Imnovation: Politicization of Business vs.
Businization of Politics

In West Gemmany and France state ReT-policies have different functions. The
structures of the political system, of the economy ‘and of scientific research
are basically different.  Both countries therefore differ in the use of the
instruments of the R&T-policy; but additionally the ReT-policy itself is
instrmﬁentally in basically different contexts. It underlies different contexts
of politics and technological inmovation: to raaliie é technological innovation

that turns out as an industrial imnovation the conditions formed by politics
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and business and the relation between them has to be taken into regard. The
national concepts for technological and industrﬁal’innoﬁation therefore follow
to the already existing and established form of interrelation between politics
and business - even on the domain of a new type of technology like solar techno-
logies. 'The case of the conditions and organization of the development of new
and innovative technologies points out to what extent the already existing
relationships between politics and business are reproduced.

In France the promotion of technological innovation by R&T-policy is a part
of the state'é industrial policy. According to the French tradition it functions
as an organizational means to form a national solar industry. Here technological
irmovation first of all is regarded as a problem of administration to transfer
political aims into the sphere of economy. Thisway a dependency of the solar
industry arises, that was also pointed out by Papon {19?3) for these case of techno~
logical progress. It is because of the dominance of the state and the reserva-
tion of markets that the importance of the ability to.compete in an international

situation decreases. The problems of the French economy are recured in the case
of the solax industry; the enterprises' little intentions to innovate because
of the reserved market and the management's orientatiqn"on state policy instead
on the world market (Sirbu 1978; Zysman 1375), administrative problems in
organization and technology development (as already pointed out by Callon, 1980,
in the context of the developmént pf an electric vehiéle] and because of the
enterprises' orientation on the industrial policy the blocking of innovations
oriented on competition and of_ﬁhe Jevelopment of technologies that are geared
to the market (see Molitor, 1980}. The French political system, characterized
by its all-embracing economic plarming and organization of science according to the
aims of industrial policy and its neo~colonial poliéies against the Franc—
zone, forces the insertion of the solar industry into the established system
and corients the &evelopmént of solar technologies according to ﬁhe needs of

the Franc-Zone - a region that is neither typical for the structure of the
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world market nor is offering a remarkable demand for large-scale technologies.
The opportunities, that are included in a state-organized set-up of solar
research and solar industry (e.g. fast technological adjustment, industrial
cooperaticn outside of a competitive gituation), are 'hindered by the existing
conditions that are reproduced by ReT-policy. That means the existing politici-
zation of business, research and technology developneﬁt corresponds to the
conditions of technological and industrial innovation but it establishes a
relation between politics and business that finally J.s limiting economic develop-
ment and sconcmic growth.

On the contrary the West German state is in the situation to harmonize the
ReT-policies on a solar indtist:cy oriented on the mfld market that is innova-
tive and structurally developed. According to the principe of "follow the leader”
that was already pointed out by Hirsch in 1970 (p.223) the state complements
effectively the RiD-strategies of the big énterprisés‘ This form of R&T-policy
was already highly accepted by the industry in the case of data processing
and nuclear programmes; this way the decentral decision making and the autonomy
of the enterprises is c_ontinued , the politically a.nd _sbcio—econondcally re—
quired technological innovation is effected (Meyer-Krahmer, 1981; Rubenstein
et al., 1977; Reck, 1980). The.R&T—fpolicy functioning as a promotor of the
technological innovation at least in the case of the .solar industry unfolds
the structural effect which is denied by Hockel (1981). On the domain oOf the
solar industry it functions as the far-sighted policy on the industrial struc-
ture that Hauff/Scharpf (1975) regard as necessary to adjust to the changes in
the world market (p.12) and to reorganize the economy '{pp.36—41) . Because of
the autonomous tendencies of developnmt in solar research and solar industry
and the here existing orientétion on the competition in the world market, the
state is in the position to make flexible use of the Re¢T-policy’s instruments
to promote appropriate developments. The use of th'is' instruments and of the

ReT-policy itself depends on the conditions that are foxmed by this new branch.
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Insofar we have a businization of politics to which the state responds in-
fluencing technological and industrial innovation by ﬁtéans of funds: its activi~
ties as a money-holder are following to the conditions of managerial decision
making. )

Comparing West Germany and France there are two lc-ccmpletely different concepts
of ReT-policy and of technological innovation on the solar domain, The conditions
formed by research and industrial structuxe require specific forms of nationally
differing policies, and the orientation on specific export markets effects the
development of partially different technological concepts. Comparing the diffe-
rent relations between politics and business within. this context tendentially
there is to identify a politicizé.tion of business in France and a businization
of politics in West Germany. But this is only one point of view; the other side
shows that in France the state has to take into regard that his policies must
fit into the national industrial structure - and thisway business interest are
ineluded into policy and have to be included if the policy is expected to be
successful — and it shows that in West Germany the enterprises within their
decision making take into account that there are funds the state distributes
in his role as a money-holder. Therefore politicization in France and busini-
zation in West Germany are topics to growing mterre.ia'tionships between politics
and business that point out typical structures. The case of solar technologies
deronstrates that technological and industrial innovation require for an inten-

cification of the interrelation between politics and business.

Notes

1) Although there have been activities in the field of solar research in France
for more than 25 years (Rodot et al., 1980, p.226) the organizational struc-
ture and the relations to managerial strategies have been so little developed,
that there was no chance to start the development of technologies and solar
industry simultaneously with the need for solar technological innovation.

2) The CETHFIL~Group was founded by state intervention to set-up a capable solar
industry and industrial cooperation in R&D. Tt is formed out of state—cwned
enterprises: SERI-Renault, Fives-Cail-Babcock, Heurtey and Saint-Gobain.

3) This is clearly peinted out by the greater number of congresses on the domain
of solar research; here scientists of industry and university do not only have
a meeting, but they try to have reciprocal benefit of their studies — that
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means they effect a harmonization of solar research_that is organized in the
structural division of labour. :

4) The research faculties (SFB) sponsored by the German Research Commumnity
(DFG) are generally regarded as a highly efficient means to adjust univer-
sity research to the needs for knowledge the users have (see Steck, 1975,
pp. 366-369; Schmidt/Stoltenberg, 1978, p.704). The Fraunhofer Company (FhG}
represents the trial to interrelate the applied research and such research
that has relevance for technology development but is neot directly oriented
on application (Mertes, 1982, pp.694-696). This research campany is finan-
ced by industrial research orders and its form of organization assists
the orientation of research work to the industrial structure.

5} This and the following see Hilpert, 1983.

6) This and the following see Hilpert, 1983.
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As we understand it, the principal objective of the pro-
Ject on "Politics and Business in Western Democcracies® is to
develop a framework for describing and expiéining recent
. changes in, and the likely further evalution of, the rela-
tionships between business and government. In particular, the
project asks if "a new businessman" has emerged in "reaction
to the rise and dynamics of government's iﬁterference with
business." The tentative proposed framework for the project
seems to assume that businessmen's behaviors are shaped pri-
marily, or at least increasingly, by changes in their politi-
cal epvironment, i.e. by the impact of "politics" on the func-
tioning of business., It is further implied that "governmental
interference in the business world" (legislation, regulation,
public expenditure, growth of the public sector, etc.} is exo-
genously determined; i.e., that it is driven not by economic
factors but by developments internal to gcﬁernment or the
policy process. Finally, thé'appropriate unit of analysis in
mapping businessmen's responses to their changing environ-
ment, and to political interference, appéérs_to remain the
national political econoﬁy.

We suggest that these initial orientgfions to the problem

of business-government relations basically perpetuate the dicho-

tomous perspectives of the dominant paradigms of the role of
government in the economy. Our paper argues for the usefulness

of casting the business-goverpment relationship in terms of



2 broad conceptualization of economic governance that endo-
genizes the factors for change and that identifieg the in-
dustry or sector as the most appropriate unit of analysis and
comparison.

This perspective suggests that, in spite of the undeni-
able expansion of the public séctor, busiﬁeésmen don't live in
a mainly political world, but that their behavior is deter-
mined by the effort to efficiently and adéptively cooxrdinate
the structure and activities of their firms to uncertainties
created by a variety of forces in their "relevant environ-
ments®, that is to custdmers, suppliers, cbmpetitorsr labor,
technology generators, capital providers, as well as govern~-
ment agencies. These interactions between firms and their en-
vironments can be analyzed in terms of four distinctive me-
chanisms of econcmic governance or coordination, namely,
markets, private and public hierarchies, clans, and associative
behavior,

Of course, public hierarchies or "the state", are more
than simply one governance mechanism among'others. Because it
monopolizes legitimate authority and coerci?e,capacity, the
state ultimately defines the political and legal contexts
within which all economic activities and transactions are co-
ordinated.'Still, changes in public policy are only one source
of environmental uncertainty. Of equal'or_greater importance
are chénges in core technologies, evolutioh in thé product
cycle, inter—industry and foreign competition, and the struc-

ture and strategies of other firms,



One advantage of our perspective is that it conforms to
the empirically undeniable fact that a range of non-market
institutional mechanisms for deriving collective economic
decisions is central to:the dynamic evolution and efficient
functioning of any modern capitalist economy. The mix of go-
vernance mechanisms will vary across economic sectors and over
time., So does the role of the state vary Both as an agent of
hierarchical coordination of economic activities and as a le-
gitimator or validator of coordination via markets or via
collective action by “capitalists“ in the form of corporate
hierarchies, clan-like ﬁetworks, or formal business trade as-
sociations or cartels, Viewing these government roles as "in-
terference with businessﬁ does not seem to advance our under~-
standing of the actual or appropriate role of the state in the
modern capitalist economy.

This paper applies the governance pétspEctive to the Ameri-
can economy in an admittedly preliminary way. It demonstrates,
nevertheless, that governance arrangements in the American
economy are far more complex than most of the scholarly litera-
ture would have us believe. Non-market mechanisms for the
coordination of economic activities are much.more extensive
and central to economic pe£fcrmance than the conventional wis-
dom suggests. We find that the mix of governance arrangements
in the American ecoﬁdmyivaries sharply from sector to sector.
And we propose a typology for classifyihg'economié sectors as
one step towards explaining these distributions. We conclude

with a few thoughts on policy implications.



Economic Governance

Governance refers to the several institutional mechanisms
through which firms as complex organizations have come to deal
with other organizations or actors in response to problems of

resource scarcity (uncertainty with respect to the availabili-

.ty of capital, raw materials, human resources), and information

complexity (uncertainty with respect to competition, products,

markets, technology and government regulation). Specifically,
governance in regard to various sectors addresses the follow-
ing type of guestions: what are the mechanisms by which prices
are set and demand stabilized, production levelsldetermined,

the activities of producticn and distribufing units coordinated,
relations with labor managed, product innovation and develop-
ment occur, capital is allocated, informaﬁion about product
quality is disseminated, and norms of fair éompetition and
product standards are generated. In order to understand the
governance of specific economic gectors, the strategy employed
herein is to integrate the general pclitical and sociological
theoretical insights of Streeck and Schmitter (1984) with

those of other scholars Wh§ have studied the'stfucture of Ameri-
can industry in recent yearsﬁ Chanaler (1962, 1977), Ouchi
(1977, 1980, 1984), Williamson (1975, 1981}, Hage and Clignet
(1982), Lawrence and Dyer, (1983}, From this_literature, one

learns that the governance of the economy occurs via a variety

of mechanisms; markets, hierarchies, the clan or community,

and associations. Of course, each of these méchanisms, despite




common elements, coperates according to a different logic. Mar-
kets provide the arena for buying and seliing, with prices
supposed to convey the information for the efficient alloca-
tion of gocods and services (Ouchi, 1977: 546: Zysman, 1983:
17). Under some conditions, however, there are market failures;
and when this occurs, prices fail to convey the necessary in-
formation. However, there are alternative mechanisms for al-
locating resources and cootdinating activities, one ¢of which
is hierarchy. There aré two forms of hierarchy which may re-
pPlace market mechanisms as devices for the coordination and
the allocation of resdurces. These are the state and the mo-
dern corporation. Of course, the modern cdrporation and the
state are by no means functional equivalents, but with both,
economic actors are dependent upon hiefaréhical coordination
for economic activity. Of course, the state has much more le-
gitimate authority and coercive capacity than the corporate
structure. And while oligopolistic and monopolistic types of
corporate structure often take the place of markets in coordi-
nating economic activities, it is rare that & corporate firm
becomes totally independenf of markets. Within both the state
and the corporate structure, however, bureaucratic structures
operate according to systems of hierarchical surveillance,
evaluation, and directioh.

Drawing on a long sociological traditiph, Streeck and
Schmitter (1984) employ the concept commuhitz as a mechanisn

which is involved in the governance of total societies. Fo-



cusing at the sectoral level Ouchi (19?7,:1984) employs the
concept clan; he sees the clan as a loose form. of organization
in which the members are bound together over a very long time,
&nd in which there is mutual understanding, and the expecta-
tion of mutually rewarding long-term involvement., Clans often
substitute not only for mafkets but for bhierarchies as well.
For example, market prices are a relatively sophisticated form
of decision-making, but "correct" prices are cften difficuit
to establish because of technological interdependence, novel-
ty, and other éorms of ambiguity. Hierarchies perform well
insofar as there are established rules to COfer contingencies.
But decision makers within hierarchies must be femiliar with
the structure of rules in order to apply the correct one in
any specific situation. Exbeptions to rules_are either denied
or referred up the chain of command in the hierarchy. But in
situations of considerable uncertainty and complexity, the
number of exceptions can overload the hierarchy. Shared norms
among different actors, however, are alternative mechanisms to
markets and hierarchies fof governing behévior (Ouchi, 1980).
Clans are mechanisms for reducing differencéé among indivi-
duals and organizations. In a society witﬁ high levels of
technological complexity with technology changing frequently,
close communication ié necessary in closely integrated in-
dustries. But if markets and bureaucracies cannot provide ef-
fective communication among individuals and organizations with
different goals, clans do have the potential to mediate dif-

ferences and to promote goal congruence. In a society as hetero-



geneous and as mobile as the United States, however, the ef~
fectiveness of clan activity to cope with economic problems is
lower than in societies with greater ideological, ethnic, and

racial homogeneity.

Associational behavior is still anotﬁer mechanism involved
in coordinating economic activity in a modern economy. This
form of governance is distinctive in that it involves structur-
al negotiations among a limited set of husiness firms that
mutually recognize each others' status and entitlements and -
that seek to reach and implement relatiﬁely formal and stabie
compromises in pursuit of their interests (Schmitter and
Stregck, 1981, 1984). Such associations and'systems of inter-
related asscociations may become highly developed vertically
and horizontally across a range of the actiﬁities of firms in
any given sector. Asscociation staffs may over time develop
.a certain autonomy from member firms that facilitates the
pursuit of long-term strategies for the management of the
problems of a sector, and that stabilizes relationships with
the state and other forces in the environment of a sectof. In
these ways business associations may provide an institutional
basis permitting firms to define a set of common interests and
to develop a sufficient consensus to resolvé_disputes. It is
through such arrangements that business frequently attempts to
regulate or govern itself, and it is here that business
often develops its most active and continuing intérface with

other organized groups and the state.



Business associatioﬁs are less important in govern-
ing the American economy than they are in several European
economies,.and the importance of associations as a governing
instrument varies from sector to sector in the United States,
as it does in most societies., Similarly, the role of markets,
hierarchies, clans, and associations varies from sector to
sector. Each of these mechanisms is in varying degree involvegd
in the governance of each sector of the economy. The primary
concern of this paper is to offer a preliminary description of
the variation in the role which these mecﬁanisms play in the
governance of a representative array of sectors of the Ameri-
can economy. In this sense, the purpose of'ihe paper is quite
modest, it is only a begipning cf an effort to study the go-
vernance of the American economy. |
It is not enough to know that the governance of the eco-
nomy occurs as a result of these four different mechanisms. We
must try to understand what sectors of the'economy tend to be
coordinated or governéd by what specific ﬁechanisms. In order
to advance our understanding of how these mechanisms_operate
in specific sectors of the American économy, it is expedient
to do two things: |
(1) To develop a typology of the American
economf (See Figure One}, .
(2) To specify the relative importance of
the four types of governing_mechanisms in
various sectors of the American economy.
The typelogy will hélp us to understand some key dif-

ferences among various sectors of the economy. Our strategy is



to lay the groundwork for a ﬁore complex ?esearch agenda which
will confront the following type of problems: why do marketsg,
hierarchies, clans, and associations vary in their capaciﬁy to
coordinate economic activity across sectors of the American
economy? Why do different forms of governance develcop in dif-
ferent sectors? How does the mix of governing mechanisms in-
fluence performance? Is there in some sense an optimal mix of
governing mechanisms in view of the resource scarcity and in-
formation complexity charécteristics of different sectors?
What does this inply ag far as government'gfforts to improve

econcmic performance?

A Typology of the sectors in the American Econcomy

There are, of course, many dimensions along which one may
conpare various sectors of the American economy. However, the
typology portrafed in Figure One captures some of the broad
contours that seem to be most important in conditioning firm
behaviours across the different sectors. These dimensions pef—
mit the development of a four cell table into which one may
fit the various sectors of the contempora:Y'American economy.
The dimensions along thé horizontal axis are the size of the
firm, the size of demand at the firm level, and the level of
investment required by a firm for entry info the sector. The
diﬁensions along the vertical axis are thé.level of technolo-
gical sophistication ana the rate of techﬁological change.
Note that the horizontal axis captures variation across firms
and their environments in particular sectors, while the ver-
tical axis captures variation across products. The various

sectors of the economy‘are arrayed within each of the cells,
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FIGURE ONE

A TYPOLOGY OF THE AMERICAN ECONCMY
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At this point, it is important to point out that this
typology deliberately does not attempt to-address the issue
of why firms within the same sector vary in their performance.
That question would require a fundamentally different set of
variables, ones which would capture structufél as well as
social psychological variables at the firm 1evel.2 Rather,
the typology here attempts to capture variation across sectors
of the economy, acknowledging that there will be considerable
variation in the behavior and performance of individual firms.

Cell One is simply called Relatively_Small Firms with Low
Technological Complexity. Sectors within this cell are made up
of firms which are relatively small, which require relatively
little capital in order to enter the industry, and which tend
to be guite competitive., Sectors in Cell One should be
distinguished as to whether they produce undifferentiated
products cr differentiated products. The agricultural sector
would be the former, while the latter would consist of
publishing, printing, textiles, apparel, housing, furniture,
banking, savings and loan associations, as well as others.
Industries in these sectors.require littie energy and
relatively small amounts of complex machinery, as they are
gquite labor intensive. The volume of output is relatively low
at the firm level, and mass advertising is relatively uninm-
portant for these industries, In the American economy, workers
in these sectors have a relatively low leﬁel of uﬁionization.
And when they are o?ganized, they tend tbibe organized into

craft instead of large industrial unions. In general, wages,
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job kenefits, and job seéurity among workers in these sectbrs
tend to be low, while job turnover rates éxe relatively high,
0f course, the technological complexity of industries is
not static, and for this reason, industries may historically
move from one cell to another. The four cell table tends to
capture the variation in the American economy around 1980.
Cell Two is called Large Firms with Low Technological
Complexity. Sectors within this cell are made up of firms
which are reiative;y large and which require considerable
capital in order to enter the industry. The sectors tend to be
oligopolistic in nature. Whereas some of the sectors in Cell
One attempt to produce customized products (eg. housing,
banking, etc.), sectors in Cell Two tend to specialize in the
production of standardized products, In the production of
consumer durables, large sums of money are spent on ad-
'vertising, and firms have éizeable sales forces. 0Of course,
there are many types of industries in Cell Two. There are
{1} mass producers of low priced, semiperishable packaged
products which adopt larQe—batch and contihuous-process tech-
no}ogy-(eg. manufacturers of canned foods; soft drinks, beer
and liguor, breakfast ceréals), (2) processors of perishable
products for national markets (eg., large meat packing and
processing firms), (3) manufacturers of mass produced consumer
durables which use continuous process technology and which
require specialized marketing services iniordér to be so0ld in
volume (eg., manufacturers of automobiles, heavy farm eguip~

ment, sewing machipes, etc.), (4) makers of somewhat complex
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producer goods which are standardized (eg., manufacturers of
elevators, heavy electric motors, etc.}, {(5) producers of
primary metals {eg., steel, copper, aluminum, etc.) ({(6) pro-
ducers of fabricated metal products (eg., manufacturers of
cans) .

Industries in Cells One B and Two were well developed
prior to 1945, and by contemporary standards, these are in-
dustries in which the level of technological complexity and
rate of technolgical change has not been very high. A high
proportion of the manufacturing sectors in these two cells
cohsist of industries which are either in decline or are
in a stage of transition. Many of the newly industrializing
countries have enormous labor cost advantages over firms in
Cell One B and Two, meaning that a number of firms in these
cells must reduce their output, exit from the industry, or
seek governmental protection. However, there are few sec~
tors in which decline is inevitable. Instéad, most manufac~
turing sectors in Cells One B and Two are in a stage of tran-
gition. Firms in these sectors are faced %ith the same choices
as those which are declining, but with the édditional choice
of altering thelir products and/or production processes. In
part, the mix of markeis,.hierarchies, clans, and the asso~
ciational structure determines the strategy which manufactur-
ing sectors in transition will employ {Zysman, 1983, Ouchi,
1984, Lawrence and Dyer, 1983).

Cells Three and Four contain industries which are based

on scientific knowledge, especially on the application of
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scientific theory to product development. Cell Three would
include firms producing pharmaceuticals, specialty chemicals,
specialty steels, high performance plastics and ceramics,
radioisotopes, and high technology electrohics. As in Cell
One, firms in Cell Three tend to be highly competitive and
relatively small. Entry into this sector tends to be based
mcre on knowledge than on capital. The life of most products
is relatively short, and the survival of firms in Cells Three
and Four is very dependent on considerable investments in re-
seargh and development, And_as Hage and Clignet (1982:82)
point 6ut, the high technological sophistication of these
sectors has tended to enlarge the range ¢f products. Hence,
firms in Cell Three have the potential to develop many more
product lines than those in Cell Two.

Also in contrast to Cell Two, firms in Cell Three have a
much smaller proportion of the labor force organized into
trade unions. On the other hand, many of the employees in this
sector are highly educated, enjoy considerable work autonony,
and receive attractive wéges and work benéfits.

Firms in Cell Four are involved with.technologies having
relatively short lives as far as markets are concerned. Similar-
ly, the level of technological complexity'is guite high and
firms spend considerable sﬁms of money on research and develop-
ment, Barriers to entry are based on both kpowledée and large
sums of capital. Examples of industries are those involved in

the production of mainframe computers, aircraft, telecommuni-
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cations equipmenf and services; and nuclear power plants, Be-
cause of the vast capital réquired-to operate in this sector,
entry 1s difficult and market price competition is not very
important. Indeed, sectors in this cell tend to be either oli-
gopolistic or monopolistic.

For firms to perform well in Cell Four sectors, harmonious
work conditions are essential. In general, a high proportion

of employees are unionized and are well compensated.

THE _ROLE OF GOVERNANCE MECHANISMS

Obvicusly, firms vary greatly in their capital require-
ments and their need for governmental intervention, a high
guality labor force, extensive research and development fundéds,
and countless other resources. Most everyoné seems to know
this, Eveﬁ so, the bulk of the scholarly literature fails to
recognize that if there is great variation ih the structure
and in the resource needs across sectors df the American eco-
nomy, there is probabiy”great variation in the way in which
sectors of the economy are governed. True; there is a strong
ideological ﬁredisposition among Americans fo prefer market
solutions. American legal norms and constitutional doctrines
further elevate a liberal conception of the state and a se~
paration of the public ahd private spheres. Partly as a ra=
sult, there is insufficient recognition that the governing
mechanisms that actually shape economic a&ﬁivity are duite
complex, For example, the political ecdnomy literature places

great emphasis on the weak American state, stressing the way
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in which its executive authority is dispefsed and is vulner-
able- to interest group pressure (Krasner, 1978; Lowi, 1%969;
Katzenstein, 1978}. While it is true that the weak state/
strong state formulation is helpful in comparing the political
capabilities of states in cross national research, this per-
spective is somewhat overly simplistic and fails to recognize
that the American state's ability to act in one policy area is
very different from its ability to act in ancther {Zysman,
1983:297), Similarly, the political economy literature on the
nature of markets in the United States misses important varia-
tions, For example, John Zysman (1983) in his very informative
comparative study of financial systems argues that there are
basically three models of finance in advanced industrial so-
cieties and that the American model is a capital market-based
system in which security issues (eg., stocks and bonds) are the
predominant source of funds for Awerican firms. However, con-
trarf to what Zysman argues, all three of his models are pre-
sent in the Americapn system., As we will try to show below,
financing in some sectors is credit-based withlgovernment agd-
ministered prices, while in others, the flow of long-term cre~
dits is bargained or determined by other OEganizations. Only a
more in-depth analysis across a number of sectors of the Ameri-
can economy will reveal the more diverse nature of financial
institutions in the United States. |

In short, the nature of markets, the state, clans, and
associative behavior is far more complex in the governance of

the American economy than most political economy scholarship
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has recognized. By focusing on several economic sectors in
each of the four cells in Figure One, the remainder of this
paper is designed to provide examples of this complexity and
to make a modest first step in the specification of what mix
of markets, hierarchies, clans, and associative behavior oc-
curs in ecach of the four cells, |

Cell One A (Relatively Small Firms with Low Levels of

Technological Complexity, Producing Undifferentiated Products).

Agricultural sectors seem broadly representative of this
category. Even so there is diversity in the way they are
governed. Many agricultural sectors have the characterisﬁics
of a market economy. For example, in most meat and vegetable
sectors, there are large numbers of sellers, no one of which
can affect market prices. Entry into the industry is relative-
ly easy. Within modest limits, prices are determined by
markets in which offers from sellers and bids from buyers are
made. Prices are determined in a highly competitive way,
and on a given day, prices change frequenfly. It is not un-
usual for the total value of output of some agricultural sec-
tors to ﬁary as much as 20 percent from year to year. In these
sectors, the state plays a very nodest role in intervening in
markets, and clan type activity and associative behavior are
not well developed.

On the other hand, there are agriculturél.sectors which
are governed very differently, sectors in which pfices are
very stable, government intervention is extensive, and clan

type activity and associative behavior are pervasive., A good
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example, is the dairy industry. The key to;understanding the
the dairy industry is to be found the vast system of dairy
cooperatives. Cooperatives function extensively in certain
sectors of agriculture because of the Capper-Volstead Act cf
1922 whereby Congress granted agricultural marketing coopera-
tives partial immunity from federal antitrust laws.

Cooperatives have tended to develop in those sectors of
agriculture in which the size of firms is relatlvely homoge=-
neous, as in dairying and wheat farming. Moreover, in those
gecgraphical areas where cooperatives have:been extensively
deﬁeloped, there has been a common culture among the producers
== a culture which has cften been ethnically based. On the
other hand, farms in the meat and vegetable sectors have been
much more heterogenecus in size and there has been little
common culture among producers. As a result; ¢ooperatives have
been much less common and very competitive markets have been
the dominant method of shaping prices.,

Cooperatives play a very important role in shaping econo-
mic activity in the dairy industry, handling approximately
eighty peréent of milk produced in the United-States. Coopera-
tives bargain with milk ﬁrocessors for the price to be paid to
producers, represent dairymen at hearings for federal milk
marketing orders, and provide for the transfer of milk from
the farm to the factory. Some cooperatlves are even processors,
producing cheese, butter, and other dalry products. The func-
tions of dairy cooperatives extend far beyond the marketing of

milk, Indeed, dairy cooperatives have become the functional



equivalents of business trade associations., In this respect,
cooperatives lobby for dairy legislation, provide insurance
for their members, provide advertisements to increase the
demand for dairy products, and disseminate to members in-
formation designed to create greater efficiencies on dairy-
farms, |

The state and the dairy industry have combined to in-
fluence the price of milk by creating federal marketing orders
and dairy price support programs. Under federal marketing or-
ders, milk processors are required to pay dairy farmers via
their cooperatives a specifieé price for the milk which is
used in the fluid milk industry and a 1owé# price for the milk
which is left over and ﬁhich is processed into such manufac-~
tured items as ice cream, cottage cheese, skim milk, dry milk,
etc. Under a marketwide pooling agreement, each producer re-
ceives the same blend=-price for his milk, whether the milk
goes into the Class I fluid milk classification or a manu~-
factured milk classificatidn.3

The federal government also intervenes in the dairy in-
dustry with a price support program. In order to support milk
prices, the federal govermment, through the Community Credit
Corporation agrees to buy cheese, nonfat drf milk, and butter
at designated prices: Because the prices of these commodities
are tied to the price of all milk through;the milk marketing

orders, the net effect is to support the price of all milk.



The dairy industry in the United States, like that in
Canada and most West Buropean countries, can be described as
"neo-corporatist” in nature, because of the importance of
associations and clans and because of the extent to which
public and private sectors are intricately intertwined. As a
result of extensive governmental involvement, prices in
the dairy industry are highly stable and producers and pro-
cessors have relatively high returns on investment. In com-
parison with the prices of steers, hogs, broilers, corn, po-
tatoes and oranges -- i.e., those sectors in which coopera-
tives are not well developed =-- there is very little variation
in milk prices. And the key variable in eﬁplaining variation
in behavior between the dairy industry and the meat and vege-
table industries is organizatidnal structure. Where there are
extensive cooperatives, trade associations, and clan type ac-
tivities involved in governing an industry -- as in dairying
-~ there is much greater price stability and much closer go-
vernment-industry collaboration than in those sectors in which
cocperatives are poorly ﬂevelopéd and trade associations have
little autonomy teo représent the interests of the industry.
Sectors with the latter characteristics have prices determined
much more directily by the market,

We have seen that there is considerable variation across
agricultural sectors in_thé role the state_ﬁlays the pricing
of agricultural commodities. The state is;a'major-player as
well in other economic aéfivit@es in the ééricultural arena.

For example, the state 1s very much involved in providing ca-
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pital for agricﬁlture and in promoting agricultural research.
Largely as a result of thé role of the state, the United
States is one of the world's most efficient producers of-agri-
cultural commodities and the world's leading exporter of agri-~
cultural commodities, and there are a number of indicators
which suggest that its coﬁparative advantage is growing (Even-
son, 1982). In providing direct expenditures and credit, the
state is heavily involved in the entire agricultural economy.
The federal government, through the Commodity Credit Corpora-
tion, provides extensive support to agricultural producers
when the national average market price for a commodity is be-
low the target price set for it. The state, also through the
Commodity Credit Corporation, provides credit in the form of
loans to agricultural producers to finance their crops. Credit
programs are distinct from'price supports.and other direct
expenditure programs in that non-governmental financial in-
stitutions are often involved in implementing the federal pro-
gram. Basically there are two forms of agricultural credit
programs: direct government lending and government loan guaran-
tees (e.g. promises by the government that it will repay prin-
cipal and interest in the event of default'by borrowers
(Bickers, 1984)). It is_the powerful role of major farm or-
ganizations (eg., Ameridan Farm Bureau Fe@e:ation, National
Farmers Union}, as well as cooperatives and trade associations
in individual sectors interacting in a close symbiotic manner

with the U.,S., Department of Agriculture, which has led to
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heavy involvment of the state in providing of capital to the
various agricultural sectors. |

Research conducted in the agricultural sector is of
special interest. It is the interaction of the state, asso-
ciative organizations, and clans that has contributed to
making American agriculture so remarkably innovative. More
specifically, the federally supported experimentation stations
in affiliation with land-grant state universities and farmer
interest organizations constitute the world's most complex
system of agricultural research. While much of the research is
funded at the federal level, very little research takes place
in federal jinstitutions. Throughocut the country, there are 52
State Agricultural Experiment Stations which are integrated
with state universities, state extension programs, and local
farm groups. The research, extension, and teéching programs
are generally state specific in nature. Thus, farmers are able
to see to it that particular technologies are advanced as
quickly as possible (Nelson, 1982:466-467). The close clan
like relationship which exists among farmer organizations,
state and federal gbvernment officials, and university re-
searchers to promote and to dissiminate agricultural inno-
vations has been highly successful. Indeed, in no other sector
of the American economy do.agents of the state, industry re-
presentatives, and ﬁembers of the research community work so
cliosgely in order to keeb their sectors at the foréfront of

technological change.
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Cell One B (Relatively Small Firms with Low Levels of

Technological Complexity Producing Differentiated Projects).

Manufacturing sectors in this cell are made up of firms
which are highly competitive and market ofiented, although
hierarchies play some role in shaping prices and production
quotas, in alleocating capital, and/or in providing funds for
research and development. Under certain conditions, hier-
archies have become more extensively involved with sectors in
this cell, via the corporate conglomerate;type firm. When
large conglomerate firms have acquired ownership of firms
operating in Cell One B, one finds a tendency for the
corporate office to allocate capital to firms with a high
'yield and to monitor the efficiency performance of each firm.
Because the central office.can monitor the ipternal operations
of a firm more effectively than external financial markets,
there is some evidence that conglomerates have more efficient
resource allocation properties than banks or financial insti-
tutions.external to the firm (Williamson, 1975},

The overwhelming maijority of firms in this cell are not
part of conglomerate opérations, however.-Béﬁause éectors in
this cell are involved in labor-intensive production proces-
ses with low skill requirements, it has been relatively easy
for less developed countries with oniy modest amounts of ca-
pital, technology, and skilled labour to enéer the American
market, meaning that firms compete vigorodéiy not only with

other American but with foreign firms as well.
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The textile industry is fairly typicai of manufacturing
sectors in this cell. In order to promote stébilization énd
cooperation in the industry, firms have developed business
trade associations. However, the trade associations have never
been able to match the effectiveness of the bureaucracy of
oligopolistically oriented sectors (eg., those in Cell Two) in
achieving stability. Because of anti-trust legislation, busi-
ness associations in this cell have also been unable to regu-
late prices and production levels. Nevertheless, manufacturing
firms have engaged in associative behavior in the standardiza~
tion of products, the testing of materials, the promoting of
markets, the development of industry codes of ethics, and the
influencing of governmental policy.

Governmental policies are much more ét arms=~length in
these sectors than in agriculture. In general, these are poli=-
cies not designed to prevent problens, but policies designed
in response to difficulties. The American government's use of
Ordefly Marketing Agreements fOMA), as a fdrmlof protec-

tionist poliey, is an ideal-typical exampie Qf the role which
the American state has played in the governance of several
manufacturing sectors in Cell One B, An OMA2 is an agreement
between two countries about the nature of their trade in re-
gard to specific goods {(eg., shoes, textiles, apparel, etc.).
OMAs are generally used as protection against foreign compe-
tition in order to help well-organized, higﬁly viéible and
vocal interest groups at the expense of consumers who are very

diffuse., Because alternative policies, such as direct subsi-
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~dies and credit policies are much more viéible and more easily
resisted, protectionism is preferred as a low cost, workable
political strageqgy where direct state invdlvément and asso-
ciative capacities are minimal. In the short term, plant clos-
ings are avoided and jobs are saved, though the long-term ef-
fects in terms of efficiency are another matter.

Whereas the associative structure of industry and state-
industry relations is quite well developed in sectors in Cell
One A, this is somewhat less true with sectors in Cell One B.
As a resvlt, firms, associations, and the étate in Cell One B
appear to have limited capacity to develob pdlicies designed
to promote sectoral imnovation and readjustment. Partly be-
cause of the way in which American agriculture is governed, it
is as efficient as any in the world. However, the weak associa-
tive structure, the lack of well developed state policies, and
a poorly developed set of networks (eg., clans) tying together
the key actors in the manufacturing sectors:df Cell One B have
meant that the market has been left with the major responsi-
bility for governing these sectors. And it is problematic
whetﬁer market forées héve £hé potential to'pfcvide the read-
justment required by mature industries in a stage of decline
or transition.

The residential construction industry is another major
sectqr in Cell One B, and its governance_maéhinery is somewhat
different from that in the manufacturing sectors. In both
manufacturing and construction, the sectors are coordinated

very much by market forces. Because of variation in consumer
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tastes, the construction industry is highly decentralized and
fragmented into many different firms. For example, in the 1977
census of ¢onstruction, there were approximately 100,000 firms
in construction, Most firms were guite small, as morxe than 90
percent of the firms employed fewer than 10 persons full time.
However, mechanisms other than market forces are also im-
portant in governing this sector. Indeed, it is a mixture of
market, hierarchical activity, and clan type networks, exempli-
fied by the relationships which exist between general contrac-
tors and subcontractors. Because general contractors and sub-
contractors usually tend to werk together over a long period
of time, the relationship is somewhat clan—like in nature. In
keeping track of materials and equipment, there are a variety
of bureaucratic practices between contractors and suvbcon-
tractors and because contractors and subcontractors work au-
tonomously, their relationship is also governed by market

forces.

While the state plays some role in this sector, its acti-
vities are less prominent than thé market as a coordinating
mechanism. Because of decentralized politicél jurisdictions
and the diversity in thé climate, there ié greét variety in
building and zoning codés,_meaning that construction regula-
tions tend to be local rather than national in nature. Given
the fragmentation of the indusiry and the large nﬁmber of
firms, the federal government has had little capacity to reg-

ulate the industry. The central government's main influence
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in the housing industry has been more indiréct, resulting from
its macroeconomic policy. As a result, the construction of
residential housing has been'subject to short term cycles of
three to five years, eight such cycles occuring between 1950
and 1980. The leading cause of this volatility has been a re-
sult of fluctuating interest rates., Of course, the federal
government has also influenced the housing market, through
massive mortgage loan gﬁarantees and by subsidizing interest
rates through VA and FHA housing loans.

While national 1evél business associations have been
generaily weak, there are in the construction industry severail
of real importance: notébly the Associated General Contractors
.Association and the National Association of Home Builders
{Lawrence and Dyer, 1983}). But the most iﬁportant form of eco-
nomic coordination of ar associational nature in this industry
is at the local level, in the form of employers associations.?

Not only do local émployer associations negotiate labor
contracts, but they provide the following éervices for their
members: public relations, lobbying, legai services, insurance.
Of course, it is not ohly in the cdnst&uction industry that
enployer associations play an important role in coordinating
economic activity. They are also importaht in the following
industries in Cell One B: hotel and restaurant, apparel and
shoe, metal fabrication and scrap metal, printing, beer and
liguor, food processing, retail trade. This is vefy much in
contrast to the model of cdllective bargaining in the mass

production industries with very large, nationally organized
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firms (See Cell Two). Those firms (eg., automobile, steel,
rubber, o0il refinery, among others)} tend to conduct their own
labor relations rather than rely on associational representa-
tion. But in the highly competitive sectors of Cell One E,
dominated by small and medium sized firms, multiemployer bar-
gaining at the local level through employer associations has
been a common practice (Derber, 1984; Lawrence and Dyver,

1983} .

Cell Two (Large Firms with Low Technological Complexity).

While market forceé aré of some impo:tance in the go-
vernance of sectors in this cell, most governance takes place
through the hierarchical structure of the oligopolistic type
firm or by what Chandler (1977} has called "the visible hangd".
Firms in many of these sectbrs are vertically or horizontally
integrated so0 as to monitor and to evaluate complex economic
activity, to allocate capital, technology, and personnel not
only within the firm buﬁ also across industries and functional
activities. Whereas historically transactions took place
between firms at differént stages in the prbduction - distri—’
bution precess or.in different geographical areas, salaried
managers within a single giant firm have taken over basic
economic functions that had previously beep §arried out
through market mechaniéms. Refiners of p:ddﬁcts merge backward
into exploration and prdduction of raw matefials,‘while nanu-

facturers move forward into marketing and distribution.
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The hierarchical structure of the firm (and managerial
elites) enjoys substantial autonomy in the governance of these
sectors. External controls from boards of directors, owners,
banks, institutional investors, and goverﬁﬁent regulators are
all relatively weak. Where firms cannot finance investment out
of retained earnings they tend to rely on capital markets in
which stocks and bonds are the dominant sqﬁrce of industrial
finance. Instead of exercising direct influence on the manage-
ment of firms, investors and financial institutions tend to
exit (eg., sell their securities) if they are dissatisfied
{(Hexrman, 1981}. In this way, financial markets somewhat para-
doxically reinforce hoth the autonomy of managers and hier-
archically organized firms and make them highly sensitive to
short—-term rate-of-return considerations as management seeks
to prevent investors from exiting (Zysman, 1983),.

Where there are oligopolistic sectors, there are also
trade associations, but their functions afe not as important
in the coordination of economic activity as is the case with
associations in Cells One A and One B. In the oligopolistic
sectors, giant firms can éarry ocut their 6wn technical and
market research, advertising, lobbying, anﬁﬁcost benefit ana-
lysis, whereas the small and middle sized'fifms in Cell One
rely more heavily on business trade associafions to carry out
these functions. Most.lérge firms in Cell Two have thelr own
public affairs office, with many even havihg offiées in

washington, while the smaller firms in Cell Cne B are much
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more dependent on trade associations in order to conduct
public affairs.

Even if business trade associations are less important in
the governance of oligopolistic sectors, the business elites
of firms in these sectors are guite active in various types of
informal networks (e.qg., interlocking boards of directors} and
in organizations which cut across many sectors of the economy,
such as the Conference Board, the Businesé Council, the Commit-
tee on Economic Development, the Council on Foreign Relations,
Somewhat clan-like in natﬁre, these organizations attempt to
transcend company, regional and sectoral considerations, and
pPlay an important role in influencing economic policies of an
aggregate nature -~ policies affecting thé entire economy in-
stead of policies which are sector specific (Useem, 1984).

In Japan, steel, aunto, and other firmes in Cell Two in-
dustries have strong clan-type relationships with banks,

- suppliers, and politicians. In the United States, however,
relationships are ﬁore arms-length among firms in these sec-
tors. For example, in Japan, there are very close clan-like
ties between auto companies and their suppliers. This rela-
tionship promotes close comﬁunication out 6flwhich there is a
stea&y stream of new idea# from which innovative products
emerge. In the United States, however, auto firms and sup-
pliers lack this clan type of relationship. Instead, the ties
between auto companies and suppliers are priﬁarilf contractual,
formal, and rigid in naturé. And this more formal relationship

at the sectoral level seems to lead to less innovativeness and
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greater standardization.on the part of American producers
(Zysman, 1983).

Because clan-like organizations (such as the Business
Council and .the Conference Board) which transcend specific
sectors are far more influential than secﬁorally specific busi-
ness associations in the shaping of state policies, it is not
surprising that state policies tend to reflect the interests
of the former more than the latter.

Insofar as there are sectorally specific policies de-
signed for sectors located in Cell Two, they tend to be regu-
latory in nature (eg., auto safety, fuel emission control,
pollution standards for the metal industries, pure food in the
food industries), Insofar as non~regulatory policies are
concerned, business firms in this sector and the state have
tended to prefer policies with aggregéte objectives, believing
that economic coordination should be handled primarily by the
firm or by market forces, There is a distinctive Pindustrial
culture”" (Dyson and Wilks, 1983) shared by the business elites
of this cell (just ;s_theré is a different type of industrial
cﬁlture operating in some of the ag?icultural sectors). As
Kurth (1979) demonstrates, the expectatiops:bf government are
shaped very much by the stage in the producf life cycle at
which the industry first .developed. In the U.E8., these sectors
were well established before they were nmature industries vis-
d-vis the world economy. Hence, they developed wifhout strong
state assistance, and there has grown up among government and

business elites involved the expectation that the state's role
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should be kept to a minimum. As these sectors have matured on
a world wide level and American firms haﬁe Become threatened .
by exports from foreign countries, busineés, and gbvernment
elites involved have found it difficult to re-define a role
for the state to piay in the_restructuring of these sectors.
Aggregate oriented polices, especiallf the manipulation
of interest rates, influence the sales of steel, autos, farm
equipment, etc.. In addition, investment tax credits have some
' benefits for capital goods industries. Aggregate policies are
designed to enhance market mechanisms, not ﬁo replace them.
They are consistent with a widely shared belief that govern~
ment intervention should not overtly discriminate among
sectors and/or firms. On the other hand, there are protec-
tionist policies which are sectorally oriénted, but they are
perceived as exceptions to policies which are legitimate to
this sector and are generally ineffective.in restructuring
particular industries. Distressed industries or firms seek
help from government in an ad hoc manner, while successful
firms or industries_prefer to remain quite autonomous from
government, | | |
Because of the type of industrial culture which is typic-
al among sectors in Cell Two, the Departmgnt of Commerce does
not have the close ties to these sectors which the Department
of Agriculture has to various agricultural industries. Hence,
the state does not systematically support.researcﬁ and develop-

ment, nor does it play an active role in reporting to firms



the type of innovations ﬁhich are taking place in other
countries.

Of course, there are limits to the power of corporate
hierarchies to coordinate economic activity. For example, anti=-
trust laws present an obstacle to sector wide collaboration
on production, commercial, and trade matters. Firms cannot by
joint agreement fix ox stabilize prices, allocate territories,
limit market entry, or fegulate productioh. Moreover, anti-
trust activity regulates.the pooling of research and develop-
ment, as well as the pooling of technical and marketing in-
formation. While the Capper Volstead Act has éxempted many
functions of agricultural cooperatives from anti=-trust le=-
’gislation, trade associations in these sectors, as well asg in
sectors in Cells One B, Three, and Four are alsc very much
constrained by anti-trust legislation.

In sum, Cell Twe sectors are very much coordinated by the
visible hand of large corporate firms, though limited by anti-
trust legislation. Markets, particularly financial markets,
are of some importance in econoﬁic coordination. Most state
.policy ié regulatory in nature and is interventionist in speci~
fic sectors only on an ad hoc basis at timeé of distress or
crisis. In general, state'policy is sectorally neutral with

aggregate rather than sectorally specific goals.



" Cell Three (Relatively Small Firms with

High Technological Complexity)

As suggested above, the technology of sectors in this
cell is quite complex and changes very rapidly. On a world-
wide scale, American firms in these sectors have performed
very well. However, the governing mechanisms have been quite
different from those in Cells One and Two.

Because most firms in these sectors are in the early
stages of the product life cycle, business trade associations
are not very well developed, and their fundfions are somewhat
less important in the overall coordination of these sectors
than is the case with associative behavior in Cells One A and
One B. Rather, a great deal of economic governance in this
cell occurs pfimarily as a result of market activity. and in
contrast to Cell Two, most companies in Cell Three are too
small for the visible hand of the corporate firm to play an
important role in governing an entire indﬁstry.

On the other hand, the state through'its research, de-
velopment, and procurement policies, as well as thrqugh its
patent policies has played an important role in governance.
However, the American state has no systematic set of policies
for intervening in fast-growing high tééh“sectors. Indeed,
there is a policy for the state not tolbe actively interven-
tionist except when ngtional security interests are defined zs
being involved. However, a number of such;séctors have fallen
within this category, particularly those involving military

and space program activities.
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The semiconductor industyy is an excellent example of how
a sector in this cell is governed when it is.alleged to in=-
volve national security considerations. in comparison with
sectors involving aviation and agriculture, the role of the
state in the development of the semiconductor industry has
been modest. Nevertheless, the procuremenf.of electronic com~
ponents and systems by the American military, and public sup-
portlfor research, development, and production engineering by
the military, NASA, the National Science Foundation, and the
National Bureau of Standards (Levin, 1982:9{ Borrus, Millstein,
and Zysman, 19%83) have been very important in advancing the
industry. However, the bulk of innovative work in the develop~
ment of semiconductor ﬁechnology has taken place in private
firms, with government iabs playing an insignificant role.

In contrast to the structure of induétry in Cells One B
and Two, there are numerous clan-like networks in most of the
industrial sectors in this cell. For example, in the semicon-
ductor industry, there have historically been close networks
among people in government, industries, and universities. In-
deed, it is not an exaggeration to suggest,that clan—liké ac-
tivity has been pervasive in this industry. Networks have been-
s0 close that Levin argues that one can easily trace a geneo-
logy of the industry. Fo:.example, Bell Labs begat the Shockley
Transistor, Shockley begat Fairchild, Fairchild begat Sig-
netics, General Micrcoelectronics, and Intéi,.among others,
and each of these fourtﬁ—generation firms has numerous pro-
geny of its own (Levin, 1982:28). aAnd throughout the semicon-

ductor industry, there is a strong professional culture which
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has facilitated the free exchange of technical information and
the mobility of personnel. A clan of university researchers
has been very much invelved in these networks from the begin-
ning. In fact, it was the electrical engineering faculties of
Stanford University and nearby University of California Berke-
ley which were responsible for the location of numerous semi-
conductoxr firms in the Santa Clara Valley of California. But
despite these extensive networks, the commercial potential of
Ithe industry was not understood well in the early years of the
semiconductor industry. waever, the military and NASA were
willing to provide substantiai money for research and develop~
ment as incentives for companies to enter the field. Moreover,
the large procurement orders by the government provided a cum-
nulative production experience for contractors, facilitating
the learning necessary to reduce costs, While few major in-
novations emerged directly from government-funded research and
development, the government did move flexibiy in response to
each new technology early in the life cycle'with substantial
research development funds. Because the government was not a
disinterested player but was the major consumer of the néw.
technology, it was in a strategic position to evaluate alter-
native forms of technology and to providé valuable feedback
'to contractors. Of courée; the government's willingness to
purchase high volumes of the industry's oﬁtput at very at-

- tractive prices did much to accelerate the pace aé which the
industry developed. However, the government ﬁas willing to

lead the industry by speciinng clear technological chiectives
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without rigidly specifying the means to adhieve them (Levin,
1982:89). |

By 1980, the industry had reached a more mature stage,
and the state was no longer in a position_to direct the in-
dustry's technological changes in accord with its needs as a
consumer. Indeed, commercial users have become more important
than the military and NASA. Meanwhile, the technological ad-
vances have become incremental and rather predictable. In sum,
the history of this sector is one involving the state in high
and- complex technology before the commercial potential of the
sector was well understood. Significantly, éh alternative set
of government policies was not likely to have had a major
effect in developing the industry in such é short period of
time. For example, the government's patent_policies were rela-
tively unimportant in the development of the semiconductor,
and they had little potential to develop the industry. Large-
scale integrated circuits could not be patented because they
could not be described in the form of a valid patent claim.
Also, the technology was changing too rapidly for firms to
benefit significahtlylby.the monopoly conferred by patents.
Moreover, there is no reason té think that tax credits for
research and development or some other form of undirected
state subsidy would have been highly prodﬁctive in a relative-

ly short period of time.

In the pharmaceutical imdustry, however, patents are an

important part of the innovative process very much in contrast
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to the semiconductor and several other technélogically complex
industries, In theory,.patents provide fi:ms a stimulus to
engage in innovative activity by granting thém monopoly rights
to exploit their inventions. In addition to providing patents,
the state is involved in the pharmaceutical industry in several
other respects. First, the state provides funding for basic
research in the medical sciences, some of which is channelled
toward pharmaceutical research. This has been the case in such
diverse fields as immunology, molecular biology, and enzyme

chemistry. ¥ 'n s6, the state's direct role in the devel-sn-

ment of new pharmaceutic. BTN __m“,gq, in contrast to
the semiconductor industry. An area in which the state has
been directly involved in the development of new drugs has
been in cancer research under the authority of the National
Cancer Institute Drug bevelopment Program with an annual bud-
get in excess of $ 200 million. Another has been in the de-
velopment of so-called "orphan drugs.® These are drugs for
rare diseases, but becauée there isg such a limited market for
them, it is unlikely that commercial firms will attempt to
develop them.

Markets and the étate are the two most important mech-
anisms involved in the governance of this industry. Aside from
its patents policies, the state is heavily involved in regulat-
ing the pharmaceutigal indﬁstry. By law, the Food and Drug
2dministration is regquired to certify that each néw drug is
not only safe but is efficacious as well.'As a result of ex~

tensive governmental regulations, numerous studies have postu-
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lated that the costs of discovering and deﬁeloping new drugs
have increased so much that there has been a decline in the
number of new drug innovations in the United States. While the
overall consequences of the regulatory process is open to dis-
pute; there appears to be little doubt that the regulatory
process has more than doubled the costs of developing new che-
mical entities in the pharmaceutical industry since 1962. More~
over, government has deléyéd the introduction of new -drugs
into the American market in comparison with.countries with a
different regulatory process. 0Of course, the length of time
required to test for the safety and the efficacy of new drugs
reduces the effective time that a company may enjoy the mono-
poly privileges conferred by a government patent. Partly as a
result, the average effective patent life for new chemical
entities declined in the United States frdm 13.6 years in 1966
to 9.5 years in 1979 (Grabowski and Vernoh,_1982; Wardell,
1979; Wardell and Lasagna, 1975).

Business trade associations are relatively unimportant in
the governance of most  industries in Celi_Three. In the United
States, associative behavior tendg to be #ore important in
declining industries -- or those in a stage of transition --
rather than in those which are in the eafly.stages of the pro-
duct life cycle. On the other hand, clan-type activity is im-
portant throughout industries in Cell Three. Where the state
is involved in a regulatory or adversaridl role, however, the
state is generally not part of the clan-like network -~ as was

the case in the semiconductor industry, or in the agricultural
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sector. However, there are close networks involving the per-
sonnel of major pharmaceutical firms and university researchers.
Many of the clinical studies required for FDA approval of new
drugs are conducted at university medical centers, and major
pharmaceutical firms provide substantial research grants to
universities. Moreover, business énd university personnel at-
tend many conferences together and are active in many profes-
sional and scientific associations. It is as a result of this
close interaction that scientists in many pharmaceutical com-
panies frequently collaborate with university scientists on
joint research projects.

In sum, associative behavior is not very important in the
governance of sectors in this cell. The state is important in
product development, either through patent policies, research
and development funding, or procurement policies. Finally,
clans, or networks ﬁre important in most every sector in this
cell. It is through informal networks that scientific and tech-
nical information flows horizontally among firms and various
elements in their environments, Moreovér,'these informal net-
works provide the kind of links among sectors which permit the
raéid diffusion of information about new markets and techno-

logies.

Cell Four (Large Firms and

High Technological Complexity) .
Like the sectors in Cell Two, goverﬁante among the sec-

tors in Cell Four is done very much by hierarchy, both by
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firms and by the state. However, clan activities are also very
pronounced in some sectors. Trade associations, however, are
relatively unimportant as coordinating mechanisms because, as
suggested earlier, American trade associéﬁions generally pro-
vide fewer governance functions where oligopolistic firms
dominate. The following discussion of the aircraft and com~
puter industry are suggestions of how some sectors in this
cell are governed.

In both sectors, federal research and development funding
as well as procurement have been important in product develop=-
ment, as in the semiconductor industry. For example, a large
proportion of the innovations in commercial.aircraft design
were originally developéd by manufacturers for military appli-
cation. Such a list would include the DC-3, as well as the
DC-8, DC-10, the L-1011, and the Boeing 747 jumbo jet.

Because of the high degree of complexity of the products
used in the aircraft industry, there is considerable borrowing
from other industries. And this has meant the developnent of
close, clan—~type relationships among firms in complemeﬁtary
industries. The aircréft induétry has ae§élgpeﬁ such relation-
ships not only with firms in the metallurgical and electronics
industries but also with firms in the manufacture of equipment
involving communications, navigation, radaf; and instrumenta-
tion. While the aircraft industry is not vertically integrated,
it is through clan-like neﬁworks that very close felatioﬁships
have developed between-manufacturing firms and their major

subcontractors. Most major airframe producers lack all the
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in-house expertise to develop and produce aircraft. Hence, clan-
type relationships through subcontracting have become increasing-
ly important in the industry. For example, in the 1930s, sub-
contracting constituted less than 10 percent of the industrv's
operations. By the 1950s, Lockheed was subcontracting for al-
most 40 percent of its major products, while at the present,
Boeing in the production of the 747 jumbo jet subeontracts for
almost 70 percent of the assembly costs. And increasingly, the
subcontractor and the prime contractor share substantially in
the development costs, But it has been fhe-state through its
research and devel&pment funding which has been responsible

for each new major innovation in the American aircraft in-
dustry. In general, it was the assurance of a market for mi-
litary aircraft which provided manufacturers with the in-
centive to develeop highly complex and costly new technologies
{Mowery and Rosenberg, 1982; Rae, 1968).

A comparable process was also guite evident in the history
of the mainframe computer industry. In the.face of imperfect
market information and téchnological uncertainty, the state
through research and development funding,_was directly and inti-~
mately involved in the development of the first and second
generation mainframe computers, However, in the early stages
of the industry, there were well developed, clan-~like net-
works. Eor example, in the late 1940s theréTwere frequent con-
ferences involving key players, the partidiﬁants ¢0ming from
the Departments of the Navy, Army, and the National Bureau of

Standards, the nation's leading universities, and from about a



dozen major corporations, Many of the participants knew virtual-
ly everyone in every major organization interested in research
on computers.

But the key to the early.development.of computers was the
influence of the Department of Defense, for until the middle
1950s there was no commercial market for main frame computers.
Moreover, the first attempts to develop computers for a com-
mercial market were basically by—products:that were developed
in response to govermment funding. It was only after 1960 that
there was a decrease in the state‘s influence on the develop-
ment of the computer industry. Throughout.the '60s and '70s,
however, the state, as a major consumer of computers, continued
to have a substantial effect on the industry's future. Eventual-
ly, however, a few firms were able to survive whether or not
they had government funding. But in the eérly stages of this
industry,-public and private hierarehies,-oﬁerating through
clan-like networks, were far more important than markets and
associative behavior as mechanisms driving the industry {(Xatz
and Phillips, 1982; Goldstine, 1972; Hurd, 1980}).

State and corporate hierarchies have also predominated in
the governance of industries in the telecommunicatioﬂs and nuc-
lear power sectors, although the efficiency and adaptability
record differs sharply between the two. Both are what we might
call infrastructure sectors in that their &eve1opment is closely
tied to the dynamic evolution of other ecbhémic séctors or
they provide essential services to all consumers. Both sectors

involve closely coordinating the activities of numerocus in-~
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dustries, each based on highly complex and volatile technolo-
gies of great public salience. For these reasons both sectors
have been subject to extensive state regulation and general
participation in financing research.

The coming of eleétric and electronic communications
transformed the structure of American business, making pos-
gible the growth of largeuscalé hierarchical enterprise
{Lawrence and Dyen, 1983:197-198). Furthermore, the industry
was itself a pioneer in the evolutionlfrom fanmily-owned small
firms to the large bureaucratic organization dominated by
professional managers. After early stages marked by chaotic
competition and instability (i.e. price wars, duplication of
equipment, shoddy construction, bankruptcies and predatory
.competition), monopoly firms began to emerge as early as the
1860"'s and 1£70's: first Western Union, then Western Electric,
Bell Laboratories and the AT and T system;-Between 1913 and the
1930's the telephone business came to be considered a public
utility and natural monoﬁoiy, and these large firms were
granted virtual national monopoly status, combined with public
regulatioﬁ of rates of rétufn and competiﬁive practices.

Until the 1970's this combination of state regulated na-
tional monopoly and the hierarchical structure of AT and T ef-
fectively supplanted markets, as well as associations and clans
as governance mechanisﬁs in thisg sector. During this period
of market dominance, AT aﬁd T {and Bell Labs] chaiked up an im-
pressive "sustained record of innovation aﬁd efficiency” and

were "respcnsible for wost of the significant inventions and
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new technologies in the communicatipns industry during this
century” (Lawrence and Dyer, 1983:222}.

In the 1970's, hdwéver, new transmission technologies and
the development of increasingly sophisticated terminal equip-
ment spelled the virtual disappearance of the distinction
between data preocessing and data transmission. New competitive
products and services emerged outside of the AT and T system to
meet rapidly expanding demand. These forces have proveked
major changes in the governance of the sector. Pressures from
competition, combined with government initiated and court
ordered rerequlation, to produce the partial break-up of the
AT and T system. Whether hitherto relatively weak associa-
tional activity and clan structures {Ouchi, 1983:162-163) will
evolve to take up the slack in cocordinating activities in the
increasingly interactive network linking government regulators
and procurement agencies, to transmission, £ermina1 and
switching equipment and service industries;.remains an open
question. Some expect such giant firms as IBM and the revamped
AT and T to gradually restore a pattern of'hierarchical
governance toc the sector.

In the nuclear power industry the state's role as regu-
lator, political sponsor,'and research and development funder
has been closely bound ﬁp with the military origins and public
safety implications of thelteéhnology. The whole development
of the nuclear reactor indﬁstry, which has been déminated by
General Electric and Westinghouse, is closély linked to fed-

eral government political and policy initiatives and to re=-
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search carried out in a network of government laborateries
(often managed by private contractors). But coordination me-

chanisms across the sector have not been able to stabilize

relationships among relevant actors, as is exemplified by the
declining fortunes of several of the component industries since
the mid-1970's. The technology has proven to be singularly
"unforgiving” in terms of admissable error and public reaction.
Intra-industry competition prevented agreement on a stan-
dardized reactor design, and free rider behavior by the in-
dustry left open the back end of the fuel cyclé (nuclear
wastes) . éuccessful development of the industry seems to re-
quire a degree of vertical and horizontal integration among
capital markets, architect engineers, reactor vendors, pro-
viders of nuclear fuel and waste disposal services, reactor
operators (investor-owned public utilities), and regulators at
the state and federal levels, that corporate and state hier-
archies in the United States have to date been unable to pro-
vide (Campbell, 1984). Clan structures aﬁd associations like
the Electrical Power Research Institute, the Nuclear Power
Forum, and the Edison.Electrical Instituté have been unable to

£i11 the gap.
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CONCLUSION

Figufe Two presents a summary of the relative strength
of the various governance mechanisms in the American economy.
The particular mix that prevails in the United States is of
course conditioned and constrained by general political and
institutional factors: The pattern of inter and intra-industry
competitiveness, the relatively low capacify for collective
action, the distribution of power and ideclogical persuasion;
institutional fragmentation, the character 6f the financial
system, the selective strength cf the American state, and

established constitutional and legal norms.
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FIGURE TWO

STRENGTH OF GOVERNING MECEANISMS 1IN VARIOUS SECTORS

OF AMERICAN ECONOMY
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The State.. While the state is somewhat less involved in

the American economy thén is the case in most highly industri-
alizéd societies, its role in governance varies (1} across
sectors and (2) with the level at which requlation occurs
{national, regional, local). The state has been a very active
player in the development of technoleogy in industries in-
volving agriculture (Cell One A}, semiconauctors, and pharma-
ceuticals (Cell Three}, aircraft, computers anéd nuclear

powef (Cell Four). In agriculture, much of the state's in-
volvement has been very'decentralized, with the consequence
that farmer Erganizations have played an important role in
shaping the state's research and develcopment programs through
active university and extension research.programs. In the air=-
craft, semiconductor, nuclear, and computer industries, the
state -- at the central level -- has supported complex tech-

nologies early in their product life c¢ycle. Because the state

was a major consumer of the technology, it was intimately and

directly involved in evaluating and developing alternative
types of technology in each industry. Once viable commercial
markets existed in these sectors, however, the government's
role declined in the shaping of technological change.

The state's patent policies have been quite important in
shaping technological change when there are specific produects
which have somewhat stable lines. Howevef,lan industry such as

the semiconductor is s¢ unstable that patents have provided

firms with little incentive for technological development. More-

over, patents are of little consequence in the computer, the
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automotive, or the aircraft industry, for_ih these industries
it has been the engineering.of an entire product that has been
important. Bowever, the government's patent policies have been
of great-importance in promoting new products in the pharma-
ceutical industry.

Of course, the state is very much involved in regulating
economic activity. Local govermnments regulate the construction,
restaurant, and numerous other industries in which local offi-
cials can efficiently obtain information. In some industries in
which the firms are national in scope, however, the federal
government is the major regulatory agency. Thus, the federal
government is very much invelved in regulating air and water
pollutant emissions from féctories, workplace practices which
impinge on the health and safety of worke:s, product safety,
and s¢ on. While there has been considerable discussion about
the negative consequences of state regulatory practices on
performance, there is very little evidence that state regula~
tions, méasured in the aggregate, have had ﬁuch of a negative
impact on the economy lCh:istiansen and Haveman, 1982},

Corporate Hierarchies seem to develop where market coor-

dination is allowed to prevail in monopoly or oligopoly
sectors. They have to a substantial degree internalized many
of the functions of markets, clans, and associations in
sectors ih Cell Two. In Cell Four interdependent corporate and
state hierarchies predominate over markets and asgociations as
governing mechanisms. Cell Two sectors and industries seem to

have developed managerial hierarchies where demand has been



sensitive to marketing instruments, where capital and energy
intensive technologies allowed economies of scale in process-
ing and assembling large volumes of raw materials and semi-
finished goods into equally large volumes of standardized pro-
ducer or consumer goods, where a relatively high share of
fixed costs makes profits volatile, or where products are
perishable and processing and distribution time are central to
profits (Chandler and Daems, 1980).

In Cell Four,.the infrastructural chﬁracter of the goods
and services provided, the complexity of products, the pace of
technolgical change, and the dependence on research and de-
velopment have encouraged the development of stable hierarchi-
cally organized firms enjoying monopoly or oligopoly positions.
Here too, we have seen the development of the large industrial
research laboratories (or state-owned, industry managed public
labs) where research activities need to be closely linked to
marketing and production operations.

.The allccative and'dynamic efficiency effects of such
corporate hierarchieslhavé been generally neglected by econo-
mists. Some scholars (Pilore .and Sabel, 1984) now suggest that
the mass production industries represented in Cell Two may be
irretrievably in decline unless they change their structures,
due to changes in technological and competitive conditions
that render their internal and external gbvernance arrange-
ments dysfunctional, Similarly, several Cell Four sectors that

have been government-regulated monopeolies are being transformed
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by competitive pressures and by government deregulation or
reregulation. Whether these changes will improve their ef-

ficiency and adaptability remains to be seen.

Associative behavior,

1f coordination by corporate hierarchy developed later
and somewhat less extensively in Western Europe than in the
United States (see Chandler and Daems, 1980), associative
behavior in the form of.horizontally and vertically integrated
systems of associations {or government-sanctioned cartels)
have been much more important in most sectors of Furopean eco-
nomies. Government policies and constitutional consiraints,
and the prevailing préferehces of managers, are important
factors explaining such differences. In the United States asso-
ciational behavior is most developed in Cells One A and One B.
Business associations are least important in the governing of
sectors which are very early in their product life cycles
(eg., Cell Three). Moreover, the oligopolistic type firms in
Cell Two and Cell Four fulfill many of the functions of busi-
ness associations: that is they conduct much of their own ad-

vertising, research, lobbying, public relations, etc.

In general, peak associations are vefy*weak -- alwost
non-existent in the United States, Of course, there are ad hoc
alliances, joint task forces, and the shafing of facilitiés
among associations in all cells. American.aSSOCiations tend to

enjoy very little autonomy from their members, with the excep-
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tion of a few sectors in the agriculture area -- notably
the dairy industry.

Even though there is a low level of organizational de-
velopment among business associations in the United States,
the role which business associations play in the governance of
the economy varies over time and across seéfors of the economy,
depending on a host of characteristics. Schmitter and Brand
{1979) have argued that capitalists organize in response to
(1) the prior corganization of workers; {2) conflicts with and
the prior organizational efforts of other capitalists in com-
peting sectors; (3} chénges in the division of labor, market
complexity, the structure of product competition, and the stage
of the product life cycle;.(4} changing conditions of interna-
tional competition:; (5) changing imperative of public policy;
{6) and unforeseen events such as war, prbduction failures,
and product substitution.

Clan type coordination. Although coordination through

clans is not as well developed overall in the United States as
in seme other countries, notably Japan (see Ouchi, 1984},

there are important sectoral vafiations.'CIan-type coordina~
tion is far more involved in the economic activity of Cells

One A, Three, and Four than in Cells One B a?d Two., In in-
dustries with high levels of techpological complexity, there
are serious efforts to develop effective dommunica;ion among
suppliers, researchers, fincanciers, managehent aﬁd workers.
Individuals in complementary firms have a.fairly high capabili-

ty to converse and to think in highly specialized languages
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and dialects. In more mature industries (Cells One B and Two),
however, clan type activity is less common. Partly as a re-
sult, American firms producing more standﬁrdized products find
it far more difficult to adjust rapidly to product changes
than their Japanese competitors who are firmly embedded in
clan~like networks.

Thus, while the corporate hierarchy plays an important
role in governing the American economy in sectors located in
Cell Two, firms in this cell are not integrated into effective
clanilike networks. As a result, information about innovations
is often slow to percolate up the chain of.command in the hier-
archical structure of the American corporation. Observers who
have studied the failure of American steel firms to invest in
the latest technology in the 1960s place considerable emphasis
on the lack of a clan like structure which could have facili-
tated the communication of information about the latest tech-
- nology (Adams, 1971).

Markets, although widely held to be the most important
mechanisms coordinating_the activities of firms and their rel-
evant environments in the American economy, in fact operate
very unevenly. Indeed, they appear to predominate only in Cell
One B, Firms in that cell, in contrast toothose in Cell 7Two,
have historically had a high ratio of variable to fixed costs,
have been more labor intensive, and have had relatively low
potential for scale ecooomies in either pfoductioo or market-
ing. As a result, small firms with price and production flexi~

bility have historically been able to enter industries in this



cell . In all other cells market coordination is supplemented
or mediated - in some cases Supplanted - by other collective
decision arrangements. The analysis presented in this paper
suggests that these "non-market" governance mechanisms emerge
as part of an ongoing process of adaptation by complex organi-
zations to technolegical change and to changes in business
structure and competitive conditions.

In some sectors, at some stages of the product cycle,
under cert=:- ""ri~ms 0f technological complexity and firm
structure, allocation and coordination by markeis proves inef-
ficient or non—édaptiva or produces "markgt_failures." Govern-
ment responds to fluctuétions in economic conditions, or to
business or consumer pressure, or to its own policy priorities,
by means of some mix of positive incentives and regulations de-
signed to support or supplement markets, or government responds
with various measures to encourage (or constrain) private coor-
dination via corporate hierarchy, clan mechanisms, or asgocia-
tional behavior. Figure Three summarizes what American experience
suggests about when particular.gove:nanqe_arrangements prevail

Oor are subsumed.
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FIGURE THREE
When Governance Mechanisms Prevail
or are Subsumed
Governance | Advantages or Situations Disadvantages or "failures®
Mechanism in which seem optimal that induce a search for
alternative means of coordination
markets Taste and price are impor- | Lack of information leads To une
tant, neither financial derutilizatin of rescurces. Un-
nor technological bar- stable demand produces high fail-
riers to entry. ure rates and insufficient in-
Multiple buyers and vestment in capital stock and
sellers. new research and development.
corporate | A few suppliers and large | Low motivation OF workers
hierarchies | barriers to entry. Large and managers to innovate.
and stable demand needed Information problems constrain
to fund investment in handling rapid changes in com-
capital stock. Organizes petitive conditions or in
canplex and roeutinized technology.
activities where products
are linked to each other.
associa- Wiorkers are well organized, |Prisoners dilemma problems
tional or conflicts with capita- = |limit effectiveness of technologia
behavior lists in other sectors, and market research. Lobbying
Aggressive state requlation.|limited to protecticnist and
- Industry response to changes|reactive measures.
in division of labor, pro-
duct competition, or inter-
‘national campetition,
clans- Individuated markets re-
quire rapid response Less appropriate to later
to change in demand stages of product cycle or
in Gemand and technology. where large and stable flows
High technol. complexity of capital are required.
and rates of tech,change
require informal controls
and cooperation among com-
peting units and with uni~
versities, local governments
and research commnities.
state Very large technical, econo-|Where demand is volatile or
hierarchies | mic and financial barriers |product life short or unstable.

to entry. Pro active policy
required to coord, and
sustain complex projects, or
to stabilize demand via go-
vermment procurement or in-

ture industries.

vestment subsidy. Infrastruc+

Workers and managers motivation
necessary for quality and inno-
vation, Centralized controls
too rigid.
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Future theoretical elaboration and empirical research
must be devoted to refining this analysis and to the effort to
determine which mix of governance forms may be optimal under
what sets of sectoral conditioms or circumstances, given the
political and institutional constraints oflthe American poli-~
tical economy. Such efforts may prove useful in guiding public
and private sector efforts to improve the perfqrmance of the
American economy. If a major problem of the American political
economy is a tendency to swing from excessive reliance on
market mechanisﬁs (or metaphors) to rigid government regula~-
tions, then a "governance approach” has the advantage of draw-
ing attention to the roles government can play in creating,
reinforcing, or permitting the spontaneocus emergence of a
range of other forms of collective decision-making through
which specific choices about economic allocation and coordi-
nation can take place, Diécussions about industrial policy are
a case in point. Until these debates are extracted from the
artificial dichotomy of "free markets or centralized govern-
ment planning and regulation”, they will remain diffuse and
basically ideological. We would propose that the industrial
policy débaté needs to be informed by an understanding of how
different sectors of the economy are in fact "governed" and
how these governance arrangements are performing under current

conditions.
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FOOTNOTES

1In the development of this four cell table, we are in-
debted to Jerald Hage for numerous stimulating conversations
on the subject. See Hage and Clignet (1982) .

2For cholarship which confronts the issue of performance
at the firm level, and which operates at the social psychologic-
al level, emphasizing informational perspectives, leadership
characteristics, decision making processes, and methods of
organizational learning, and conflict resolution, see Argyris
and Schon, 1960; Fiedler 1967; March and Olsen, 1976; March
and Simon, 1958; Sherif, 1962; and Weick, 1980. For studies
which address performance by focusing on the structural char-
acteristics of firms, see Chandler, 1962, 1977; Hage 1980,
Minthberg, 1979; and Lawrance and Lorsch, .1967. For an effort
to integrate both perspectives, see Lawrence and Dyer, 1983.

3This discussion of the dairy industry is very indebted
to the unpublished papers by Young (1984) and Vander Schaaf
(1884) . ' '

4As a result of thousands of collective bagaining agree-
ments between local craft unions and employers associations,
there did emerge however in 1978 the National Construction
Emplyers Council which was designed to parallel the AFL-CIO
Building and Construction Trades Department for unions. As a
result of anti-union or open-shop activities in the construc-
tion industry, there is also a national association of non-
union contractors, the Associated Builders and Contractors,
consisting of 45 local or state chapters representing some
8,000 construction firms,
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POLITICS AND BUSINESS: PARINERS AND ANTAGONISTS?

A camparative approach

Introduction

The relationship between politics and business is a much nealected field

in political science. The present-day structure and political economy of
governments create new tensions between the public and private sectors

of society. It is our contention that by single—comntry and cross—national
analysis it is possible to arrive at better descriptions of, and insights
about, the empirical relationships between these two sectors. It is important
to analyze the processes of interaction between government and business

and the impact of such intei‘act_icns today, because solutions and proposals
for government involvement in the economy need to be based on the best theo-
retical and scientific information. |

wWhile politics has always played a substantial role in business, recent
years have witnessed a resurgence of hostile criticism of relationships
which exist. Clearly, government activity is pewasi{re throuchout society.
As R.G. Menzies, former Prime kﬁJﬁster of Australia, put it, the lines
between politics and industry have "not merely blurred", they have "dis-
appeared under the pressure of modem corrplexities".l Or, as Sir Geoffrey
Vickers stated many years ago, the relations between industry and government
are "sym‘r:.iotic:".2 o | '

Government intervention in the econcmic life or western states ranges
from general economic management to precise arrangements with particular
firme. And this intervention has led to increasing degrees of interdependence
or interpenetration, and the close relations have gradually become nore
institutionalized. '

These relationships are both accanodating and antagonistic. Government
regulates business and yét also subsidizes and protects it. But, at the
same time, businessmen tend to condemn pelitical activity. David Vogel
wrote "The most characteristie, distinctive and persis'tent belief of
American corporate executives is an underlying suspicion and mistrust of



govemnent".3 Equally, politicians. and bureaucrats respect and despise
businessmen for their alleged lack of concern for social goals. As A. Lee
Fritshler and Bernard H. Ross describe the situation,there is a matual
"love and hate" relationship which requires business esecutives to be
"critical and supportive” at the same time.4

Our research is to describe and analyze the interdependencies between
politics and business. It will also focus on whether there is a changing
nature to these relationships because of an increase of goverrment inter-
ference in the economy. Is new corporate behaviour ererging from what has
been called the "business reaction” against politics, politicians and civil
servants?

These are difficult problems and this essay is unlikely to resolve them.
It should, however, clear away some of the conceptual underbrush which
impedes work on this topic - a subject vhich is both central to political
science and has wide ramifications for society.

Preliminary observations

Many popular stereotypes persist in the teaching and study of the relations
between politics and business. The standard one is that goverrnments are
increasing the scope and depth of their control over business. As the arcument
goes, politicians have enhanced their own power at the expense of the market
forces. However, the contrary belief is also held. It is said by scme bureau-
crats that business -has increased its control over govermment decision-
making. - _ '

In the real world such contradictions may only be illusory. Politics
and business may not present "zero sum" but "variable sum" situations which
may be leading to greater interaction without significant loss of control by
either partner. Using Charles E. Lindblom's analogy, the sterotypical argument
is not better than the inference that, if people job for exercise, then
swimming must be on a decline, as if one cannot have both interaction and
> But, businessmen tend, nevert‘heleés. to agree with
Andrew B, Gollner, that the growing interdependence between politics and

maintain autonony.



business has produced a "greater adversity” and "frequent paralysis® ...
"fhe Achilles heel of our current political-econcmic system is the inability
to manage the dynamics of interdependence".ﬁ '
The three most persistent empirical propositions lurking behind these
last-mentioned perceptions seem to be:
(1} ‘There is an increasing political mteryentibn' in business;
{2) ‘These actions cause disadvantages or disecoﬁatﬁ.és for business;
(3} Business cannot alleviate the situation.

The validity of these propositions has not been established to the
satisfaction of all social scientists. First, there are a host of conceptual,
theoretical and empirical problems inherent in the nature of such an
investigation. And secondly, Jurking behind these rrethbdological difficulties
are ideclogical or world-views which make agreement on the proper investigatory
procedures difficult to obtain, -

The core fundamental conceptual problem resides in the very words
"politics" and "business". The standard boundary problem of distinguishing
between the "societal" and the "political" which exists through the social
science literature is prevalent here as well.7 Politics permeates business
and business is everywhere in politics. Bach sector wishes to influence
the environment or decision-making of the other, and each creates problems
of boundary control for the other. Therefore, theése O macro or summary
concepts cannot easily be distinguished. There simply are not clear
demarcation lines between public and private Organizatiqns.a In Canada, for
example, the government hag its own businesses - Air Canada, Canadian
National, etc. - and business has a government department - the Department
for Small Business.g Sometimes the two interact to the extent that there
actually is no differencé between them And, yet commentators persist in
speaking about politics and business as if they were diét:inct, separate and
coherent actors. o ) o

This problem is overlooked by commentators interested to show the
difficulties of business/government management, but also by those academics
who have attempted to compare the similarities and dissimilarities in the
way in vwhich governments hanﬁle business. The dominant paradigm remains that
of an almost wnbridgeable gap between politics and business, an incongruence



of goals and values shaping decision-making, and a marked antipathy between
the two types of organization; The entanglements between the two aspects
of society are such that these assertions can only be weighed by employing
a methodology which breaks down or re-analyses this over-simplified di~
chotomy . '

Disaggregation

In order to indicate more precisely the intertwining of the two sectors

the most straight forward approach would be to disaggrecate the concents of
business and politics. The disaggregation of politicé/goverrment and the
state is a well-tried method in political science. Breaking down the
institutions into intermational, central govermments, provincial (or
territorial) and local governments, and then noting and analyzing the
~similarities and differences in political behaviour is one of the standard
procedures in the discipline. Categorizing political actors into types

of politicians and bureaucrats or partisan and non-partisan is another
popular device. The results have usually shown that each level of organi-
zation (and type of actor) must be examined separately, since its behaviour
is dependent on its degrees of power and influence {and on the individual's
roles and perceptions of them}. It is at least a century ago since scholars

considered it proper to write in terms of the “organic fallacy”, which
aggregated all of these institutions into one particular institution, such
as found in the charge "gocvernment interferes with business".m

In business administration, too, the standard approach has been to
disaggregate the concept of "business" into production units (enterprises,
firms and parts) or as organizations (tradé asscciations or unbrella organizations
Or analysts have disting'_uished-bemeen ptblic and private enterprises, between
varicus sectors, or even between managers and workers. In political science
this approach has only recently received the attention it deserves.
Contemporary case studies of goverrment-business relations in particular
sectors of the economy have tended to discover a surpriéing complexity, leading
observers to th_e conclusion that "business" is such a milti-faceted phencmena

that it must be disaggregated for analysis.



Disaggregation and Interaction

A second conceptual problem exists with the term interaction (or, if the
reader prefers, interference). Of what do these activities consist? Inter—

action may be based on influence on the actual power of one organization

to force campliance from ancother. Yet again, interaction may consist only

of the represehtation of one sector into the other. In other situations
there is a meshing of actors (a network of participants) - same working

for government agencies and others for nen—govermment agencies - but all
comuitted to the same basic result. These examples should suffice to indicate
that the term "interference" is biased. It means "interaction one does not
like”, But interaction can mean any means or combination of activities,
suggestions, cormunications, regulations and control, etc.12

Moreover, interaction may result in: (a) enlarging the degrees of freedom
of 'the other', or (b} restricting them. While businessmen often complain
about government "interference" with business, that does not mean they wish
to "deregulate" those legal devices which protect them - such as patent
and contract law or rrivate property itself. Governments also provide
desirable funds, subsidies and contracts., They monitor banking and currency
regulations, customs and duties - all of which are desired by business without
being labelled "interference". Nevertheless, businesém_en's ideology remains
lodged on this point. They will not admit their "dependency” on politics.

In Diagram I, we show how politics and business can easily be sub-divided
into their basic units and then the various interactions become noted. The
points of intersection each represent different inter-relationships and
fields of problems {(both empirically and coﬁceptually) . 8ince the diagram
is only twc dimensional it omits the miultiple interactions that single firms
or asscciations within sectors have with pelitics, ahd,-of course, these
interacticns could be disaggregated into single decié_ions and single instances
as well.

This diagram makes it clear that disaggregation to the level of individual
industries and particular instances will lead to historical analysis and the
discovery of immense camplexity and uneven developmht. The application of
over time (diachronic) models will confirm that many of the everyday statements
about politics and business are essentially static. However, reasoning will
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also lead researchers into an endless trail of historical cause and effect
and reduce the possibility of generalization. No one doubts that there is
great variability of political impacts on business over time, across states,
between sectors, between firms, and even between policy arenas. Case studies
illustrate this to be valid whether the subject is institutional arrangements,
production rules, methods of determining prices or productivity levels,
allocating capital or even managing labour relations.

and yet, this disaggregation is unsatisfactory to social scientists
because its results are fragmentary and unconnected to theory.13 A higher
level of abstracﬁion is necessary to analyze the macro-effects of politics
on business and vice-versa. Various approaches to this problem have been
taken in the social sciences - polltical econay, rranagers,al theory, theory
of camplex organizations and institutional economics. Here we shall discuss
only a few political science: approaches to this diaggregation/aggregation
prcblem, '

Political Science Approaches to Aggregation

Three approaches to this problem of aggregation may be dismissed fairly
quickly. Nommative obgervations about political "interference" in business

or the ethical responsibilities of politics or business are unlikely to
be very helpful in our analysis of the complex pattemns of interaction
between the public and private sector. They are normally avoided in poli-
tical science. Two other extreme, but empirical, approaches are the single
case study and the grand theory or whole system comparison. Single-case
studies of the political impact on specific sectors of the econcny do
provide much needed information for theory-building but in themselves are
without widespread interest to the discipline. Efforts to sum up case studies
which have not been developed for comparative purpose usually conclude
only with suspicicus generalizations. The most superficial argument is that
the more case studies on hand, the better one can generalize.

Grand theories - as in gystems analysis and structdral—functionalism and
Marxism for example - are too general and vague to be useful to our problem.

The core variables in these theories are rarely stated with enough precision
to allow operationalizatlon. And, lastly, the criteria for judcmg the
validity of these models is highly contentious.!?



Middle-level Anaysis

Situated between these extremes of hyperfactionalism and hich-flown
general theories is an array of middle-range theories. None are fully
accepted as guides, but they are all cwrrently being used for corparative
1:».1::];«:;ses.15

I. Access or Contact Points

The most standard approach has been and remains, the examination of

contact or access points between politics and business.ls Interest group
studies, for example, tend to concentrate on lokbying, conflicts of interest,
and the work of public relations or public affairs organizations. Of course,
mich of the thecretical literature in the field concentrates on the origin,
development and representativeness or interest groups.

The inplicit model is usually a systems analysis input/output design
with the research focussed on the i.nput side. A recent example is Wyn Grant's
research. He indicates the importance of the growth in the govermment
relation function in UK firms during the 19?05.17

group studies confirm the tendency of business to establish permanent offices

In.fact, more interest
in capital cities and, in some, a growing inportance of law firms, public
affairs offices and associations as liason agents between politics and

business.

11. Dimensions/Degrees of Government Activity

In western democracies the period since the second world war has withessed
more government intervention in the economy than ever before.m This
activity may affect business generally and i_ndirectly, as vwhen governments
set central bank lending rates, or the governments' actions may be directed
specifically towards business as for example in direct subisidies or
requlation. The governments actions may range from ihcentives to cdnqmsion.
This provides a four-celled dimension to govenment—buéiness interaction

as shown in Diagram 2.
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This simplified diagram of the interaction of politics with business has,
of course,many shortfalls. It omits, for example, the difficulty of governments
adhering to uniform policies for all sectors, firms and associaticns. It
does, however, indicate how business may be more or less autonamous from
government, depending onkthe type of regulatory activities and their scone.

Of course, it is also possible that more autonomy may mean nore "self-
regulation” in anticipation of possible government action.

ITI. Corporatism

The nec-corporatist literature focusses on the state's role in promoting
private associations and@ organizations, for the purpose of mediating class
conflicts and implementing pu-lic polic:f.es;.19 The ways this is done, are



_10..

segmented by comon interests between one branch of government and one
branch of business. Each common interest organizes and institutionalizes
itself into a more-cor—less auvtonomous and authoritative segment of society,
producing its own regulations and policies. Here, there is no distinguishable
borderline between 'the public' and ‘'the private'. '

In many western democracies agriculture provides an outstanding example.
Individual farms may have cbligatory mernbership of agricultural associations,
which by the government have been allocated powers to make binding decisions
for their menbers. This authoritative process is not a decentralised way
of government decision making, but it is at the same t:.me governmental as
well. Often the minister of Agriculture and his chief civil servants are
directly recruited fram - not to say nominated by - the agricultural asso-
ciations. Departmental policies are prepared by concexrted and cocperative
action between the public agencies and the farmers' éssociations, usually
leaving 'the others' (non—agricultural interests) out. In such a corporatist
system the analytically ‘public' and 'private’ parts have fully controlled
their boundaries, not by mutual actions and reactions, but by osmosis of
the two parts, creating one common boundary against other interests.

Other interests in society may show basically similar patterns of behaviour,
although usually less developed than the agricultural interests have. These
patterns are favoured by the specialist orientation many political subsystems
have and by the way business usually organizes itself. At the political
side, administrative systems tend to be diffracted by specialised goals, such
as Trade, Traffic, Education, ccnmmications,l.abour etoetera; many a parliament
has a specialised comnittee-system and specialised party-members; advisory
cammittees almost always have a specialised orientation and consist out of
representatives from specific interest organizations. At the business side,
enterprises and other 'private' organizations tend to organize therselves
around their common goal: trade by trade, industries by industries, mass
redia by mass media, etcetera, by which they create their own wbrella
organizations. As a result, both politics and business are segrented by
specialised interest and each sector may have characteristics of a 'middle
level world' of its own. This is being indicated by overlapping networks
of political subsystems and business' subsystems, sometimes even tinterlocking
directores', joint platforms of policy-making, and the exercise of formal
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discretionary powers by the 'private’ business subsystems thenselves.‘o

IV. The Organization of Business Interests

Philippe C. Schmitter and Wolfgang Streeck's intermational project on
business asscciations focusses on their role as intemedia:_ries between

government and industrial firrrs.21

They have investigated four industrial
sectors - oonstruction, food processing, chemical and pharmaceuticals
and machine tools. This eleven nation study has shown that the functions
of business associations are ir:portarit in Auctria, West Germany, Sweden,
Switzerland and the Netherlands. However, significant variation has been
found within each country and within each sector. In this project, variation
in the function of these trade associations is explained by various industrial
conditions in each sector, labour conditions and the manner in which government
relates to each sector of the econony. '

In Canada and the United Kingdom business associations are found to be

less “organizationally <:’.evel¢:~:ped"22

and yet still perform an important set
of functions for members' firms. However, there seems to be even more
variability by sector in these countries.

Our basic hypothesis is that associations which _can'
coordinate activity across wide areas of economic production and are
relatively autonomous from their menbers and the state will be able to
participate in "an associative order" that mediates among the state, the

market and the social mmity.23

This arqument is made even broader by
Ieon Linberg when he calls for research which specifies "to what extent

" and why economic coordination within a given sector ‘takes place through
markets, state regulation, nanageriai hierarchies (Chandler's visible
hand), “clans", commmnity-like networks among producers, or self-regqulation
in formal cartels, "federatioh", or trade associatidns“.24 In other words,
there are other mechanisms besidestrade associations which may coordinate
economic activity. -

The major thrust of the Schmitter/Streeck project is not about politics
and business, but is centered on studying the business associations them-
selves. Using business associations as the depehdent' variable, they awvoid
other actors in politics/business interaction such as firms, consultants,
thirnk-tanks and so on. By assuming that associations are the chief instmment
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of business in dealing with government, the authors have foreclosed many
important options -~ such as sare big fimms may be much more powerful than
gome trade assoclations.

V. Polities and Business - Theoretical Case Studies

Concentration on the study of associations assumes that the important
factor in pelitics and business 'relations is organizational, and that
satisfactory empirical research has already been carried out to know
what factors account for the differences found across states, sectors
and firms. Our comparative reésearch is based on the belief that research
must go cn at both the conceptual and the empirical levels. It is for
that reascn that our approach continues to be open-ended.

The following list of goals and questions illustrates cur interest and
the scope of the investigation. Both conceptual and emirical assumptions
are drawn in as wide and exclusive categories as possible.

1. Our first aim is to describe the rolitical enviromment in which business-
men find themselves. This should provide indicetors of the impact of politics
on the' functioning of business. Examples ocould include government legislation
dealing with business and the proportion of the GNE consumed by the mublic
sector. This could also include such subjects as the government's impact of
production factors, the quality of products and services, wage negotiations,
and government and labour participation in management.

2. The second aim is to describe the changes and dynamics of government's
interaction with business. In most westemn industrial countries, governments
"seem to interfere” more than before and in & more dynamic way. This suogests
that the 'normal (old) amount of tensions' between politics and business has
increased and that, in effect, business is becoming "politicized".

Several reactions have been cammon; shifting corporate investments to
new countries; spending money on special interest groups; participating
more in politics (putting up candidates, setting up new corporate structures,
expanding lobbying activity), etc. -

3. The third aim is a discussion of the explanation for these changes and
dynamics: the description and analyses of the factors behind these develorments.
On the political side the factors might include the turnover of political
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leaders; unstable decision-meking; the recruitment of politicians without
business knowledge, connections or experience; the attitudes of politicians
towards business; the changing nature of the networks between politicians
and businessmen; and the dominant political culture towards business. On

the business-side the factors might include the social 'j_upact of industries
(poluticn): the impact of "foreign" corporations on ﬂie_pxnblic consciousness;
the level of businessmen's lack of knowledge about the political system

and their attitudes towards it; business organization of its public relations
and lobbying with politicians; and the campetitiveness in the bugsiness which
make cohesive action difficult.

4. The fourth aim is to study the businesswen's reactien to the rise and
dynamics of goverrment's interference with business. How are they reacting
to the new envircnment? Are there differences between the reaction of large
and small Firms? Trade associations and individual enterprises? Do they shift
their investments to other countries? Are they improving their kncwledge
about, and their networks, with government? Is there a process of setting up
new lohbying firms, public atfairs agencies, political brokerage houses?

Is there a change in the recruitment of businessmen? How are they counting
the new political interference with business?

In short, is there a new businessman; one who is conscious about the
role of pelitics in business and who knows how to use it and be effective in
influencing political decisions? In this final section questions should also
be answered about how business could improve its effectiveness in dealing
with goverrment and politicians. In western countries business is part of poli-
tics and politics is part of business; the two should learn to interact and
communicate with each other, réduéing their mutual tensions and inter-
dependencies to 'normal' levels.

Resistance to Analysis

A synthesis of this complexity is only part of the solution to an understanding
of politics and business. In order to put the various materials back to-

gether novel methods of aggr’egation are recuired. 'Ib an econamist this problem

is solved by resort to economic modelling of the environment. To an organizational
theorist the problem is resolved by an examination of the essential "organi-
zational" aspexts of the activities under 'investigation. Both of these approaches,



however, leave ocut the essential "political” aspects of organization and
human behaviour. The essential cuestion remains: can a camrehensive frame-
work be developed, which accounts for the political factors impact on
differences found among sectors and firms in different nations? Until this
questicon is satisfactorily answered the conundrum of whether "politics and
business" are "partners or antagonists" will remain. The following frame-
work is a preliminary answer to the question and has to be refined through
the suggested approaches of political science middle-level analysis.

Preliminary Framework for Politics and Business Analysis

1. Describing the Politicization of Business

¥ The Government as Legislator on Business
- absolute and percentage of total legislation
~ the contents of laws and regulations: supported or not
by business ' '
- the non-legislation: business proposals that fail
— dynamics of specific legislation. '

# The Government as Money-Holder
- percentage of GNE consumed by public sector
- +taxation of business - _
- taxation through business (collecting of 'premiums')
— the allocation of public money: subsidies, business share
- the relationship between public debt and interest rates
(impact on investment).

% The Government as Employer
- percentage of emcloyment, changes over time
- the government's position on labour-business negotiations
- labour conditions of civil servants as trendsetters for
workers and emplcyees | “
- the government amd i:he trade-unions.
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% The Government as Expander of policy-fields
- changes of business' autonamy; concerning employment,
investment, product development, export, marketing,
advertisement ...
~ the role of EEC/GAIT.

% Other political (dis-)economies for business
- the significance of business in political (parliamentary,
party manifesto) activities
-~ provincial and local govermments, competing pressure groups,
. mass media: support or lack thereof.

2. Explaning the Politicization of Business

- philoscphical and educational differences

- legislation

- expenditures: 'the welfare issue!

-  employment

- eypansion of govermment: the growth of public sector

-  public support for business' values and vice-versa

- business' backgrounds of political decision-makers/
political background of businessmen

- crises/business 'cycles.

3. Politicization: its effects on business' attitudes and behaviour

- is there developing a common business identity or ideology
- political culture of businessmen, attitudes, knowledge and
expectation of government/politics |
- political participation of businessmen
- political behaviour of business' organization
- economic reactions of businessmen
investment policy
capital formation
product development
territorial policy
- economic reactions of business' organization:
commitment to agreement with goverrment and trade
unions '



- the rise of brokers between politics and business lobbying
fims, consultants, political risk analysts. .

4. Political Effects of business reactions

- the institutionalization of politicized business

- the gap between politics and business: widened or bridged

- towards a 'businization' of politics

- effects on business and government structures, attitudes
and future action, |

5. Cutlooks

- ‘'the new businessman'
- 'the new politician'
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Concerning the effectiveness of subsidies

to industriat firms in France

This paper describes the main Iinformation and ideas
presented in z French working paper :'Les aides & findustrie ‘critéres

g évaluation el efficacité” fanuaryi987.

- Industrial policy is & complex matter Many public decisions in different fields,
such as tax policy, research and training, have direct ar indirect effects on industriel firms.
Furthermore, we have in France an old tradition of direct intervention by a powerful
central government in the field of industrial production.

In our study, we consider only & part of the national poﬁby concerning industry :
that is the fipancial aids decided by the central government for the direct benefit of
manufacturing industries . o

in the first part we describe the different kinds of subsidies and their main
treads between 1970 and 1983 .In the three following parts, we qkplain for which public
aims these subsidies have been graated and their effects in five ._ﬁeld_s ¢ on the subsidized
firms, on the other firms of the same sector, in regional develnpm'ent, in the balance ef

payments and in the Budget.In the last part we present some elements for a macroeconomic
assessment of these subsidies. '



1. Description and main trends in French subsidies

As there are many definitions of subsidies, we must first define our subject. Then
we will present the figures relating to four types of subsidies from 1970 to 1983 and point
out the main characteristics of this evolution.

1.1. Different kinds of public sids

There are many kinds of public aids to industrial firms, so there is always a part
of arhitmfy choice when defining and calculating the subsidies decided every year by the
goverament of a country. The simplest example is clearty the grant described in the
national budget: then anyone can know how much is spent and which firms receive the
grants, Many aids are substantially more complex, and a large range of public decisions
should be studied to see if they involve aids: regulations on the sa.fst.y of workers or on
poliution, the prices of utility companies such as railways or electricity, publié purchases,
and many subjects discussed in the iniernational organisations ( 0ECD., GATT..) as
non-tariff barriers in international trade.

Ia this study concerning France, maay kinds of subsidies are taken into account,
all of them being characterized by an allocation of funds from the national budget or
central agencies to industrial firms:

-all the grants and foaas with iow rates of interest which are made known in an
annual report to Parliament on public speading allocated in the form of aid to indusicial
firms (Rapport au Parlement sur fes fonds publics atiribués & titre d'aides aux entreprises
industrielles.): grants and loans for regional development, for research and innovation, in
order to reduce the consumption of oil, and mainly to develop invesiment. .

- the annual cost for the National Budget and the Central Bank of many aids
finked to exports: guarantees and insurances, low rates of interest (OECD. consensus),
loans to foreign cougtries,.. These zids are generally considered as aids to Developing
Countries, but they also allow more manufactured goods to be soid ta these countries.

- budget spending to increase the _cipitai of state-owned industrial firms.
Generally these payments are not considersd as public aids: the state is a shareholder in just
the same way as private ones are. '_ o

- some derogatory {ax incentives, but as far as manufacturing- industries only are
concerned (in regional policy for instance.) :

Generally, as regards loans, we calculate the budgét cost as the difference
between the effective interest and a hypothetical interest which would have been paid
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according to the market rate ( annual average rate for public bonds) Two exceptions are
made for economic reasons : loans to the steel industry and to foreign countries are in their
entirety taken into account the year they are paid.

1.2 Main trends in industrisl subsidies from 1970 te 1983.

We present here a simplified table and a chart showing the evolution of four
types of subsidies ( in copstant 1983 Francs) :

~-subsidies to four specific activities: steel, shipbuiiding, aircraft and computer
industeies; their ratios of aid to sales is traditionally high, |

-budget spending to increase the capital of nationalized firms {other activities
than the four above), |

-subsidies linked to exports, .

-others (regional development, research and innovation, investment, smail or
fragiie firms,...).

The table also shows two ratios: :
-the share of these subsidies in the added value of manufacturing industries,
-their share in budget spending.
Table 1. Subsidies to meaufacturing industries
annual averages in thousands of millions of constant 1983 Francs

1970-72  1974-76 1979-80 1982-83

Steel ships aircrafis and computers .87 10,9 7.2 13,5

Capital increase of other nationalized firms 1,2 0,7 - 0,8 5,0
Exports | 3.2 63 119 17,9
Others 30 3.2 .47 7.5
TOTAL - 8,1 212 246 43,9
Subsidies/Added Yalue of Manuf.industry(8) 2,1 24 26 4,6

Subsidies/Budget Spending ( %) 29 3,2 3,1 48



1.3. Five main characteristics

These figures show five main characteristics of industrial subsidies for the last
fifteen years:

1_the increase of these subsidies during the seventies, especially during the first
oil crisis. and even more after 1981. Their share in the added value of manufacturing
industeies and in public spending has enormously increased in the last four years.

2_ the very important shate of four specific activities during all that period:
steet, shipbuilding aircraft and computer industries which make up more thaa half of the
total subsidies till 19791t is interesting to note that s part of these products is bought by the
Defense sector, so there is a public control on these activities in many countries. In France
the fargest firms have been nationalized in three steps: just before the Second World War
{aircraft industry). in1978 {steel), and in 1981 (many other major industriai firms).

3_the huge growth of subsidies linked to exports during the whale period, first
the guarantees and then the low retes of interest. '

4_in other fields, there have been various kinds of sids, but to 2 limited extent,
Subsidies have mainly been granted to help fragile firms or firms which have temporacy
difficulties. Only a small amount has been used to adapt industry to new demands until 1981:
a few bundred million francs a year for innnovation and research, for new materials and
in arder to reduce consumption of energy or to create new firms These sums have increased
since 1982 but their percentage in the iotal stays approxzimately at the same level,

5_when we study the four kinds of subsidies shown above in more detsil, we see
that the largest amount is given to a smali sumber of very large firms. This is clear for the
aids to the four specific activilies stated above and these for the capital increase of
nationalized companies (about fifteen parent companies are cunce'rhfzd); it is alse the same
for exports and for research and development because the largest subsidies are linked to
industrial goods for transport, investment and defense,
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2 . Subsidies and public aims

When we study the effectiveness, and more specifically the efficiency of public
subsidies,two important guestions ceacera public aims: what are these aims when the
govecnment decides to grant subsidies? Are subsidies the right meaas to achieve these
public objectives? It is difficult to answer because:

-generally, the aims are not precisely defined,

-there are many ways of achieving each aim,

-gach method can be applied to several aims,

-as far as the means the government can use are concerned, subsidies are not
among the most important.

We have to point out that in order to achieve its general aimsthe government
can influence industey in several ways through economic and fiscal decisionstraining,
transport and reguiations in many fields, as we said before. Subsidies are used to achieve
aims in specific fields, especially when the government considers there is a conflict
between collective interest and some private interests, in the case for instance of national
indegendance, poliution, risky projects, long term projects or firms with acute financial
and social problems.

in some cases, the government may have conflicting aims regarding industry:
taissez-faire a< opposed to backing some feaders,
-recovering the bold on home market versus international specialization,
~having more responsibie businessmen versus developing systems of insurance
and guarantee. -

Nevertheless we can assume that financial subsidies age ati the more efficient as
the industrial firms concerned have not been able to grow as they wish because of
finsacial constraints - lack of ready cash, low profits expected from new projects, financial
risks. But the development of companies can be slowed down for other reasons such asthe
macro-economic situation.or & lack of qualified workers for instance, and in this case
financial subsidies can help only temporarily and with limited effects by substitution ora
shift in factors. R

-



3. The effects on the subsidized firms

On this micro-ecopomic level. everyope knows many exampies of subsidies
granted in very specific situations. It is difficuit to know their actual effect on each firm
becanse it is difficult to imagine what would have happened without the subsidies; and
different conceptions might lead to different canclusions.

Whatever the case may be. even with specific restrictions imposed, more money
wili modify the relative profitability of the projects. If we suppose the businessmanto have
& rational behaviour, there are two possibilities:

-firstly, projects which would have been rejected without subsidies, turn out to be
‘profilable after all and they can be carried out according 1o the wish of the government ; so
there is-a shift in the right direction , but those projects have a sma.ll_ei' profilability than
non-subsidized projects;

-secondly, independentiy of the subsidies, the firm has activities and projects
wt_lich are profitable and furthermore correspond to the public aims If that firm receives
public subsidies, it will increase its profitability but not necessarily modify its activities and

decisions.

Besides, we should remember the channels through which subsidies are granted
are becoming permanent and complex. They can create curious links between businessmen
and civil servants in chacge of these subsidies. Thusopposite effects may again ocour:

. -the industrial firm becomes an executive body, all the main decisions are taken
oulside it, '

-on the other hand, with risks being shared. financial ressources increased, the
sconomic situation better analysed, the ficm may adopt a more dynamic attitude and cacry
out more ambitious programs.

Obviéusly. it is important to give public subsidies mostly to firms of the second
group,



£ Other effects resulting from the granting of subsidies

We consider here four kinds of indirect effects occuring cutside the subsidized
firm and concerning: '

~the other firms of the same sector,

~regional develapment,

-the balance of payments,

~-the public budget.

4£.1. Effecis on the other firms of Lhe seclor

On this level we can again have two spposite effects

-positive effects, incressing production in many firms contracting with the
subsidized ones; i

-negative effects on firms in competition on the same marketespocially when
the subsidies to non competitive firms fimit the deveiopsoent of other more competitive
national firms. | |

So. for the analysis of the effectiveness of subsidies, there is 2 very important
ratio to be taken into account,it is the market shace of all the national firms of the same
seclor, '

42 Effects on regionsl development

1n many countries there are regional policies including different kinds of
incentives and subsidies. In France these specific subsidies are pot very important. They
have been in existence for a long time and have hed o sigaificant impact on the
development of the West and South West parts of the country. But three points should be
taken into consideration: ' '

-1) we have to point out that the kind of shifts and substitutions noticed above are
very importast in the present case: the first aim of many incentives isoften to aticact new
plants which would have been built elsewhere in the same country.
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-2) many tax incentives are taken by local authorities and paid-for out of their
own budget: what is done for new plants bas to be paid for by other firms of the same
region, or by the local population of this region, and these taxes limit the development of
the ficms already in the region. :

-3} some aids to specific activities are decided upon bacause they are important
activities at the local level, and where the ratio of vnemployment is higher (shipbuiiding,
coal,..). This social aim isan important one but we can wonder if the same amount given 1o
new activities would not have given betier results.

4.3. The effects on the balance of payments

In France, the expocts of manufactuced goods represent about 70 % of all exports.
The permanent probiem of the balance of trade explains the increase of the subsidies in
this field since the first oil crisis. Export aids have accounted for more than half the total
aids since 1980. This important amount has undoubtedly a large effect on annual exports,
particularly the sales of -goods for investment, teansport and defense to developing
countries. Nevertheless, we have 1o notice three poinis showing bias _intmduced by these
subsidies: . '

-in fact, this subsidy is equivalent to asking a lower pfice from the foreign
customer: we can assume that it is more efficient with basic goods than with more
sophisticated ones such as goods for investment and defense.

-as these subsidies are important for sales only (o developing countries, we can
~assume that they discourage the efforts of many Freach firms to increase their sales to
developed countries. Is this one of the reasons explaining the huge'déi‘ icit France has in its
trade with the Bnited States, Japan and Germaay ? '

~the mzin pariof these subsidies correspohds to low rates of interest; so a partof
the positive effect on the balanc_e of trade disappears when we look at the bafance of
PRYIRENDLS,

4.4, The effects on the Budget
As we showed in the first part, subsidies now reach aboi:t fifty thousand millions

of Freach fraacs, that is about 5% of the national budget. It is not an unbearable cost but it
is pevertheless significant for tax-payers. ’
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Very aften the total cost of all the subsidies for & specific program is not
asccurstely known when the program is decided upon; and this for many reasons:

-many inslitutions and many kinds of subsidies may be invelved in the same
program, '

-the cost nffects 2 pericd of many years but the people in charge are very often
only concerned with a few years alead,

- the actual cost depends oo the success of the program.

This lest point is very important when we study the case of fragile firms: is it
better then to grant subsidies to emabie the firm to go on producing or io stop the
production altogether and grant subsidies to the new upemployed? It is an acute problem in
areas where unemployment is already very high.

5. Elements for 2 macro-econonic assessment

in the three paris above, we discussed various kinds of effects public aids can
have, but eachk subject was studied separately and without any data. With econometric
models concerning the whole national economy, we can improve the analysis from twe
points of view : o

-the models take into account many links between income, expenditure,..and
especially between prices and demand,

-et;onometric modeis can give an approximate evaluation of the giobal effect of
public aids on these main econometric aggregates...

Mary studies have been carried out in France during the last five years on this
subject using three macro-economic modelis conceived at the INSEE. and at the Direction
de la Prevision and named METRIC.COPAIN and DMS. So we know better now the interest
and the limits of these tools in this fieid of evaluation of public aids.

5.1. Problems of methed

Basically these three econometric models are macm-ecunqmic and neo-keynesian
ones: : _
-their analysis of the industry is very simple: only oné group of manufactured
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goads (or activities) is METRIC and COPAIN , three graups in DMS. (noj;-durable goods for
the production, goads for investment, goods for housahold consumplion). So when we want
1o study a specific subsidy at 8 more detailed level, we have to know the differences between
this feve! and the group studied in the mode} (or to assume there is no difference).

-they are mostly models of demand The main effects of public. aids are to fower
prices which increases demand. Sa all the direct supply-side effects of the subsidies have to
be introduced as exogeneous data. '

In other terms, two questions have to be answered before we use one of these
models : '

~how do the industriat firms use these new financial resources :to increase their
invesiment to lower their prices .or to reduce the amount of their liabilities ?

-what is the counterpart of these subsidies in the budget : more taxes for other
firms or for individuals or a larger deficit ?

5.2. Some results

According to these keynesian models, granting subsidies to industrial firms by
increasing the public budget deficit has gemerally three positive effects and 2 negative
one: .

-investment and gross national product grow faster, and more jobs are created,

-prices grov less. _

~the budget deficit is smaller thaa the cost of these subsidies,

-but the balance of trade is deteriorated.

Comparing the results of the three models as far as grants for investment are
concerned, we notice that in ocder {o obtain & plus in investment of one franc after five
years, the grant has to be of: '

-four or five francs according to METRIC or COPAIN,
~two or three francs according to DMS..

’ The results given by MEIRIC and COPAIN are not very different . The results
given by DMS. are better because in this model profits have a more important effect on
prices and investment If we remember that subsidized firms représent only a part of the
industrial firms we can ses that, according to these models, the efficiency of grants for
investment is not very high.
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If we sum up what has been studied in'this paper, three ievels in the economic
analysic of public subsidies to industrial firms can be pointed out :

- the description and the aceount of their actual cost (it is aot the easiest nar the
best known!). |

~the study of the specific effects on all parts concerned is 2 wide opened fieid
with many debated guestions,

-the econometric and macro-economic approach help answer two importaat
guestions: how subsidies work on the whole economy of o country and how much their totad
effect is in the short and medium term .
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The budget of -January 1985 and the éiart of a new round of wage
negotiations provided the backdrop for a number of events which characterised
the changing relationship between business and government in the Republic
of Ireland. First, the countryfs most popular talk show hosted a "discussion”
in which representatives of busi;ess;we;e first allowed to outline the
"problems” of the economy and then to-hali representatives of the parliament
to account for their failure to solve them, Th; programme structure was

highly prejudicial to a balanced discussion first because the business éide,

led by a former head of the Irish Management Institute whose recent book

Goverrnmert and Enterprise (Kenny, 1984) calls for a more aggressive ideology of

capitalism in Ireland, was allowed, iq the abs;nce of polzticians,
considerable time to present their.version of "problems" and immediately
three political representatives were called from the Qings to answer the
challenges of the politicians.in Qes or no terms. As soroften héppens in
such circumstances the differencés between the two sideé-ééncerned theiim;
asaumptlons more than their assertions. The programme format however,
sought to preclude any discussion of assumptlons. Furthermore, when the
politicians, one, by profession an economist and the othgr a sociclogist,

gought to point to obvious simplifications_and factual errbrs_in the
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business presentation they were so rudely shouted down by some of their
_bpﬁonents that the station was deluged with mail objecting toc the treatment

of the politicians.

The main complaints registere@ by business against government were
that taxation was too high to allow business to be.competitive and that
.. because the public sector vas inefficient and there should privatisation of
many of its eﬁtérprises. Priv;tisation and control of public sector
fihance was the theme also of a statement issued by the Confederation of
ITrish Industry in-mid-Januvarv., BAbeut the same time the journal Business
and Finance, tﬁe nost widely read journal of the business fraternity,in its
leading article made a blistering attack on the staté-supported Ecohomic
;JJ and Social Research Institute-even suggeséing "It ig far f?ém elear whether
"the ESRT performs any useful funotion at all and it may be that the Exchequer's
best intevests might be served by not funding it at all"™. This outburst was
prompted by a postscript to one of the Institute's reports which referred to
this_"quasi-meral” debate and asserted that it wassimplistic nonsense"
to view all private employment as productive and all public emplovient as

unppreductive,

The final example of the changing relations between business and politics
was the insertion of a large advertisement in all national newspapers by
the Federated Union of Employers which asserted "WMe can compete successfully

with the beét-wvrking.tagether."rufhé c&ption under a léfgé éicture of
- -
ﬁellow countryman John Tracy winning in the Los Ahgeles Olympics read
"Who says the Irish can't compete successfully in the internationcl arenc?"
The text then urges that in order "to succeed in today’s competitive world

we nust become more cost competitive", "avold industrial disputes”, "be
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profitable’, wintroduce tox reform” and "work 1t out together”. In appéafz‘.ng
directly to the public at a time when a new round of_Qage negotiations
had commenced with an award of six percent to public sectér.workers.ﬁhe r
enployers were cignalling their continuing pursuit of # recent departure
in the relationship between business and politics in Ireland.

Buginess men, it will be argued, have developed_a new resolve to stand
firm against thé political and social pressures imposed uﬁon then by
their former relationship as social partners in a quaéi-cérporatis;
structure, These changes are associated with the change from prosperity
to depression., In the current circumstances, business realises, it can
no longer gain from the obligations imposed by corporatism and it now seeks
to renegotiate relationships more favourable-to jts current interests,
This paper will examine these changes and the factors which limit and shape

the new relationship between business and politics.



SR BUSINESSMEN & POLITICIANS

The key to an understanding of the general context iIin which Irvish

busihess operates today lies in the peripheral and post*colbniél
status of the country. Ireland was periphe:al to the political economy
of the British 1sles and, since 1973, to the Burobean Economic Cemmunitf.
Even today almost a quarter of the population of 3 million are engaged in
agriculture and the value of industrial exports exceeded those of agriculture
for the first time as recently as 1969. In 1576 the agricultural exports
represented ahout 42% of all eprrts the highest in Europe and over four *
times the average of the nine countries in the European Community at this
time. Most businesses are small family businesses and because most farms are
famil§ farms, employers, self-employed and family workers comprise

a very large proportion of total employment 29,3%. The European éﬁé%éa;=

was 16.7% in 1976, - o .-

The Irish buéiness class is small in number and comprises 2 - 3% of
the population. There are about 3,000 industrial enterprises in the country,
5,000 construction companies and 6,500 businesses In the service sector. -
_Tbe commercial sector is very émall-— with less than one hundred congetns
involved in financial operations. (Peillon, 1982, 21).3_Thc§e who are-l n
involved in ownership and or management at a senior level can be identified
as a separate éocial category by their specific identity and distinct role,
Family size, lower oeographic mobility within Ireland iﬁwners mainly)
but higher geographic mobilitylamong managers, little interest in local

- politics and indifferenct to party politics generally are important

distinguishing characteristics of these owners of businesses and senior



managers. There'is however, gcnside;able robility into this group and
employers tend to come from a highly diversified background despite
the fact that 25% operate family firms. A ﬁendency toward closure is
indicated however by the fact that in 1974 28% of Irish managers had a

university degfee. (Peillon 1982, 23),

~ A number of characteristics which distinguish this group from the

average politician are important for the theme of this paper. The class

present a much greater religious heterogenity in that more than a cuarter
of them are non-Catholic where as less than 5% of the population generally

fall into this category. The historic origing of thig difference lies-in

~ the fact that many of the business elite prior to the foundation of the

state were Protesﬁanta This class.gengrally were then_oriented toward
Britain not only becav-e of their trade contacts but alsc politically.

These charaé;eristics were generally sufficient to distance them
considerably from the politicians of new regime;particuiarly from these who
adhered to a brand of "populiét“ nationalism which emphasised protectionism.
Thgmgy}pural putlook of the business e;ite even today seems to portray the
continuation of this difference which is most remarkab;g.when one compares
lists of names of the business elite with those of the civil service. Many
of the latter use a éaelic version of their names (I.P.A. 1984. 19-64)

while the former almost never do. Thegeidifferences often indicate also

a considerable divergence-in gdudatioqélgand'social.expériénCe. The outlook
of the civil servant reflects his educafi;;al attainment often in the
humanitieg and classics.while businessmen have a wide variety of backgrounds

in commerce accountancy engineering or other physical sciences. Many of

course have no university qualifications {Gorman, 1974)., It is rerarkable
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that with such high investment Ey multinationals in Ireland that only a

small propertion of management is of foreigm origin {Péiiion. 1982. 24).

When we turn to politiciane in Ireland it must first be pointed out
that the majority of them (90%) belong to the two major centrist parties
which owe their origins "to differences over national independence"

(Chubb, 1270. 70), Both are very favourable and often enthusiastic

supporters of the business class, However, although thirty-three deputies

' elected.to the Dail (lower house) in 1973 might have described themselves

as businessmen only six of them did so. (Peillon. 1982, 46). 1In the

»

past ten years a small number of businessmen have entered politics and

achieved ministerial appointments but the vast majority have nc special

SR e

interest in the promotion of business, The labour party and the twe
members of the Workers party - with one independent make up 10% of‘tﬁ;
members. Labour with 14 members however forms part of the coalition
government of the presenﬁ. Irish legislation in regard to business has

been summarised as "more kisses than kicks" (McMahon 1976, xiii} and such
regulatory legislation as there is, has often bheen appliéd with great lenience.
The general tone of politics when it comes to business is highly favourable

in a diffuse way and businessmen are eagerly courted as & gource of jobs

for constituents, In recent tihes politicians have turned more to “"high

fliers” from business to solve the problems of organisations in the public-

sector,



- BUSINESS AND POLITICS IN AN AGE OF

TRANSITION BETWEEN COLONIALISM & INDEPENDENCE

The history.of the rélationship between business and politiés in
Ireland since 1922 can be divided into three phases, the first a

period of relative stagnation which persisted until about 1958, the
second until about 1978 and the third until the present time. The

late 19503|§nd_early 1960s saw the introduction of a policy of industrial
expansion-which'heralded tﬁe.end of a long period of prbtecﬁion and
self-sufficiencfl This chanée was assoclated with the great post-wat
expansion of the international.economy the arrival of a new generation

of politicians who gradually replaced the nationalist revolutiona;ies

who had won independence and with the trauma caused by the massive

e i

emigraéion;during the 1950s of 447,000 out of a population of less

than three million. The policy of encoufagement of'gxport—oriented
indusﬁry achieved considerable success and the decades of éhe seventies
gaw the ending of emigraticn and even the returﬁ of some ten thousand
emigrants from Britain. This period saw the growth of a largg'CQmplex

system of structures which provided the environment in which business

operated, i;;olving employers and trade unions, farmers and

govérnmant. This corporate system based on a2 mutually acceptable ideclogy
of expansionism ({Roche, 1872, 51) conﬁinued as long‘as the expansion
lasted i.e. the end of the seventies. The continual deterioration of

the economy and the growth of unemployment in the 1980s has led to a.

R

géneral realisation on the part of the public in ggnéral, and business
in particular; of the incapacity of government, despite huge foreign

borrowings, to solve the problems of the economy. Eﬁrthermore, business,
began to feel that the conéessions extracted from it.by its corpeorate

partners in expansionery times were beginning to outweigh considerably

the -meagre advantages it could win in. times of recession. A process of



“withdrawal étarted fﬁward ghe énd of the seventies. This process has been
charactéfiéed by a érowing hostility towards government, politics and
politicians, accompanied by demands for less government interference

with bhsiness and simultaneously for more assistance in.such areas as
narketing abroad, Finally many of the larger compani&s have set up.
'subsidiaries abroad,nainly in the United States. This section will

exaniine the first of these three phases in the business-politics

relationship in Ireland.

The first historical period i.e. from 1922-58 is of relevance to
our topic mainly because it demonstrates the origins of the persisting
giffgfgpces in appreoach to eccnomic matters taken'by the major political
parties in the state. The first government of Cumann na nGaecdheal

{the ancestor of the majer ﬁartner of the cocalition now in power) initially.
pursued a policé-of free trade which favoured.the.la;éer farmers and
businesses, This policy was successful but very soon trade was affected
by the depression. Politicians of this party were COpfent to follow

the qﬁy}gg of their bureaucrats who insisted on the pursuit of orthodoxy
and the m;intenance of free tfade long after most counfries in Europe
had abandoned it (0'Carroll 1983, 17-34), The need for stability after
a period of civil war; unwillingness to erode the goodwill of their main
trading partner, Britain, and'thé presence in the party of the |

more conservative elements ;f the coﬂntey,guch as large farmers and
members of the professions all rendered théq;oliticiéns unwilling *o

adopt the long accepted nationalist policy of protection of agriculture

and industry. (Kennedy. 1971, 28). As g0 often happéns.in newly independent
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societies én bpposition pa#ty w%s }ounded in 1926 which camélto power

in 1932 by putting forwar@ policies with far wider appéal and which Wefe
capable of offering hopes for a better future to many_: who had been
hitherto excluded by the preﬁious policies. This parfy remained in

power almost continuohsly throughout the period under discussion (1932-58).
1t pursued a policy of protectionism and economic self-sufficiency

which despite considerable limited succe'ss e:g. 'a . 250% .increase in

the volume of industrial p;odgqtion in 2?vears was an unmitigated

failure, Emigration continued throuchout the war years and culminated

in a disasfrous outflow of population in the 19593. Nevertheless this

party (Fianna Fail) has achieved for itself the distinction of being

known as a party which can be depended on fo offer "hope and confidence"

— =

to business when it is faced with “crisis". 1In opposition today it is

successfully projecting itself in exactly this role., -

A theoretical explan%tion for the above paradox is to be found in
the discussion by Gellner (1967, 4?—20).of the relationship between
poliﬁy and econcmy in newly independent societies. His essential point
iz that in such societieé the builéding of a ggéi;nal.iéentity and
the associated creation of a political community are the crucial
tasks oﬁ political leadership and.are necessary if development is to
proceed. In such circumstances politics takes preceéencé over economics .
which becomes considerably politicised - to the horror of many including
the bureaucrats., One ve;y senior mandarin at this pe?iod lamgnted o

'.“Its not =0 much that financial considerafions a?e'forgotten as

that they are completely ignored and if thought of at all
are dismissed as irrelevant and even important" (Fanning, 1978,274).

National pride takes precedence over concerns such as gross national

product. This process is associated with a reorganisation of the

.;:epcnomﬁnmgte in line with the populist support sought. . Such an o
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approach avoids one of the more usual dilemmas of post-independence

politics, the shattering of a fragile legitimacy in the pursuit

of econoqic development. When we look at Fianna Fail and Pine Cael

the twe major parties in Irish politics, we can see that the style of

the former is directed toward economic policies which lead to the creation
of hope and confidence which sustains & political following and “"saves" -
“them in times of crisis; It has therefore expanded its support from

the business‘community. ‘On the otherhand Fine Gael and its ancestor -

Cumann na nGaedheal have a style which on the balance,.ﬁends tovard emphasis
on f£iscal 6rthodoxy, balanced budgets and economic conservatism, The

former is suited to the process of nation building particularly in

- .

expansiomery times, the latter is more suited to a stable and secure

political community in which there are no problems of political

identity and where the economy is in a state of stability or retrenchment,
Fine Gael has only in recent vears (1984-53'managed ﬁo break out of this
mould by the production of a thoroughly political mational plan and

& budyet deemed "stolen" from Fianna Fail.
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FREE TRADE, EXPANSION, THE CHANGING ENVIRONMENT OF BUSINESS

AND THE CORPORATIST STATE 1958-1980

The publication of the first programme for econoﬁic development
in 1958 ie seen to represeht a2 watershed in Irish econeﬁic development,
Although it 4id not set up a structure sector by sector for ite |
executioe it did provide a conceptuai framewcrk which placed the major
secters of the economy within a singie framework. Its psychological impact
was considerable since the previeus year haé seen a negative growth
rate in G.N.P. and in 1956 it had been almost zero. A mood of national
despair had descended upon the country. The Limited industrial expansion
of the period since independence had saturated the home market and the
need for a new departure involving an emphasis of export—orlented
industrial development us;ng foreign capital corresnonded with the
buoyant international sltuatlon. An 1nst1tutxonal framework
was begun with the setting up in ehe early 1950s of an Industrial Development
Authority, a Tourist Board, The Irish Management Institute and an agency
for support of trade abroad. The package was completed with the removal
of the ban on ownership and control of industry by non-nationals, the
provision of tax reliefs for export aed a system of industrial grants.,
This package eomprised the essentials of a policy which has persisted

to this day.

-y

. . o . ! .
At this stage of development it is fair to say that the major

thrust feor development came.feom the bureaucracy. Bﬁsiness was

conservative, demoralised,.guite unorganiged and unpfefeesionale The foending
~of the Irish Management Institute of this period b?“aisﬁell number of
business men heralded the growing awareness among a minority of the

business SECtor that all wat not well. However, afte;fdecadesnefnprotection,
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the indigenous_buainess class provéd considerably resiétant to tbg
efforts of the government to.mobilise them for an era of free trade )
which included entry into .Europe, In this context thg low level of T
politicisation of the process of industrial mobilisation was to be
expgcted. The first programme for economic expansion was completely
devoid of the "flamboyant political identity” (Whitaker, 1978, 22)

of similar documents in recent years, Only a minority of the cabinet

were deeply involved with civil servants in the pfoduéﬁion of the

planning documents., The majority of backbenchers, largely representing
rural.areas, were not invelved. Of course the amount of largesse by -
way of grants and concessions was miniscule by todays sfandards. The
.1arge and almost exhaustive clientelist system, so important in its
consequences for the businegs—politiés relationship today, had, then,

very little real patronage &t its disposal. It was mainly involved in
purleining credit for expediting fhe delivery of services such as pensions
to which people were entitled by right (Bax, 1976, passim). This

phase of the relationship between business and politics can, therefore,

be charatterised as one in which a small number of bureaucrats and a
minority of politicians acting on a non-partisan basis were faced with the
job of mobilising a largely ¢onservative,unorganised and indifferent
business sector into a working_partnership designed to prepare themselves

for an era of free trade.

The nineteen sixties will be'lonQ temembered as the golden days of

e

g .
business in Ireland. It was a petriod of "glad (if naive) confident

morning” unsullied by international depression, inflation, budget deficits
of worry over the scale of fereign borrowings. Gross National Product
grew by an average of 4%, twice the expected rate, emigration declineg,

there were no major balance of payments problems and price rises were moderate.

-Foreign borrowings were mainly_used‘ﬁogrgggdygﬁiggwpurpdses both in
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the public and private sector and it was felt these could be repg{q_bf -
rising exports. This expansion was fueled by an iﬁpressive packagé

of tax feliefs on profits for exports, capital granﬁs. grants for
training of labour, leasing and prefeﬁential share financing
arrangements. This set of incentives maturally attracted many
businessmen into a relationship with government and politics,

Gradually the influence of politics became all pervasive at two levles,
first the negotiation of goverﬁment grants fﬁe allocation of which

were not ccnhrolled by any administrative law (M&Mahon 1977, xiii)} and
second through the clientelist syétem of politics, The local political
representative acted as a.mediator'for those seeking jobs in grént—aided'

businesses and in return for his services he received electoral support.

On this and on the industrial relations front the relationships
were open and voluntafy. ks the rising tide lifted all boéts, government, -
trade-unicnists and eﬁployers maintainéd their traditional relationships.,
Indegd, the re-affirmation by the government tﬁat the private sector
would be the principal soﬁrce cf new productive proiects and that
the principal function of the state was to stimulate new productive ideas
ﬂﬁlitakﬁr, 1578, 12) was the source of public confidence in these aevelopment__

proposals. Neither did the State enter into the arena of industrial

relations. Free collective bargaining was the order of the day.

By_the end of the 1960s however, the environment of industry hag
changed considerably. Inflation continued to rise aqd.by 1972 bad peached
88%. After the oil crisis it peaked at 21% in 1975. fréé collective
bargaiﬁing which was satisfactory in times of moderate inflation or stagﬁation

now Began to be blamed for the high inflation rates, This was the
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for change in the relatianship with polztzcs. Along with the need
for state incentives for indust:iaL expansion, the need for the control

of industrial relations now led buéiness into a closer relationship

with government.

~ The groundwork for this relationship hed been ceeated by the
enticement of the unions into a number of consultative bodies associated
with the planning process {Roche, 1982, 53-56). The air.of cenfidence
created by Ehe-initial success of ££e new pelicy of free trade and the
considerable expansion in social investment of the 1960s gave.rise to
an ideology of national economic expansion in whic% the balance between
conflict and cooperation on the part of the unions tilte& in favour of
the latter. Consultation, Roche argues (p.54) was a response to
essentially technical problems and all perties could benefit from their
resolution, Labour appointed representatives-to-the Irish National
Productivity Committee. (INPC), the Committee oe Iedustrial Organisation (CIO,)
the National Industriai anq Economic Council (NIEC), andjthe Natienal
Employer and Labour Council (ELC). The policy of non-distributive
technical co~operation did not suffice to provide a basis for control
of wages and both the NIEC and the Federated Union of Employers (FUE)

soon drifted towards the advocation of centralists policies (p.56).

The decade of the seventies saw an almost fullblown corpo;atist type
structure deveiop. The state, ehe trade unions and the emplovers entered
into a series of negotiations-wﬁich were characterised by the politicisation
of what in the pagst had bheen a.lergely.market relationship, Collective.
bargaining noe gave way to a tripartite negotiation ie which non-market
factors such as tax conceesions ané government budgetary policy were

considered. In this way trade unions and employers were drawn often



gquite willingly into the web of politics while gdvernhent extended

its control inte the domain of business.

By the early 1980s this new relationship had turned'sour, Tﬁe
Federated Unicn of Emplovers "were openly resentful of 'undue
political pressure' brought to bear on them and responded by commissioning
three éxperts to review natiénal'bargaining since 1970". (p.65) Business
have chown a strengthening resolve not only to resist further extensions
of the corporate comproﬁise but even to disown many of the sacred cows
of the previous system, The attack on the taxation systen the call fof
privatisatiod and the resistance to the creation ofla.National Development
Corporation are but part of this stance,

The state itself has reason to have second thoughts about the price
paid for union cooperation, The.range of bargaining issues has widened
into many areas of a politicaily sensitive nature. For example attempts
to tax farmers,althouqﬁ,derisory,Brought threats to rural deputies of
the major government party. Pay settlements have usually been in excess .
of the termslsought by tﬁe state. The demands for redistributians,koche
also notes {p.66}, "raise problems for the incentive system embodied in
the strategy of industrial ag@_aéricultural development”. To explain
the origins of these developments we must examine in Qome detail the
context in which they were generéted and the changes in internal and external

environment associated with them.




THE SOCIAL® FORCES WHICH SHAPED THE
~ BUSINESS-POLITICS RELATIONSHIPS.

Althougﬁ the abpve diSCUSSionvéort:ays aﬁ éﬁolution of relationships
between business and politics similar in many ways to that which occurred in
Britain (Middlemas, 1979, 371-463). The éimilarities are in many ways
superficial. No doubt the Irish systém waé shaped by mahy of the same forces
as operated in Britain, In aqdiiidn, thérghwas a tendency on the part of
state, trade-unions and, to a lesser extent, bﬁsiness, to imitate Beitish
practices and inétitutional structures. A propér understanding of the dynamies
of the evolution of the relationship between politics and business, however,
cannot be achieved unless one understands to what extent imitation fell
sho;t of the British model and also tﬁg extent to which indigenous developments

unique to Ireland influenced the course of events.,

The main indigenous;factor congisted of a powerful but diffuse notion
of the state as an agency which céuld be relied on,_talsubsidise all sectors
of the population and to cushion them from the hazards of encroaching capitalism.
This notion was powerfully implanted by varicus benevolent pclicies of British
govérnments in Ireland in nineteenth century such as education, land reform and
the provision of positions at the lower bureaucratic 1eve1'of the empire.
The newly independent statg provided a wide range of oppdrtunities,
subsidies and pensions, The image éf society projgcted to'éll and sundry

by de Valera from the 1930s to the 1950s was that of the benevolent local

community writ large and the state was the deus—ex—machind for all crisisg B
. e U

situations. (0'Carroll, 1980, 4}, (Moynihan, 1980 ,passim}., This very successful
rhetoric of community served the two-fold function of effectively playing

down class differences and enabling the hearers to conceptualise the new
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state in familiar and frlendly terms. The gradual development of an all-
embracing clientel:st system completed the package. This diffuse corporatist
model was a more l;kely ancestor to the corporatism of the 1970s than the
more eiiéist proposals of the.1930s o£ c?eating S vocatiqnally organised

society along the lines suggested by papél'encyclicals such as Quadragesinma

Anno,

The key significance of this model of society is that it env1sages a
populist regime which will provide subsidies to all classes whether
1nterested in productivity or not, Large sectors of the petit-=bourgecisie
and bourgecisie locked on the state mainly as a provider of profeséional
employment for family members who were surplus to the requirements of the
family business. In the 20 years from 1960 to 1980 the percentage of the
workforce in public employment increased from 16.5 to 26 pe{cent. in
addition a 1ar§5'§§0pcrtion'of small farmers had for generations looked on

subsidies, intended by ’he state for farm improvements, as income supplements

rather than as aids to increasing producticn. This mentality, encouraged

-by clientelist pblitics, by the increasing state aid to industry and the

politicisation of trade union negotiations which greatly expanded the
"social wage' in the 1960s and 1970s from 2.6 percent of GNP to 7.6 percent,
turned ocut to be one of thé trojan horses within the system which emerged

by the end of the 1970s.

The other trojan horse was triggéred by the initialISUCCess-cf
industrialisation itself. The expaﬁsion:of job oppo#tunitiés quickly
brought about a major modifiéation of demographic géiﬁg;ns. During the
1960s the marriage rate of 18-24 year olds trebled and th_e median age of
marriage for females fell from 26 years to 22 years. -Fufthéfﬁore, the rate
of outflow from agriculture was gfeater than expected. (Central statistics

Office, 1971}. This dramatic change in demographic behaviour, which was

also éssociated with an ending of'emigration, presented the state with a

problem unprecgdénted in bundreds of years - the resppnsibility of job =~ T T

-




creation for the first full generation to remain in the_coﬁntry. The e

result is the highest unemployment rate in Europe,now 18 percent. : . Co-

By the mid 1970s the state had run into spiralling energy prices,
rapid inflaticn, mounting unemployment an§ had begun bofroﬁing heavily
abroad for both current. and capital purposes, Mo statutory controls
on incomes were intrcduced but the "volﬁntary“ NaticnalIWage Agreements
were reinforced by the governmant in the Regulation of Rank Acts 1973,
1976, which prevented the banks from making pay increased in excess of national

wage criteria. (McMahon, 1977 xiii)

By 1975 exchequer borrowing requirements had risen to 16% of G.N.P.
(Raftery, 1982, 131-146) and to 31,5% in 1980 (Kennedy, 1953, 62} and current |
policy once again is to reduce this very high ratio, The cost of running the
public sector has sﬁi:alled total government expenditure rose from 29% of
G.N.P. in 1960 to 51.2% in 1975 and has now reached 66%. The highly unionised
public sector, comprisiég over 50% of all trade unionists (i;P.A., 1979, 227)
have doné much better than other sectors. Their average ingome is estimated.
at £10,000 per capita while those in services generally are estimated at
£7,000 and agriculture at £3,500 chCarthy and bugkan, 1980] and (Raftery,

1982, 144). The wide covéfﬁge which the unions insisted be provided by the
services ﬁhich congtitute the “social wage" e,g. health and.education have
ensured that &e$pi£e their mounting qost; their redistributive effect has -

been minimal (Barret,r 1979}, Compétitive party politics has oscillated between
"the expansionist policies of Fianna Fail who achieved power in 1977 by a
programme ofr;ax “cuts and expansion of public expenditure, which raised

the borrowing requirement to 15% of G.N.P. an increase of 5%_over that which

their more fiscally orthodox predecesscrs hHad managed. The main implication
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for the business sector of thisﬂrhyidly deteriorating environment lies

in its implications for'taxﬁtion; Tax has increased'f:oﬁ-éa% of G.N.P.

in 1961 to 37%iin 1980 (Kennedy,.1983, 62). although capital, wealth and
property taxes contfiﬁute_only ;; of total tax now, anﬁ'have decreased from
21% in 196ljbusiness feels very aggrieved that the cost of employment

has risén largely because of iﬁflation - some 27% in 5§ yéars. Industrial
relations were not improved by the fact that the employeé‘s take-home

pay decreased some 6% in the same beriod, At the same time the fiscal policies

of the government increase interest rates considerably.

=

The position of the Bﬁsinessm;n now can be summed up as follows,
Because of the recession the wide range of incentives offered to him, particularly
if he is not in the export arena, cannot be availed of at,pfeéent to any
considerable degree, The increasing cests of the public séctor are
increasing costs of production and the ole of the government on the domestic
financial markets increaises interest zates. Tavation is increasing the
coste of labour while lessening émployees take home Pay. _fhe next

sector deals with the réaction to these pfoblems.
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_ Bﬁsinsss. 'REACTION POLITICIANS RES_POI;SE

The period of the 15603 aia‘eayly 1970s was one in which.the public iw
general, the bureaucracy and business accepted without guegtion the ideology
of expansionism which quicklf diffused throuéhout society, in the wake of
the initial successes of free tr%de; The success of the introduction
by the government ih_the early 1970s of Keynsian techniqueé of management
of the economy quickly-anoi;tea the peliticians with an air of infallibility
which persisted almost until the-end of the 1970s. Thig bélief persisted

despite a number of years of incteasing disemployment and large scale

unemployment.,

Simultaneously the power of the government to take effective action
became more‘limited,maigl;;;égause the locus of change wﬁé not within

their control. The growing d;pféssion has caused the curtailment of the buéget
of the Common Agricultu?al Policy of tﬁe E,E,C, and resulted in the drastic
“milk levy™., The consequentfchaos; rage, and despalir in agriculture was
tremendous. In the domain of industry the effect of the depression

‘i3 to be seen at two levels first the large multination&lisector. Here-
the greater efficiency, huégn;éé‘éonc;ssions and low labour content of

the final products e.g. electronics ahd pharmaceuticals,has led to continued

expansion despite some remarkable clostres,. The multinationals are

greatly insdlated from the problems which beset the indigenous businesses.

The latter have had time to reflect on the rapidly 6eter§9:ating economic
situvation and many have begun to turn on their erstwhile partners,
governmené and labour. The general tone of the attack on government and’

politicians is that they have saddled business with allitypes of extra coste

and regulations for political expediency. 1In their view business and the



P

‘country would recover if only government would remove these burdens and allow

business to get qn_with the job of "creating wealth”. They point to the
"signi;iqant factf'that eighty percent of the pcﬁulatioﬁ are "supported”
by the wealth cre#ted by them. A second major theme in the "inefficiency™
of the public sector with the obvious corollary that the private sector

is efficient. Privatisation is in their opinion the logical sclution to
the problem of inefficiency. The final item of faith in this ideology

is that the state should providé incentives to business for "éroductive“

enéerprises "which give emplovment".

The attack on the government also implies an attack on labour who
are seen to be responsible for encouraging expansion of costly social

services thus increasing taxation and state borrowing and making workers

. less incustrious (Wrigley, 1983, 19). Labour is alse seen to be ragponsible

foy hiéh wages which price products cut of the market. Encouragement of

emigration has also bec.; mentioned as a solution to unemployment.

At a more upmarket level there is scme awareness of weaknesses of
business itself e.dg., lack of a longterm market strategy, lack of "coherence”,
and some t;e need for "great improvement in management training“ (Wrigley
1984;15=20). However, the failure of Treland to develop her people for
industry as Japan has done,ﬁhe lack, on the part of industrial leadership,
of a coherent perspective "to discipline the nation", the distaortion of
moves to reallocate rescurces” by short—-term political thinking" are
also part of this perspective (Hrigley, 1983i,Ireland. thié view holds, can
be-classified with the U.K;} Canada, Sﬁga;n, and Nogway;"fhat is where

egalitarianism holds sway, where income from welfare is'high and income

from work is low". "In that company, Ireland is off her natural base! (p.19).

The response of politicians to the above ideology is fo point to -

some of its false assumptions and inconsistencies, But they have also

changed their ways slightly, First, inefficlent semi-state companies are ..--... . ..
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being forced to show a profit and trim their work forceé.' The natiqn#l
chipping company for example, hﬁs'been allowed to go iﬁ;o receivership
because of a major financial blunder. Second, the whole strategy of
industrialization through multinationals has been criticised, first, because
of alleged overgenercus incentives offered, and second because it does

net do encugh, it is believed, to encourage domestically based industry.
Thifd, while there is no aétempt to introduce étatutory wage controls;
stringent efforﬁs-{not greatly sﬁccessfpl) are being méde to limit increaseé
in public sector pay. Finally, efforts have been made to.control foreign
bﬁrrowing by the exchequer but;given that there are now a quarter of a
million unemployed and that backbenéhers fear_for'their'Seats if some

reinflation does not occur scon, this resolve could very soon disappear.

No matter what the outcome,tomorrows politician will be_muCh more conscious

of the interests of business than in the past. This awareness will not
be reciprocated by business who have yet to discover that running a

country is a much more complex 6peration than running a business.
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Introduction

In this paper I want to describe and analyse the
nature pof the relationship between politics and
business in the field of pollution ceontrol in the
Netherlands., I will not restrict myself to the poli-
tical level, but merely put attention to the relatione
ship between business and the whole public administra—
tion. By business is meant: individual firms, especial-
ly industrial firms and organisations that represent
the firms.

The central questions in this paper are: what is the
development of the pollution control politics in the
Netherlands? what are the consequences of these
politics for business? what factors stimulated thase
politics? what behaviour did business show when it

was confronted with the politics measures? what are
the main charasteristics of the interaction between
public administration and business? did the politics
create a new kind of businessman, politician or

bureaucrat?

Poliution control is indeed a very dynamic field of
gOVernment-intervehtion in the private sector. This
is illustrated in the first sections of:this paper
(sections 1 and 2). Then some consequences for busi-
ness are described and some factors that stimulated -
that gdvernment—inﬁervention will be presented
(sections 3 and 4). In the sections 5 and 6 the effecte
of pollution control politics on business and the
relationship between public administratidn and busi-
ness are analysed., This paper concludesfﬁith some
remarks which might stimulate the discuésion on the
question whether we may speak of new'buSiﬁessmen,

new politicians or new civil servants.



l, Pollution Control: Growing State Intervention

In the Netherlands legislation on pollution control in
its present form is a rather young fenomehon. Until
1969 the only rigorous provisions for pollution control
were in the Marine Oil Pollution Act of 1958. The major
instrument of control until that time was the Nuisance
Act which existed since 1875 and ina revised form

since 1953 (1). The Nuisénce Act (NA) dealt primarily
with neighbourhood nuisance and its scope proved to

be insufficient to cope with the increasing scale and
extent of environmental disruption, (Bennett, 1981)
Only after the Surface Water Pollution Act{SWPA) passed
the Dutch Parliament in 1969, did the pollution contrel
legislation develop rapidly: '

1970: Air Pollution Act (APA)

1975: Marine Pollution Act (MPA)

1976: Chemical Wastes Act (CWA)

1977: Wastes Act (W4)

1979: Noise Nuisance Act (NNA)

1983: Soil Cleaning Interim Act (SCIA),

The Nuclear Act of 1963 was put into effect in 1970.

At this moment there are a few drafte awaiting to be
passed into laws, namely those concerning environmental
dangerous substances and soil protection. Finally there
is a procudural law: the Environméntal'Health General
Provisions Act of 1980. Summarized there are 11 acts

in operation and two will be drafted in the. near future.

Most of the laws are accompanied by fuither legislatian
e.g. the so called General Administrative Orders {GAD)

(ov.decrees),in which the Minister for Environmental
Protection can give more detailed and concrete rules
for the implementation of the laws. An’ékéMple of an
act with many decrees is the Noise Nuiéance Act (NNA).

In that act 85 decrees are announced. Until now there
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are 35 decrees in operation.

Another form of rulegiving within the framework of a law
is the Ministerial Circular. In those circulars the
minister gives guidelines to the local and regional
geoverments for the inplementation of the act. Up to this
date there are 15 circulars of the NNA in function. Be-

fore the act was borne, there were four circulars which

provided guidelines to the subnational governments in

the framework of the Nuisance Act. Besides ministerial
circulars, there are previncial circulars addressed to
the municipalities,

The laws, decrees and circulars constitute a large,

dense and growing web of rulegiving (see Appendix A).

Another indication of the development of the growing
government interference with environmental protection
is given bij the grbwing expenditure of the central
goverament. Table I gives an overview,

Table I - Government expenditure on pollution
control and as a percentage of -the

Dutch GNE

Year Expenditure Percentage

(in min. guilders) of the GNE
1971 61.8 - 0.05
1975 96.9 0.05
1980 210.8 0.07
1981 294.7 0.08
1982 447.8 0,12
1983 512.8 0.15
1984 594,22 - 0.17

Sources: National Budgets 1971 - 1984

Linear to the growth of the legislation and the budgets
is the growth of the civil service personéi_in charge
of developing and implementing the policy;LTo give an
iﬁdication we present some material of one of the
eleven Dutch provinces in which we did'é'bilot study:
Gelderland (2). In the Netherlands the imﬁlementation
of pollution control politics is delegated to the
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provinces and the municipalities. The provincial level
is of growing importance in this policy field, because
more and more tasks are delegated to that level. The
development of the number of civil servants on pollution

control is given in table II.

Table IT - Civil servants on pollution control
in Gelderlasnd
Year | Number [l Year | Number
1971 2 || 1982 ‘ 64
1975 5 | 1983 70
1980 | 46 I 1984 82
1981 1 56 j

Sources: Annual reports of the Province of

Gelderland 1971 - 1984
Without hesitation we can conclude that the policy field
of pollution control is a growing field. It is only
very recently that the rising tide is about to ebb. It
is not certain though that the ebb will actually happen.
Of course not all of the legislation have consequences
for industrisl business, because the most important
instruments of environmental policy affects business.
In section 2 more attention will be paid to the instru-

ments of environmental politics.

1.1 Exampleﬁ An Electricity Company

To give an illustration of the consequencés of this
increase in pollution control politics, we will look at
an electricity company. Although there are'only 20
electricity establishments in the Netherlands; they take
up a relative large part in the pollutlon of the environ-
ment {see Appendix B).

Nearly all pollution control acts apply tdzthese indus-
tries. The production prdcess can be deséfibéd in the

following (simplified) way. The fuel (mainly:coal) is

burned in a2 kettle; the heath turns water into steam,



Then a turbine is driven which is coupled with a genera-

tor that generates electricity. This productionprocesgs

has its impact on the quality of the natural environment.

Steamgas which is evaporated into the air contains fly-
ash and sulpherdioxide. As off 1985 these injurious sub-
stances are partly transformed into gypsum in a special
installation. The remnant substances this production
process .produces are fly-ash, soil-ash, gypsum and mud,.
The Chemical Wastes Act and the Wastes Act are of rele-
vance at this point. A very important and hazardous
emission via the chimneys are sulpher dioxide (S02) and
nitrogen dioxide (NOx)}. The substances cause acid rain..
The Air Pollution Act is appfied. The productionprocess
also needs water for cooling off the steam so that it
can be used again. The water ié dumped intb the river
near the factory. This causes thermic pollution of the
river water; the Surface Péollution Act ié here applied.
The final pollution category, that will be mentioned
here, is the noise that the establishment produces, in
which case the NNA is.of relevance,

At this moment the electricity company has a capacity
of 902.9 MegaWatt, produced bij three coalQburned tur-
bines and one combined gas-steam turbine; In 1992 the
aproximated capacity will be 934,2 MegaWatt, produced
by one gasturbine and two coal coal-burned turbines.
Some parts of the establishment will be newiy built and
others will be dismantled. Every change which takes
place, demands a change of 1icénces. So the electricity
company is continually épplying for new licences. Most
licences are granted bj the province, and to get a
licence, the company hés te pay a fee. In the period
1981 - 1984 the company: paid a.total amount of 600,000, -
Dutch guilders on fees, -

The major costs that must be made, are thbse for the
application of installations and provisions to reduce

the emission of remnant substances and to reduce the
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total. amount of injurious substances. For example
desulpherization-installations, fly-ash absorbtion
installations etcetera. For the company these instal-
lations costed huhdreds of millions guilders,

There are however a few subsidies. For instance, the
building of an installation that filters nitrogen dioxide
out of steamgas is financed with 100% government-money

(of the central government),

The electricity company has ten employers who are
specialised in dealing with problems of pollution control.
The pollution control aspect is seen as an integral part
of the decisionmaking in the company concerning invest-

ments, the productionprocess etc.



2. Policy Instruments that Influence Corporste

_ Behaviour

To implement pollution control laws, the government has
four kinds of instruments, which are present inalmost
all the laws in more or less the same form:

1 physical instruments

2 financial instruments

3 supervision and inspection

4 sanctions.
Physical instruments are prohibitions and injunctions
the licence system, the norm-system and also instruments
like zoning. Financial instruments are levies, indirect
taxes, retributions, subsidies and tax-expenditures.
Furthermore there are supervision and inspection methods
to see wether polluters infringe some of the physical
instruments. Finally there are sanctioms, varying from
fines to imprisonment which will be applicated if pol-
luters offend licence prescriptions.
In this section we will mainly pay attention to the

physical and financial instruments,

2.1 Licences

Ten of the thirteen acts that were mentioned in section 1

contain a licence-system, The national, provincial aad

local goverments grant licences. When a government

grants a licence, it can attach conditions to it. A

few common conditions are:

- the application of_éertain techniques to the production
process in order to”prevent or reduce nuisance;

- the maximum amount and concentration of ‘substances
that may be emitted; h

- the obligation to conduct pollution control-technical
measurements in favor of the government;

- the obligation to provide information about the
buildings, installations and other production means

and procedures and products to the government.



There are all kinds of conditions. In the Handbook
Nuisance Act, we counted more than 1500 model-prescrip-
tions.

The licences and their conditions are a form of direct
governmentregulation, or as Mitnick calls it: regulation
by directive. (B.M. Mitnick, 1980) They are meant to
restrict the freedom of choice of the addressed cnes
(i.c. industrial companies) or to lead them in certain
directions. On one side certain alternatives are cut off,
on the other certain alternatives are added. The licences
contain prohibitions, disjunctions, permiésions, dispen-
sations and claimpermissions. The licence-prescriptions
are primarily directed to prevent and reduce nuisance and
damages and are not connected with economical considera-
tions according to the existence, continuance and growth

of firms.

A company has to invest time and manpower to apply to

a licence, In the licence-procedure attention ie paid

to the carefulness of the content of the licence and the
participation of firms and citizes te whom the licence
might have consequences. Not only firms and citizens

are consultated. There is also a consultance of the
Labour Inspectorate and the Health Inspecforate. To give
an illuystration of the procedure-terms, we,give an example
of APA procures,

Most APA licences are applied for by chemical industries
(58 %}, elcetricity companies (8 %) and other industries
(19 Z) - the other 15 % concern non-undustries.

There is s statutory prqcedure—term of 121months. In
practice 48 % of all licence procedures in the period
1972-1982 exceeded that term. The terms vary per sort of
licence: for a licence to establish a factory the mean
term is 15.9 months, for. enlarging and altering the fac-
tory 13.9 months and for a total revision of the licence
20.4 months. In only 8 % of the cases the term is shorter
than 6 months.( Van Muyden, 1982) |
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The consequences of the length of the procedures are
that firms are for a certain period operating without a
licence or they can not operate because they have no
licence at all. The marpower that is needed for the
applicatibn increases as the terms are longer. The
activities that must be undertaken, are:
- gathering information about the conditions of the
installations, the buildings and the productionprocess;
- negotiation with the government.
This manpower-utilization can be seen as unproductive
in the sense that it is not utilized for maximizing

profit.

2.1,1 Fees

As mentioned before, firms have to pay a fee (a retri-
bution) to get & licence. Although these fees are not
very high, we have seen that in the case of the elec-
tricity company the total amount of fees over a few
years can be substantial.

The fees are fixed in different ways. The province
grants licences for the APA, NA and NNA. ¥For the APA

and the NNA the fees are statutory-fixed: f 175, -
respectivély f 5,150.-, In the case of the NA-fees there
are provincial by«laws.that give rules for the determina-
tion of the fees. Relevant determinants are for instance
built area, capacity of the installations, content of
the tanks and the power of the engines.

The central government has stimulated the increase of
the NA fees ~ and all fees in general. In 1974 there

was in the province of Gelderland a standard fee of

~f 10.-. The by-law was changed that year and since then

the fees increased very rapid. _
The central government stimulateds the subnational
governments to make the fees covering the costs of the

licence~granting. This has lead for instance in a muni-
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cipality te an NA-fee increasing in one year (1979 - 1980)
of 750 Z.

2.2 Charges

A charge is a so called indirect regulation instrument.
It works market-conform which means that it stimulates
oY restrains activities of firms on the market. The firms
maintain their freedom of choice; they can weigh alterna-
tives against each orther, given the economic costs of the
charges. (Mitnick, 1980)

In the Netherlands there are charges that are meant to
cover the costs of administration..The basic premise is
the within the EEC accepted "the polliuter pays principle";
firms that cause damagé and nuisance have to pay the
costs that the government has to make to prevent and to
reduce the damage and nuisance, The incentive—function

of the charges is not of primary importance here. That
function is important for the so called regulating char-
ges. Seven of the thirteenacts that are mentioned in
section 1 contain & charges-system. The leyie—tarifs and
calculation varyper poliution control act. The total
amount a firm has te pay per act varies from firm to
firm. Table III gives an overview of the development

of the revenues of the in favour of the central govern-
ment collected indirect taxes, including chérges.

Table III - Marked charges of a few pollution

control acts, 1975, 1980, 1981, 1982
in min. Dutch guilders S

3T year 1975 1980 : 1981 i 1982
SWPA 106 179 169 | 151
APA 50 61 74 ' 86
CWA - . 2 4. 3
NNA - - 27 70
{total indirect _ ' o
taxes) 23,157 35,4006 35.637 36f036

Source: CBS Statistical Yearbook 1983
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Although not all revenues originate from industrial
companies, most of them do. We see that the total amount
of revenue is increasing. When a new act is put into
effect, there is a substantial growth of the total amount
of revenues. Especially the NNA is seen as é rather ex-
pensive law. The costs are high although noise is not

considered as the most important pollution broblem.(3)

2.3 Other costs

In the case_of the electricity company in section 1.1

it was mentioned that the highest costs of firms were
those to establish buildings-alterations, installaticons-—
alterations, procedures- and products alterations. The
alterations have to be realised beacause of the licence-
prescriptions. Recently alterations were made possible
because the technical developments in the pollution
control industries. In Holland there is a market for
pollution controel products with at least 120 producers.
Ullmann and Zimmermann signalize a rapid growing
industry and counted 1100 producers. (Ullmann and
Zimmermann, 1981) _.

We were not able to give an indication of the amounts

of pollution control investiments. These investments have
become in most cases an integral part of the total

investments of industrial firms.

2.4 Allocation of Government Money to Industrial
- Business

Not only does government withdraw money from business,
there is also a money_flow from the govefﬁment to the
business via subsidies, premiums and indemnities. Every
pollutidn'control act has its own money dissemination
systemn. Moreover theré.afe general financial support
measures that have a pollution control cﬁﬁppnent, that
is they stimulate investments in envirbhmént—frienly
installations and productionmeans. In tﬁe_Netherlands

the following measures exist:
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a. Indemnities. In some pollution control acts indemnities
are fixed to prevent that competition among firms is
disturbed or that pollution control measures put a
strain on firms . .

b. Air Pollution Fund. This fund is used to compensate
those who suffered dammage.

¢. Contribution regulation reorganisation nuisant firms.

d. Environmental bonus of the Investment Bill Act.

e. Framework regulation envirommental investments in
the Galvanic industry 1981.

f. Environmental Credit of the National Investment Bank.

g. Stimulation regulation development and demonstration
projects environment friendly technology.

h.ISubsidium—regulation development clean technology.

i. Contribution regulation abatement polluting national

rivers,

2.5 Environmental costs of business

This section is closed with an overview of the total
costs that industrial business bears as a consequence

of the pollution politics in the period 1970 - 1980. The
figures are taken from the CBS-publication "Industrial
costs for the protection of the environmen;" (1979, 1980
and 1981).

Table IV -  industriat invest for the protection of the onvi 1t

1971 1975 1978 1979 1980 1981

min hfl
Waste water 60 110 206 223 - 208 121
Cooling water ) 4 20 b4 9 33 13
Groundwatar and soil 2 1A ] i 13 13
Air pollution 8 77 a5 95_ 15¢% 278
Waoste 15 B8 7 15 . ) 4
Noise and vibration 14 34 45 39 a1 35
Nature ang landscape ] 2 13 7. =] [+
Total environmental investments 180 261 375 404 464 466

%%

Environmentsl investrmants as % of total .
investments 20 286 34 3.6 38 as

Source: CBS Industrial costs for the protection of
the environment - 1980 and 1981 -~
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Table IV shows that the costs have increased during the
Iast tél years. THeée costs of sir poilution and water
pallution are the main pollution control costs that

firms have to face. Let's have a closer look at the total
air pollution and water pollution costs, to get an
indication of the cost-compartiments: (table IV showed
only the investment-costs).

Table V - Air pollution and Waste water: total

environmental costs in 1980, according to
costs-compartiments (in millions of guilders)

Cost- Pollution compartiment
Compartiment Waste Water Air Pollution
Fees and charges 185.7 17.5
Cleaning cost 5.7 Lo~
Sulpher-poor fuel - lei1.,7

Exploitation of
pollution control

pProvisions _ '

- intrest 62.3 36.0

- depreciation 142.2 109,9

- net costs 142.3 112.2
{personel)* (62) (42)
{savings)* : (-33) (~20)

Subsidies -13.3 -13.8

Yotal 549.7 455.8

* some of the net costs are specified in this table.
Source: CBS Industrial costs for the protection of
the environment, 1980 and 1981 '

Which branches inm industrial business face high
environmental costs? Table VI summarizes per branche

per pollutioncempartiment the costs.

Table VI Environmental costs 1981

§8l-  Group of industry “Water Alr Waste QOthers ~ Totel
cionde . . © o anviron-
. meatal
~ cests
min hfl
1 Minning 3 1 19 B0 84
20/217  Manutacture of food, beverages and tobacco 196 21 21 26 284
22 Manufacture of textites 13 1 3 1 19
25 Manutactlure of paper and papar products 35 1 5 4 A4
28 Petroleumn refineries 61 45 7 -] 122
29/30 Chemicsl industry and manufaciura of .
man-made fibres 228 94 43 ;1] 438
32 Manufacture of building matarials and
non-metaltic materials 5 17 8 3 32
33 Manufacture of basic metafs 20 107 7 10 145
34-38 Othar metsl industey a8 13 43 24 518
var. Other industry - 10 B 12 3 30
40 Public utilities 18 231 B8 e 290
LESS: subsidies recelved from yields of levies 45 44 as

1-4 Mining, industry and public utilities o982 494 g2 243 1§00
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3. Consequences of Pollution Control Politics

In the preceding sections the figures gave an overview

of the groyth of the pollution control politics in the
Netherlands. The consequences of the politicé differ per
firm and even per branche. There are a few factors that
have to be kept in mind. '

In the first place the market position of a firm is im-
portant, For instance the electricity company (section
1.1) is a monopolist.. Monopolists can roll off the envi-
ronmental costs completely on the consumers. But most
business are not in such a position, so there the costs
influence the profit-making. '

In the second place there is a distinction between firms
that operate on an international market and experience
competition from foreign business that face other pollu-
tion control politics, and firms that produce for a
domestic market. In the latter category the competing
firms are in principle confronted with the same. politics,

so that the politics have no major conseguences for com-

'petition—relations. This has to be shaded because of

differences in local circumatances, conditions of instal-

lations etcetera.

In the third place we have to distinguish among firms
that are directly affected and those that are indirectly
affected by environmental politics. By difec; affected
firms we mean firms that are licenced or have to pay
charges., Firms that deliver goods to or buy goods from
those firms may experience consequences becéuse they have
to deliver goods under certain conditions or experience
that environmental costs are rolled off on them. The in-
direct involveéd fitms do not directly intérabt with
pollution control authorities, but do face fhe consequences.
Finally there are companies that are frustrated in their
striving for profit—maxiﬁazation and thdsé:that are

stimulated in their profit-seeking. With that latter
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catagory we mean producers of pollution control products.
Except for the envirconmentstechnology industries, nearly
all corporations experience cost-increas. However environ-
mental costs are not the most important business costs
business faces in the Netherlands. Labor costs, social
premiums and taxes are far more important. In a survey

of 402 Dutch entrepreneurs the factors mentioned in table
VII are seen as threatening husiness.

Table VII - The amount that factors threat Dutch
business, percepted by Dutch entreprenecurs

(N = 402)
' high some no
threat | threat | threat

energy position 42 % 37 % 21 %
gsocial premium 74 % 25 % 1 %
intrest-rate 72 % 26 % 2 2
taxes 56 % 35 2 8 %
competition of low-wages
countries’ 42 7 36 % 21 %
competition of industria-
lised countries : 16 Z 29 % 35 %
environmental costs 17 % 53 7 28 2

Source: Lagendijk, 1981

The costs of pollution control is only experienced by

a small number of Dutch entrepreneurs and a substantial
number has the opiﬁion that environmental costs aren't

a threat at all. This does not mean however that these
costs aren't important: more than half of' the respondents
think that the costs form some kind of thréat. Moreover:
each additional cost does frustrate an entrepreneur in
his. striving for pfofitemaximazation. _ _
Furthermore some pollution control measures, such as
licences, are of vital importance to the ekistence of
firms - under the fulfilﬁent is iHSpected'aﬁd_if neces—
sary sanctionred. The ponséquence is, thet for big pollu-
ters, like electricity companies, pollution control is
an integral part of planning and decisionmaking of the

firm,
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In some cases pollution control politics have contributed
toc the change of products. For instance more producers
are bringing more phophate-free detergents on the market.
Another well known example can be taken from the automo-
bile-industry. Here the new policy is to produce clean
motors which are envirommental friendly. Product-change
means research and development costs and investments 1in

new capital goods and new production technigues.

To conclude this section we can say that pollution
control "~ politics in the Netherlands - and in other
countries as well - have had great influence on the
action-possibilities of business. There is no part of
the Dutch industry that is not confronted with pollution
control politics. The politics and with that the govern—
ment have stepped into the business cycle and have
become an nearly integral part of the industrial sector
of society. |

What were the factors that have influenced the develop-

ment of pollution control politics?
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4. FTactors that have influenced the Development of
Pollution Contrél Politics

4.1 Environmental Consciocusness

In the Netherlands the natural_environment has beeen a
problem for some time. In the beginning of this century
the first environment protection association was fpunded
It lasted until the 1960s and 1970s when there came s

wide consciousness. The reports of the Club of Rome
(Meadows etc.al. 1972, Mesarovié and Pestel, 1974) were
of great importance to the development of such a conscicus—
ness. The reports were published in a spiritual climate
that was sensitive to new impulses. '

In 1972 several environmental associations concentrated
their forces into the Nature and Environment Foundation.
From then on more associations and pressurégroups at
national, regional and local level were founded. Alsoc the
media played an important role, They reported thoroughly
about the Club of Rome reports, pollution problems and
technological innovations (see for instance Appendix C).
This huge interest in environmental problems and the
environmental consiousness resulted in pollution control

policy and laws on national and international level,

4.2. International Policy: EEC-directives

The international policy in the field of pollution
control has developed very rapid the last twenty years,
There are a lot of treaties on the field of”ﬁarine
pellution control, pollution of rivers that cross country
boarderlines etcetera. |

The activities of the European Community are:of direet
importance to the Netherlands. In 1973 there was a first
action programme which mentioned preventiﬁe control
mechanisms. In the second programme (1976) pollution con-
trol goals and principles were formulated;fBﬁt'even before
1973, there were EECvdiréctives,'méant'tdﬂacﬁomodéhefmé—i’

tional laws to international standards, especially concer-
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ning pollution by road traffic. Nowadays there are di-
rectives for industry concerning waste substances, dan-
gerous substances, noise production of machines, the use
of fuel-o0il, dumping of toxygen substances, waste water
etcetera,

All lawgiving activities of the.member-states have to
be reported to the EC Commission. Furthermore there has
to be conformity between national and communitory direc-
tives for preventing financial instruments to influence
the competition among business in the member-states or

influence the free trade within .the Community,

4.3 Organisational Setting at the National Level

To understand the development of the polliution control

politics, one has to view developments at the national level.

Until 1971 the health and eavironmental policy was under
the jurisdiction of the Ministry of Social Affairs and
Public Health. In 1971 a new department was created:
Public Health and Environmental Protection; It was
expected that this new ministry would give direction

to the pollution control policy as a whole, It was meant
to develop as a coordinating ministry, respongible for
environmental-parts of other ministries as well,

The young department grew rapid and tufned out to be very
productive. The production has been shown in section 1.
Table VIII illustrates the personel growth of the pollu-
tion control sector of the hinistry.

Table VIIT - Personel of the Mihistry of Public Health
and Environmental Protection, 1972, 1975,

1980, 1983
Year | Personel H Year I :Personel
1972 37 H 1980 | - 177
1975 106 1983 © 265

Souces: State almanacs, 1973, 1976, 1981, 1984

The staff consists of relatively young academics who in
most cases had their first work-experience within the

department.
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In 1982 the ministry was devided whereby the envirommental
sector became 2 part of the Ministry of Housing, Spatial
Planning and Eovironmental Protection.

In the last 14 years it turned out to be very difficult

to construct comprehensive environmental legislation. So

a sectoral-approach was chosen with the sectors air, water,

bottom, waste and noise.

4.4 Scientific Discoveries of new Health Challenges

There is a growing knowledge about the effects of air,
bottom and water polution and noise nuisance on man and
nature. Environmental biology, -chemics, -toxology and
health sciences are disciplines that have developed during
the last two decades. More and more substances that bring
damage to our health are discovered. Some examples of such
discoveries are:
~ injurious effects of cooldioxide (CO2) on the radiation
balance on earth;
- injurious effects of polychlorinbifenyles (PSB’s) on
man and animal;
- vegetative disturbances (especially high blood pressure)
as an effect of noise nuisance,
These discoveries stimulated policy-makers to develop
pollution control politics, because negative effects of

industrial production were demonstrated dramatically.

4.5 Pollution Calamities

Disasters always have gréat impact on politics. That is
also true for environmental politics. International
examples are the poison disaster in Soveso;(ftaly - 1972)
and several disasters with oil-tankers like;fhe Amoco
Cadis (France -~ 1980). N

In Holland the discovery of polluted grouﬁﬂ on which
houses are built, is a recent example;'The:first case was
that of Lekkerkerk (1980). The media put aildt of atten-
tion to it (see Appendix C)and huge amounts of money were

spent to clean op the dirt ground. Soon after, the govern-
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ment did a national inventory to see wether there were
more cases of polluted soil, More polluted grounds were
discovered and the govefnment hurried teo make an interim-
act (SCIA). But even before the Act was accepted by the
Parliament (1982), sociled grounds were cleaned up. For
the first 108 projects in 1981 the government spent

f 48 mln. On the budget of 1985 a sum of f 185.5 min.

is reserved,. '

At this moment the top priority ef pollution control
politics is becoming acid rain. In the next few Years

millions of guilders will be spent to solve that problem.

4.6 Wide Parliamentary Support for Pollutien
Control Politics

When tﬂe parliamentary discussions of the bills of the
environmental acts are viewed, it can be noticed that
there is a wide parliamentary support for the environ-
mental politics. The bills were accepted with a large
majority and sometimes - as in the case of the NNA -

with unanimity. The need to reduce or prevent damage or
nuisance is common. It crosses Political space. Although
the right-winged parties (VVD and CDA) are more critical
about the bills than the left winged parties, all parties
subscribe to the demand that pollution coantrol politics
must prevent us from harming the environment for present
and future generations, _

To give an indication of the wide support we will refer
to the next case. '

In the beginning of 1982; sbme members of the Second
Chamber introduced a motion meant to stimulate economic
recovery. The motion suggested that the progéss of econo-
mic recovery demands the enlightment of fihéncial obli-
gations to existing and starting firms, expecially with
reference to energy-, fiscal-, capital—_an:pollution
control costs, (Second Chamber, 1981-1982, 17 000 no. 89).
The motion was widely supported after it did tot speak

of pollution control costs (to be reduced) but of speeding
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up pellution control procedures. In that way there could
be no misunderstanding that pollution control norms could
not be replaced. (Van Ditmars, 1984)

4.7 Countervailing Powers

When we lock back at the sections 4.1 - 4.6 we can see
that there were a lot 6f powers that stimulated the in-
crease of pollution control politics. There were however
also countervailing powers.

Business did not Iike the increase. But the tide was
against them during the last 15 years. The tide was
changed after the second oil crisis of 1979, Business
became more and more supported in its calls for more room
to act; higher profits it became believed, are a must to
stimulate investments.Economists on both the right and
left side beceme supply-side economists. On the political
level the change came with the present Cabinet Lubbers
(1682 - ...).

In this changed situation there is in fact no room for
poellution -control politicé that restrict the acting of
business and thet increase production costs. However the
effects of the legislation of the 1970s are felt at this
moment. For instance the NNA was created and developed
in the "firms-unfriendly" period and is now being imple-
mented. Maybe it will partly be deregulated, but that
will require an amount of time.
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5. Bffects of Pollution Control Pelitiecs on Business
Attitudes and Behaviour

5.1 A Commeon Tdeology

In this paper we will not give a representative picture
of the common attitude towards pollution contrel. Instead
we interviewed 20 business representatives from firms,
Chambers of Commerce, entrepreneurs organisations .and 25
bureaucrats of the province of Gelderland.

The business representatives accept the fact that pollu-
tion control politics are necessary. The degative exter-
nal effects of production are noticable and have to be
internalised some way or another. At the same time they
afe unanimous in the perception that regulation in the
Netherlands has gone too far. There is a close web of
regulations and prescriptions that has bounded business
acting too much. It is also thought that some regulations
do not deal with real pollution problems. For instance
five respondents think that the part of the NNA that
deals with industrial noise has a great weight within the
Act although road and air traffic noise is the real

noise nuisance problem in society.

An unanimous mentioned problem of the Dutch pollution
control politics is the length of the procedures to get

a licence. Because of the fact that every change within
the establishment needs & change of the licence, the
productibn process is delayed. Sometimes it takes years
before a firm can get the necessary licence and can make
the planned investment,

Another point which is often mentioned concerns the

fact that pollution control politics is too much directed
to short term improvemehts. Industrial firﬁs are forced
to invest in capital goods that reduce the emigsion of
dangerous substances etc;, without paying aftentiOn to
the economic depreciation of the capital gbbds. In that

wady optimal economic : firm policy is frustrated.



b

—

——

—-23-

One answer to high developed government intervention in
the private sector is deregulation. In the Netherlands
dereguletion is propagated by the employers organisations
(business organisations) and the ministry that traditio-
nally is concerned about the intrests of business, the
Ministry of Economic Affairs. Special attention is paid
to the deregulation of formal procedures (licencegranting
proeedures, appeal procedures etc.). Employers organisa-—
tions have asked for the abolition of some appeal-possi-
bilities in pollution control acts and for the simplifi-

cation and shortemning of the procedures.

5.2 Expectations and Attitudes

Most business representatives in our sample belief that

‘most of the development of Dutch polluttion control

politics is behind us., Some urgent porblems, like acid
rain, will now and then intesify the politics but most
policy frameworks are.fixed. Licence-granting is a
continuing process because every change of establish-
ments needs adjustment of licences, but there won't be
much new types of licences.

The business representatives aknowledge that the business-
voice was not much heard in the past., But they think that
there is much to be saved int he implementation stage of
the environmental laws. In the interaction with the public
administration bureaucrats there are many p0831b111t1es

to pay attention to business interests.

The pollution control policy terrain is very complex,

Most etrepreneurs admit that they have lost the overview.
But commonly they say they know what regulatlons are rele-
vant to the individual firms.

This pictire is affirmed by the civil servants at the
provincial level who we interviewed (N= 25) More than

half of them think that entrepreneurs know.the relevant
regulations rather well. Seventy pereent'df'the respon—

dents percept an increase in the habituation of entrepre-
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neurs to the environmental politics,

However 90 Z of thé bureaucrats percept the problems that
entrepreneurs have with dealing with the procedures within
thelpublic_administration, although most of the respondents
think there is an increase of the bureaucratic competention
of businessmen.

A big difference is signalised between the knowledge,
skills and attitudes of big business and those of small
business. The latter have much more trouble with dealing

with pollution control politics.

5.3 Reactions on Pollution Control Politics

In principle we can distinguish the foliowing possible
options that firms have, when they'aré confronted with
pollution control politics,' (see also Hirsqhman, 1971)
1. Exit : closing (a part of) the establishment
removing (a part of) the establishment
2. Voice : protest direct or indirect via business
ocrganisations against the politics
3. Offence : neglecting licenceprescriptions, not paying
charges etcetera. '
4. Conformity: changing the investment policy
' 'changing the production process

changing the product.

5.3.1 Exit

The exit option is a very strong option. But both
business respondents and civil servants notice that this
option is seldom chosen. Firms do not voluntarlly close
their establisments. There are other ways. When there are
business economical problems they can get in contact

with the civil servants. These bureaucratslare able to
listen to the businessmen and do somethlng about the
problems (a term delay etc.). There is yet.another way.
That goes via political actors (officers) at the local
and provincial level. They can give dispenéations.

In Holland, were pollution control is a mafter of natio-
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nal legislation, removing a firm means going to another
country. This option isalso very seldom chosen - ar least
when pollution control is seen as a motive., The stap is
too big. Notice that the country nearest to the jurisdic-
tion of Gelderland (were we interviewed the civil ser-
vants) is Western-Germany. In that country poellution con-
trol politics are also highly developed and they put
burdens to the activities of business. Maybe a research
in the southern part of the Netherlands will show other
results, because entrepreneurs may percept advantages

of the politics in Belgium,

5.3.2 Voice

-‘This option is very common It can be divided inv:

a. direct protest of the individual firm in the direction
of the public administration:

b. indirect protest via business organisations.

There are a lot of direct contacts between individual

firms and the public administration. The most important

réason for contact is the licence-application ( see also

Hanf and Van der Gronden, 1983). This contact is purely

an individual matter between a firm and a contact-bureau-

crat. The licence is granted in a process of negotiation

between these two. The civil servant can pay attention

to the wishes of the firm, the economical situation of

the firms and to the local situation. When a firm is

not ssatisfied at the bureaucratlcal 1eve1 it can apply

to the political level.

The possibilities to protest are wider for & big

firm than for a small firm. Important faqﬁ§£é tb this are

the economic importance of a firm - politicians are

very anxious toincreaéé,unemployment - and_;he_knowledge,

skills and attitudes of businessmen that stimulate the

entrance of big business to the public admigistration.

In sector 5.4 special attention is paid to the rele of

business organisations.
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5.3.3 QOffence

The possibilities that firms can chose the option to
offend the pollution control policy depemd on the possi-~
bilities of the public administration to uphold the rules
by monitoring and sanctioning the activities of the firms,
Offence was a very reasonable option under the Nuisance
Act; Only 40 % of the firms that had to have a nuisamnce
licence did not have one in 1979. And only 25 % had a
licence thaﬁ fitted to the situation. The ultimate sanc-—
tion of the act - closing the establishment - was almost
never utilised. (Bennet, 1981, Aalders,1984)

The Dutch government is paying more and more attention

to the upholding of environmental laws. Very recently

the police is equiped wifh means to deal with pollution-
delicts, '

The offence option was attractive to the firms for quiet

a long time, but now it is decreasing.

5.3.4 Conformity

To conform to pollution centrol politics means to alterate
things in the firm. |

The alteration of the inavestment-policy - like giving up
planned investments - because of a pollution control
measure, does appear sometimes, Investmen:é that are
necessary from a point of production-technical—view are
seldom changed. Plans for totally new investments are
sometimes cancelled. -

Seventy percent of our.bureauératic respondents percepted
that alteratien bf the production process happens often,
The 1icence—prescriptibns_sometimes constrain the altera-
tion of the process. Other times a change of the process
makes dealing with the_pfescriptions more expensive,

The alteration of the product e.g. the subéténce of the
product does not happén_véry dften, accordiﬁg_to

most .0of our respondents. The produét is verj_often the

"reason d'etre"™ to a firm.
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These reactions appear more often when they are stimula-
ted by positive incentives (subsidies and'pfemiums). The

effects of negative incentives (charges fees, prescrip-

“ tions) are not that clear.

5.4 The Role of Business Organisations

Dutch business is relativelyhigh orgaﬁised. The organisation
grade in 90 Z. There are no firms with 30 employees or

more, which are not organised. (Vroom en.Van Waarden, 194)
Beside the organisations with voluntary membership, there

are Chambers of Commerce with obliged memberships,

5.4.1 National Busines Organisations

Concerning pollution control, the two umbrella entrepre-
neurs-organisations in Holland cooperate with one anothe.
Since 1971 there is a joint Bureau for Spatial Planning
and Environment (BSPE) that assists diverse workshops of
the entrepreneurs onrganisations. The bureau monitors the
national politics, tries to influence politics, gives
information to the branch-organisations and to individual
firms and gives advice when firms ask for it.

There is regular contact with members of the Dutch Parlja-
ment. The MP's, especially those of the right winged par-
ties, are stimulated to ask questions * to the government
and to introduce r motions and amendments to bills.
Furthermore there is a fegula‘:ontact with the Ministry
of Housing, Spatial Planning and Environmental Protection
(before 1982: with the Ministry of Public Health and
Environmental Protectioh).

In the first years of itsléxistence, the sector Environ-
ment Protection did not show much intrest in the BSPE.
Until the mid 70s, there was a one»way—corréépondénce.
Concerning the designing of the NNA the Bﬁ;éau tried to
get informaticon and make suggestions. The-Miﬁistry did
not respond . This situation escalated in]é.;onflict
which was settled in 1976 when the chairmaﬁ;bf one of the
umbrella organisations mr. Van Veen met théfminister

mrs., Vorrink. Since then there is a regulaf deliberation

on the field of pollution control.
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In advising the members of the business organisations
several chanels are used. In the first place the BSPE
has its own publicapion periocdicals which alle firms can
subscript to. In the second place there are circulars

that go to all branchorganisations. These organisations
can decide by theirselves whether they disseminate the
information to the fifms. Finally there ére'several work
shops. In those workshops representatives of diverse
branches and regions do participate. Although the work-
shops primarily have a bottom-up functions'(becéuse

the representatives bring in the experienceé.and viewpoints

of the firms) they emanate information to the firms.

5.4.2 The Chambers of Commerce

In the Netherlands there are 38 regional Chambers of
Commerce. The Chambers could play an important role in

the field of pollution control politics, since the Dutch
provinces are important in the implementation process of
those politics. The jurisdisctions of the Chambers do not
cross he boarders of the jurisdictions of the provinces.
In practice the meaning of the Chambers differentiate

per chamber. Some Chambers are mnot more than uﬁits that
organise meétings between the public administration and
the firms within the jurisdiction of the chamber. Others
play a very active role, They hire experts to give advice
to individual firms when these firms are applying for a
licence. They also act as deliberation partners of the
business. _

Potentially the Chambers can fulfill an im?ortant function,
A survey on the relation between local governments and
firms shows that firms do get information abhout government
measures via the publications of the Chambers. These
publications are more important to the firms than govern-
ment publications or talks with civil servants. More than
half of the respondents think that they get enough support
from the Chambers on general policy matters. (VNO, 1983) .
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2.2 Pollution Control Experts in Business

‘Whether a firm has one or more pollution experts depends

on the size of the firm and the way and'amodnt-that a firm
is confronted with pollution control pelitics, The size

is. the most important factor. Most firms that are confron-
ted with pollution control measures and that have more
than 50 employees do have full-time or part-time experts,
In nearly all cases these experts are technicians who
implement technical measures within the company, Only the
very large firms (more than 1000 employees) have juridical
administrative persconel at their disposal, -

Pollution control is more or less a technieal matter, The
more juridical aspects of the politics are rather restric-
ted. Within the public administration Ehe juridical side
of the politics is however very important. The juridical
apects that business is confronted with concern mainly
procedures, Juridical knowledge and skills.do come into
picture when there aré appeal-procedures. Firms then
usually hire lawyers, _
At this moment we cannot give a complete picture of pol-

lution control experts'in business. (see é.g; Grant, 1984)

The positions of the experts within the firm differ per
firm. It depends on the amount that pollution control
considerations are of vital interest to a fifm. In the
case of the electricity company of sectioﬁ-l.l no altera-
tions are made before the necessary licences are granted.
Pollution control is an integral part of thé decision-
making; the experts have direct entrance to the important
decision-makers. Hanf and Van de Gronden found that pol-
lution control problems are treated on a2 rather high level
in a company: by production leaders, heads'bf technical
services or laboratoria énd/or management level., (Hanf
and Van der Gronden, 1983)"
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6. Effects on the Relaticn between Politics and Business

6.1 Political and Bureaucratical Competence of Business

Did busiress learn from the goveranment interventions? The
¢ivil servants we interviewed percepted a development in
contacts between business and government., During the first
five years of the modern pollution caontrol pelitics (1970 -~
1975) the contacts were not optimal, Especiélly the bureau-
cratical preocedures were g problem to business. Nowadays
businesmen have got used to these procedures and know how
te handle them.

There is a big differende however between big firms and
small firms. Small firms see poliution comtrol as a trouble—
some constraint to fulfill the primary function: production
of goods and profit maximazation. Most of the interviewed
civil servants think that the hiring of specialists helpt
firms in dealing with control-problems and in the contacts
with the public administration. Specialists within business
and within the public administration communicate with each
other on the same level. -

The increasing political and bureaucratic'épmpetence on
field of pollution control 1s merely a matter of hiring
specialists. Their function is primarily dealing with
pollution control problems of the firm and the relevant

politics and/or dealing with the public administration.

6.2 The attention that politicians and bureaucrats
pay to business interest-aspects of pollutlon
control politics,

The degree in which politicians and buréaﬁcrats\pay-égtéﬂ-
tion to business interest-aspects of pollution control
politics variates strongly. B

In the first place there is a distinction bétwéeﬁ politd—
cians at the national level and those'at.the.subnational
levels, At the subnational levels business interests are
more interwoven with other interests - even personal
interests of politicians. Business problems that lead to
unemployment are more deeply felt at the local level than
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at the national level. Hundred unemployed people are of
greater weight at the local level. Politicians at the
local level ares more amenable to business-interest-argu-
ments. A second factor of importance is the influence that
the second oil-crisis (of 1979) has had. The decreasing
profits gave no room for pollution control investments
that were considered as unproductive invesﬁments. Politi-
cians and bureaucrats accepted that and did not press

the firms to invest in pollution control. So the economic
trend has influence on the attention that politicians

Pay to business interests.

Bureaucrats always have to take "business-interests into
consideration. Although the enviroamental interest was of
primary importance in the-past, the civil servants have
increasingly paid attention to the interests of the
firms. If they do not pay attention to those interests,
the firms have the option of appealling to the politicians

and the administrators.

6.3 Contacts between Business and Government

It is not possible to say something about the interaction
between government and business without paying attention

to the size of the firms. Small firms (less than 50
employees) do not take initiatives. Managers ¢f those firms
await the things that come from the government. As one
civil servant told: "they wait and see wether it is neces—
safy to oppose the measures that come, or not."

Big firms anticipate developments and try to adapt to

them, They have 2 long term policy of_theif_own to apply

to pollution control politics. _

The interviewed bureaucrats Percepted unaﬁimously a more
stiff attitude of small firms. Apparamthly small firms think
that opposition pays ~itself back.

Big firms react more flexible. Such a reaction is possible

becawe among other things, the pollution control

costs per unit of production are often less than those of
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small firms. Furthermore "big polluters" are 9ften more
aware of the necessity of centrol measures and accept thenm.
They know themselves they are poliuters. Small flrms often
do not see.or want to see that they pollute,

Big business representatives take time to get to an accep-
tible solution for both business and administration. They
see that being on familiar terms with civil servants has
certain advantages. These advantages do not concern the
fact that certain pollution control provisions have not
to be realised but do concern the terms in which the pro-
visions have to realised. Sometimes the strict upholding
of norms is delayed; good deliberation might accomplish

that a firm gets the benefit of the doubt.
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7. Conclusion

After World war II government-intervention has expanded
increasingly. The intervention in the private sector on
existing pélicy fields increased and new policy fields
were developed. In the Netherlands the pollution control
politics are an example of a strongly increasing state
intervention. Business managers were faced with a new
dimension of the environment of the firm. Someway or _
another they had to internalize these effects. (see Lawrence
and Lorsch, 1967), Did that lead to a new businessman?
The reaction of the big firms was that.they hired
specialists who had to deal with the pollution control
problems. These specialists are the ones who interact
with the public administration. These specialists are

new to fhe business-sector. Their primary task lies not
iﬁ the production line. As a'matter of fact they are part
of the overhead costs of the production of.firms. Their
primary concern is dealing with pollution,-pollution
control and pollution control politics. Business produc—
tion and profit—seeking_is a constraint to them.

This is in contrast with the other actors within firms
who are primarily concerned with productidﬁ_and profit-
seeking and who experience pollution control and the
pollution control politics as constraint to their acting.
The managers of big firms cannot deny the impact of the
poliution control politics on their policyédecisions.
They also have to deal'with_the'pollution control aspects
which the specialists put into the decisioﬁbfoéess. But
there is not much evidence ?hat the dynami¢ field of
pollution control politics and the government interven—
tion that goes aldng with it, has changed the attitudes
and activities of the managers, - ‘

When we look at smali firms, we can see that the managers
are priﬁarily concerned with production and pr0fit—maxi_

zing. Pollution control and the politics are seen as
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(troublesome) constraints. The constraints cannot be
denied, but do not change the attitudes and activities

of the managers,

We can conclude that there is no new manager, There are
however new experts within the big firms and within

the business organisations. They posess a relatively
important position because some business-activities cannot
take place without paying attention to pollution control.
The pollution control politics have created a new kind

of professional within the business-sector of society,

That same conclusion¢an be drawn for the pﬁblic admini-
stration. There have been political pressures to develop
policies for relatively new problems. And administrative
apparatus was created to implement the policies. The new
civil servant faces pressures from within the public
administration to implement the policy as determined. On
the other hand they visit business and have to desl with
the striving for continuity and profit maximazation of
firms, whereas that striving is influenced by the policy
the civil servants have to implement. ' In their decisions
they have to find an optimal mix of policy arguments and
business-arguménts. There are not much c¢ivil servants
outside the pollution-control sector who find themselves

in such a position.

Finally politicians are more sensitive to business the
last five years than they were in the 1970s. The second
cil crises made them pay more attention to effects of
pollution control politics on business behaviour and the

profit-seeking of business.
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NOTES

(1) The last revision stems from 1981

(2) Gélderland is one of the eleven provinces of the
Netherlands. We chose that province for a pilot study
because it is the provincé inwhich the University
of Nijmegen is situated. The choice for this prevince
is arather pragmétiCal'one.

{3) In an earlier study, respéndents in the public admini-—
stration thought bottom, air and water pollution
a much bigger environmental problem (Potman, et.al.
1984 ) B |
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APPENDIX A

POLLUTION CONTROL LAWS, DECREES AND CIRCULARS

Total amount per vear (1975'.1980’ 1984)

Act¥* number of number of number of
articles circulars decrees

: 13731980 1984 | 1975 1980 1984
SWPA 40 - - - 4 5 9
APA 104 - - 1 : 10 18 24
MPA 22 . - - - : 1 1 1
CWA 63 I B
WA 99 - - 6 - 7 17
NAA 186 GEx gEX ]Gk - 3 55
SCIa 41 - - 2 - -
Nuclear Act 89 - - - 13 14 15
MOPA 15 - - - .
Nuisance Act | 44 3 6 13 2 2 6

* De full names of the pollution control acts are mentioned

in section 1.

**Including the circulars of 1972, 1973 and 1974,
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CONTRIBUTION OF THE ELECTRICITY COMPANIES TO THE

POLLUTION OF THE ENVIRONMENT

Emission of substances bij electricity companies and the
total industry in the MNetherlands in 1982 (in pollution units)

cool nitrogen | sulpher aerols Jalde
monoxyde | oxydes dioxydes | - : hydes
Electricity :
companies 2.0 85 214 11 1.8
Total emisgsion
of the industry 11 168 374 18,8 4
Source: Statistical pocketbook 1984
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APPENDIX C

THE ATTENTION THAT TWO NATIONAL NEWSPAPERS PAID TO SOIL
POLLUTION : '

number
of arti-
cles

200
190
130+
170+
160+
150+
1404
1304
120+
110+
1004

904

80+

70—

60~

1975

= "Algemeen Dagblad"

= "NRC-Handelsblad"
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(1) Introduction

This paper attempts to describe and explain what seems to be a
significant change in businessl attitudes and respoﬁses to what is
widely perceived as a major problem facing the UK: : unemployment [see
Moon and Richardson, 198). We are attempting to arialyse a rapidly
evolving process, in part illustrated by a myriad of local initiatives
its conclusions must inevitably be rather tentative. However it does
seem that the nature of the developments taking place sugg;ests
something more fundamental than a series of ad Ihoc unconnected
responses. There is a movement of corporate responsibility in the UK
wvhich is directly addressing itself to the probl_em of high and
persistent levels of unamployment and the econamic collapse of a

nuber of conmunities,

We begin by setting this new dimension of corporate
'‘peliticization® in-mntext, indicating firstly that it is not unique |
to the UK and secondly that different types of interaction between
government and business have becane a well established feature olft the
British policy process. What is new is the involvement of major
corporations in local economic development initiatives with the
primary objective of generating new eamployment éppormnities. F:\
significant number of UK écirpanies are moving beyond a traditional
conception of their economic responsibilities to-a more watward
locking view which connects corporate economic viability with the
wider economic, political and social enviromment in which that company
functions. The argument is then not that politicization of business
or corporate responsibility 'are new phencmena, }:lut that in critical
respects they are coming to embrace new concerns, with important
inplicétions both for the businesses themselves and for local and

national political environments.
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The bulk of the paper is concerfied . with eamining this
movement or shift in the corporate attitudes or 'mind set' [Schacht
and Powersg, 198)]1 at three levels: (1) individual corporai:ion {2

national '"umbrella' organisations and (3) local partnerships. Whilst

- these levels provide convenient units of analysis it must be

amphasized that in practice they owverlap. Individual corporate
concern has crystallised into a coordinated umbrella movement which
has in itself stimulated more local initiatives, Drawings on findings
fram our current research we will examine one major lecal initiative
in the UK which illustrates a mumber of major themes and points to
some critical issues concerning the future dévelopment of this new

aspect of corporate responsibility.*

(2) The Context

In order to illustrate the nature and scope of the changes
occurring in conceptions of corporate responsibility it is necessary
to map aut the established terrain of corporate social involvement and
politicizati-on. The idea of the 'carpény town' where one major
amployer dominated the local econany and took on a wider sociai role
in creating a planned ccmm:riity goes back to the .C19_1"_h with companies
like Cadbury's {Bournville). More common was the social concern of
individual entrepreneurs - eipressed in a tradition of private

philanthropy, for example Rowntree's of York.

*We are conducting a camparative research project into public-private
local eamployment initiatives in Britain, funded lky the Neath
Development Partnership (see Moon, Mcore and Richardson,] forthcoming,
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‘The political .involvement of business .:'I..S also not a new
development,  Individual business leaders have long been politically
active through manbership of political parties and general contacts
with Government at ministerial and official levels., Many major UK

companies make donations to political parties,

Individual personal and corporate involvement 1n the political
process has become highly organised, particularly through the channel
of 'peak' representative associations like the Confederation of
British Industry {(CBI} IGrant and Marsh, 1977]. With the growth of
Government intervention in the econany since 1945 in a variety of
roles from facilitator and pramotor to director and controller, the
linkages between business and politics have become a permanent feature
of public decision making [Abrahams, 1974; Richardson and Jordan,

1979). .

The development of a corporate policy towards political or
governmental demands and interventions in the econcmy has been an
established feature of American business [Vogel and Bradshaw, 1980).
These authdrs have identif‘ied three dimensions to 'corporate social
performance’s (1) philanthropy, (2) 'responsibility' focusing on the
way the corporation conducts'. its business operations and (3) ‘policy’
meaning the ar_:tiéulated positian of corxporations on issues of pablic
policy affecting business and wider society. It is this third element
that has been identified as the growing phencmenon and it extends the

nuber of ‘'stakeholders' to which the corporation feels some

accountability, R.E. Thomas (1977) has described this increasing

caplexity confronting husiness management as the 'negotiated

ewironment', The corporation is not sinply looking to satisfy its

4
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shareholders but alsb its anployees, constmers, environmentalists,
residents of its locality of c¢peration, and a range of public agencies
at local and central level. Saune corporations have responded Ly
¢creating identifiable organisational wunits or staff with
responsibilities for developing its 'policy’ [Grant, 198l]. What
might have once been seen as a reaction to the external environment
has becane an attempt to anticipate socialb changes by developing
linkages and forecasting and scanning of the cperatipnal enviromment,
net just items of the market place but also wider political and social

processes,

At the same time as these developments of corporate
responsibility and politicization have taken place there has been a
growing interest In the potential of local econcmic initiatives to
help resolve same .of the adverse impacts of structural change,
especially high uemployment, in industralised countries. The limits
of macro-level public sector responses and traditioﬁal policies of
trying to attract new inward investment to declining regions have led
to a variety of new localised responses and initiatives aimed at
indigenocus growth. The EBC launched its owm programe of local
consultations on suach inij:iatives in Spring 1982 mainly designed to
cellect information {[CES, 19831, This led to a Commission
Communication to the Counéil of Ministers in Nbvembe;: 1983 [EEC,
19831, A Council resolution adopted in June 1984 now constitutes the
ERC's policy on these develq:nehts, calling upoﬁ' member states o
create a more supportive policy environment for the growth of local

initiatives [ERC, 1984). The EEC itself has used the Buropean Social

Fund to support individual projects and is c,ontinui'ng the process of

local consultations.
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Within the EE}C‘. countries it seams that the concept of local
;

econamic initiatives anbraces two broad trends One is that of the
'social economy' where alternative structures of enterprise are
supported like commnity businesses as cooperatives. This is apparent
in the work of the Botique de Gestion in France [Le Marois, 1983) and
the comunity business m&vement in the UK [Moore and Skinner, 19&].
The second approach is based on the 'market econamy' but focusing on
how to support new small businesses which will revitalise the rnafkgt
in  declining local econanies and help tackle the problem of
unemployment. It is within this second approach that corporate
involvement in the UK has developed. Whilst this particular approach
may be_ moré pronounced in the UK there are amples of major
corporations in other EBC countries taking a similar 1line, for
example, the Philips project in the Bague [Todd, 19'8_4:]. More recently
a Eurcpean wide initiative inwolving UK umbrella agé.ncies has been
announced designed to assist new businesses and job creation through

technological innovation [BIC, 1985il.

(3) Individval Campany Postions

Whilst the concept of corporate social responsibility has been an
established feature of US business enterprise and is spreading in the
UK, the degree to which a wider responsibility is consciocusly
articulated is variable. _ As part of car own research programme we
contacted over 100 major UK based corporations in _. ‘the manufacturing
and service sectors (including major financial institutions) in order
to gain information about their attithdés to corpc)r’aﬁ_e -responsibility
and their activities in this field with particular .r:.e_gard to econamic
regéneratidn and enployment. Thus whilst we recongise the value
of corporate sponsorship of artistic and sporting events and support

for charities and voluntary organistions, we were primarily interested
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in whether they fiad widened this more traditicnal conception in the

face of mounting levels of unemployment. The responses revealed a

variety of ideal type orientations which we categorise below,

(a)

(b)

{d)

Traditional conception of corporate role. For example:

'What possible distinction can one make between being 'involved
in the employment field' and heing a large employer?’

'We do not have an explicit corporate policy regarding our mle
in the eawployment field nor have we been involved in specific
projects, Our involvement in this area is purely that of an
amployer of labour!'

... we are not involved in the ‘'emplovment field"' beyond
enploying and maintaining a staff of arcund 2,000 in the UK',

Rarrow definition of corporate responsibility:

'this carpany has ... for many years had an wunusually high
profile in terms of a progressive approach to personnel matters
and employee relations generally «++ However we have never
wished to publicise car position in this respect and certainly we
are not a political company and do not wish to become so involved"

Fragmented response where the corporate centre has no a{p]:icit
polic;y beyond ge.nerél moral support for involvement by local
management and plants. This can both enbrace firms which
gemiinely are active at the devolved level _. without having a
corporate capacity or knowledge of such activity, and those who
use this as an excuse fof non-activitys

‘Cammunity involvement is generally considersd to be a le.'LSlOnal
or even an operating company matter’ _

'The plank of central policy is indeed that executive control in

cperational matters ... is devolved to the General Manager of
each of cur subsidary operating companies which number over 100*

'In keeping with our devolved structure, these efforts are for
the most part initiated and pursued by individual menagement who
are best placed to assess the needs of the area and what they can
do to help!
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Another exanplé of a fragmented approsch is where the centre
reacts to propesals on a case by case basis with no explicitly
stated policy framework.

"While there is no specific statement of policy we examine any

requests received on their merits and as sympathetically as
possible’ '

(d) Concerted but internalised response, Many UK firms are involved

(e)

in providing work placements as part of the Manpower Services
Commission (MSC) training programme for school leavers, the Youth
Training Scheme (YTS)., Thus they are making available their own
resources for a broader training purpose than the company might
itself require but the activities take i::lace within the

organisation rather than the wider commnity.

Another example of this response is support for individual
emplovees about to be made redundant by the cawpany. Whitbread's
have for same years run an internal counselling scheme helping
workers re-train and apply for alterenative amployment. . This
scheme was considered to be worth using on a wider basis autside
the campany by the London Enterprise Agency (LENTA) which in
association with whitbread launched the Forum foi: Caunselling and

Unemployment. Services (POCUS) in 1982

Concerted and externalised, - The most committed Jevel of

corporate involvement is to be found in those companies with an
explicit policy position, an identifiable organisational unit
with responsibility for implementation and a range of projects

based within the local émmmity where the company is based.



. We would hesitate to draw any fim conclus__ions' an the basis of a

2 limited and relatively simple survey. fiowéré_r we can report that
most of. the responses fell into the fragmented category, with a

small sample at the traditional end of the écaie of commitment

and an equally small sample in the highly cammitted category. In

rmost cases a fragmented response did not suggest non-involvement

although a further survey of cperating. subsiduary plants would

reveal to what extent such activity occurred at the local level,

One of the longest established corporate responsibility
programmes of any UK based campany is that of IBM. This long predates
the recent upsurge of local initiatives, IBM's Public Affairs
Department was set up in 1967 as a:

"formal recognition that it was no longer enough for IBM +o
contribute to the economic wealth of the country solely by
meeting its basic organisational responsibility. It was felt
that it should be participating at another level, devoting
resources to help solve problems in society which may appear
quite unrelated to IRM's basic interests' [IBM, undated],

Such involvement had to go beyond 'token handouts' to a’ 'real
investment' in the community. Whilst IEM was not -mggesting that
private ocorporations should assume responsibilities of Govermment it
clearly regarded itself as a social pariner in meeting amnerging needs
and problems. IBM believes that corporate involvement requires a
'business rationale' linking it to the mainstream of its cperations
and not samething on the periéhery of the 'organisatim. The emphasis

is on a planned response to social change and anticipation of problems

R T R T R T L

and how the corporaticn can contribute to their solution.



IBM's main contribution has been through a _seéond:rents programmne
running since 1970, This programme involves formal égreanents between
the participants - the corporation, individual secondee and the
receiving organisation - setting out terms and conditions of the
secondment, planned re-entry back into the corpofation on campletion
and the maintenance of regular cammnications between secondee and
corporation, Over ten years IBM calculates that it has seconded 110
full-time places on coammnity projects, Secohdment policy has
developed to focus an a number of identified key areas of concern,
namely: inner-city regeneration; training for the disadvantaged
youngster; support for the di;sabled; and industry - education links.,
IBM aims to second one awployee per 1,000 per annum which translates
into about 25 secondees every year and in 1983 the carpany spent over
£2.2m on commnity projects. These have included support  for the
several local Entereprise Agencies, MSC training schemes and the
pramotion of information technology training, and woluntary and
charitable -crganisations like Help the Aged or Manchéster Council for

‘Voluntary Service, s

Another example of a major corporation with an explicit position
regarding its social resgoﬁsibility is BP, Whilst being a highly
diverse organisation with numercus separate trading cawpanies under
the corporate identity there is still a central framework within which
policy has developed. BP produced its latest corporate statement on
this issue in Novewmber 198 signalling the groﬁihg importance of
econamic and ewployment projects alongside more tr_éditional corporate
support of charities and the arts [BP, 1984].
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The ocampany put forward five guiding prihciples governing its
involvement in individual projects. These were: (1) the involvement
of local staff, (2) responding to local needs and priorities, (3) a
local BP cperational_ presence, (4) the use of secondments as a
realistic alternative to direct cash funding and (5) partnership with

other local agencies.

Within the campany inplémentation of policy is located in a
Corporate Commnity Affairs Group with 16 staff under an Assistant
Manager within the Government and Public Affairs Department. The main
spheres -of activity are: camumity projects, inciuding econanic and
employment .initiatives; donations and sponsorships; and education and
training. Expenditure by the BP group of campanies 1n 1983-84 under
the Commnity Affairs head was £2.6m.  In 1983 Group profits were

£ 866m.

Same coompanies have ‘developed a focus on particular areas of
cammunity support. PFor example, the Midland Bank set up its owr Small
Business Unit in 1979 to act as a focal point for clients and has
supported a nuwber of Enterprise Trusts like LENTA. In 1984 the Bank
established a network of eleven regional business édvisers to provide
a free ser&ice to small growing firms, This type of activity by banks
can be viewed really as an extension of their main operational

objectives as well as part of any commnity involvement programme.

BAT Industries set up a subsidiary campany called BAT Industries
Small Business Ltd, under the Group's Deputy Chaimlan, which has
developed two managed workshop projects in  inner _- city areas in
Liverpool (Takteth) and London (Brixton) both scenes of urban

disturbances in 194l. whilst these projets are &xpected to break—even

hd 11
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they are not seen as strictly commercial mvestmants | By meking full
use of Government grants and tax relief and by arré_nging leasing deals
with the property owners, BAT has in fact avoided direct capital
commitment however its 1ole as a local stimulator énd packager of
resources may have been indispensable, These two developments are
seen as flagship projets supported by corpora_te headquarters to act as

a catalyst for its local operating companies to assist local projeqts.

Two corporations merit special mention for their long standing
involvement in specifically local econcmic develcpment and because in
their respective ways they have provided subsequent organisations with

model approaches,

One of the first companies to sponsor an Entetpr:ise Trust in the
UK was Pilkingtons of St. Helens in Merseyside. The St. Helens Trust
was established in 1978 with backing also from the 1local council,
other local firms and trades unions. Like subsequent Trusts it
concentrated its activif.ies on helping new small businesses through a
range of services including: advisory and oonsultancy support;
financial help, both directly through its own venture capital fund and
as an agent for the County Council and Eurcpean Social Fund; provision
of managad mrkshopé; and business training, In 1984 the Trust had an
operational budget of £100,000 of which Pilkingtons contributed
£40,000, other local fims £35,000 directly in grants or through
secondrments or consultancies, with the balance being met from public
sources, principally thrdlgh Urban Aid proviﬁed' by the Department of
the Environment and local authority. Not surprisihgly given this lead
in prdmtiﬁg the concept of Enterprise Trusts, Piil{ihgtons' Chaiman,
Sir Alistair Pilkington, has been a praminent supporter of 'thé

growing Trust movement in the UK

v 12
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A different approach and more ambitious in scale has been the
role of British Steel Corporation {BSC) through its specially created
subsidiary campany BSC {Industry) Ltd. established in 1975, with the
specific dbjective of helping stimulate new enterprise and employment
in declining steel areas. This initiative has been described as the
first substantial corporate effort in Eurcpe specifically directed to
this end [Tcdd 1984, pp 13-25), BSC {Inaﬁstry) has operated through
local teams in each area providing a range of business advisory ‘and
supporﬁ services. One of its most significant contributions has been
the provision of managed workshcps, using redundant steel sites, to
pranote small enterprises. Since 1975 BSC (Industry) has received
nearly £50m from its parent campany, although its aim is to become
increasingly self-financing through investment in new enterprises and

the provision of other services.

Finally when locking at the attitudes of individual companies to
wider corporate responsibility there are some fimms who cited the
impact of the recession as a reason for either non-involvement or
withdrawal, For example: | ‘

'In general the effects of the current recession have been so

severe that we simply do not have the resources free for

‘corporate responsibility’ activities at present.’

our own survey of the involvement of major UK based corporations
in social responsibility activities points to similar conclusions to a
study undertaken in 1983 on behalf of BP Chemicals {Dichlian, 19831,
This was based on a sanple of nearly 80 campanies and found that only
25% had developed formal poiicy statements or inplemented cooherent
plans for corporate responsibility, although all were 'acutely aware'
of their responsibility to be 'good citizens'. However once prompted
into thinking about their involvement fram ;:utsi.de agencies this

tended to produce a positive response and approximately 60% saw their

13
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involvement in social issues as being a deﬁéléping aspect of their

operations, especially within their localities of business activity.

The survey calculated that the average oontribution firms made to
charities and non-commercial sponsorship amounted to  £200, 000 per
annum, although the largest contribution was £1.5m. (A survey of
corporate donations of UK fimms in 1980-8 indicated that about 0.1%

[Einancied Times, 13+i-53]
of profits was given, compared with 0. 8% in the USA, ’\ A more recent

study of the top 200 British firms in 198 suggested slightly higher
[charihies Avd Foundatied] _
UK giving levels of 0. 21%& Only 50% of the interviewed firms made
secondments, and generally this was a reaction to requasts by
individual staff members rather than the result of a coherent policy.
The survéy concluded by arguing the need for more axternal direction
and prompting, which it believed would stimulate an untapped potential
to give more concerted support to activities 1like providing YTS

Placements,

2

So whilst UK corporations are becaming more involved in wider
caummiﬁy activities the picture is still uneven in terms of any well
developed_ policy in many cases. Indeed in some cases comitment seeams
to take the form of a very hJ.gh §mfile response whidh may cbscure the
actual level of resources. being released. For é:anple Shell's
'Livewire' scheme in Strathclyde generated radio, television and
newspaper publicity calculated to répresept the equivalent of £46, 000
worth of advertising.  The commitment Shell was in fact making, apart
from administering the scheme, was to provide business advice to new
firms started by young people whiclh were entered for a business

campetition, and to give prices worth £900 [Shell, undated]. The

catalytic role of umbrella organisations has thus assumed particular

14+
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support their own cbjectives, whilst Govermment seeks the support of

fpeak' social groups to legitimise policies and provide necessary

. information and expertise to formulate those policies, Increasingly

this linkage has in certain policy areas becane highiy formalised and
business has becane more of a policy actor giving rise to the concept

of the 'Corporate State' and "tripartism' IGrant and Marsh, op.cit.].

A major exanple of this policy style is in the field of
industrial training where the main public aggéncy charged with
responsibility for implementing Gowernment programmes, the MSC, is
structured so as to co—pt key interest groups, including the CBI.
The introduction of major new training programmes 1like YTS héve
depended upon securing support | fran industry .both to. formulate |
acceptable policies which reflect the expressed needs of industry, and
in the implementation of such policies Isee,Méqﬁ "and Richardson,
1984]. It was the'specific requirement for firms to provide training
placements for such schemes that led to the creation by the CBI of its

SPU at the request of Government in 1979.

a4

The objective of the 5PU was to mobilise maxirmm private sector
participation in the scheme thereby making it -'relevant'. This
pramotion and marketing role apened up the scheme to more influence by

business. Thus the SPU was proclaiming that active' involvement would:

'Help  to produce a Governmment policy that is founded on the
realities of the mid 198%0's workplace and make sure that it will
facilitate what we believe will be the position towards the end
of the century' [CBI/SPU, 19831].

The Unit was staffed by same 30 secondees From CBI member firms
and operated on a regional basis throughout the UK., 1In its first full
year of operation it prw'ided some 40% of work experience placanents

under the MSC youth training pﬂ;gramte.

16
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Although set up origin'ally to specifiqally pramote  Government
training schemes within the private sector, tlhe SPU widened its femut
with the initiation of a series of Cammnity Action Programmes (CAPs)
from March 198, This reflected a growing concern within the CBI
about unemployment as cpposed simply to training proﬁision {cBI 198
and 1982}, The SPUs experience in marketing traihing schemes had
revealed an absence of any longer term thinking about employment
prospects at the local level. This led the SPU to test ‘the
possibilities of launching local initiatives first]_.y by arranging for
a number of town studies sponsored by individual- firms. Initially
four locations were selected on the basis of perceived problems and
the potential for an integrated commnnity response, By 1963 the
nomber of CAPs had reached 21 with a further 20 planned for 1984, and
the dbjective had becare to set up such studies in all ccmnmnities
with unemployment exceeding 12% and an employee population of 100,000.
One of the most sighificant findings of these initial studies was the
relentless growth of unesrplbynent, in particular for -young people, to
be ecpected: on the basis of known projections about arployment
opportunities in each locality.  These surveys revealed that r; large
mumber of firms could increase cutput substantially without increasing

jobs [see, Richardson, 19-83.1.

These studies were not silrply designed to meet the information
gap about énploylrent trends at a local level, but more critically to
create a basis for same concerted local response to improve econamic
performance through a variety of initiatives supporting indigencus
business growth, Thus .-t'he' SPU  had moved towards the kind of
activities engaged in Ly BIC in promoting a net@brk of Enterprise

Trusts,

17



(b} BIC and the Enterprise Trust movement

 BIC was established in 1981 following an | Anglo-aAmerican
conference of major corporations chaired by a Govem&ent minister and
the report of a subsequent wé;rking party. It was created to provide a
means of proamoting the concept of corporate responsibility and
involvement in econanic'-"and employment initiatives and to provide a
loose mational framework to guide local projects, | particularly those

4

based on the Enterprise Trust model.

BIC's nmembership was initially based on the most senior
representatives from 25 major corporations plus the Trades Union
Congress, CBI, voluntary sector and leocal goverme;nt.. It has a small
Executive Unit staffed Ly secondees fram the private and public
sectors. By 1984 membership has grown to 100 organisations. The
network of Enterprise Trusts spread rapidly follo*»riﬁ;g the launch of
BIC and currently numbers nearly 200, Wwhilst local trusts are I.
autonomous bodies over which BIC has no control, it has actedas a
pronoter, a_dviéer and general forum for discussions about future
directions and needs, The ewphasis however is very mich m‘ local
i.niti-ative and control. Organisations like the CBL/SPU and BIC simply
provide a framework within which local initiatives_@ ‘develop. The
real drive cames from below and to understand the 'movement' it is

vital to look at what is happening at the grassroots.

(5) ‘The Frontline: Local Responses — the Neath Study

The Neath Development Partnership is one of‘--t_he most heralded
‘local initiatives in the UK. Neath is an cld iﬁdﬁstrial town of some
66,000 people in South Wales. Tts economic history and structure

reflects the old dominance and subsequent decline of the basic

industries of the area like ccal mining and steel and metal

v oo 18



manufacturing. The local econamy has a relat.'ive]..y narrow base both in
terms of sectors represented and the number of fim‘s providing
significant enployment, Whilst in the early 1970s unemployment in
Neath was below national and regional averages, the town suffered from
a series of closures and rationalisations during the late 1970s which
led to an unemployment rate of 16% or 4,296 pecple in November 198l at

the start of the Partnershp initiative.

It is not cur intention here to detail the activities of the
Neath Partnershi.p since its formation, bhut rathef. to focus on the
development of its strategy for local economc regeneration,
organisational structure and resourcing, and thus draw oat the

critical features of this experiment,

The Neath Partnership arose fram one of the Qriginal rounds of
CAP studies in 198, It vas sponsored by the International Thomson
QOrganisation (ITQ) which; ~ through one of its subsidiary campanies,
owned the local newspaper. The study recommended the setting L'.I“p‘of a
Partnership involving major employers in the area, local authorities
and trades unions which would carry cut a 3eries'_§f programmes  to
pramote the economic revival of the town, and spe;!ifically help create
new job opportunities to widen the employment base. The major
sponsors of the Partnership were ITO, BP OIl, Metal Bax and Neath
Borough Council. In addition a number of indivif_i_uéls from a variety
of organisations were invited to sit on the Board, including the
County Council, Welsh Development Agency (WDA), individuval trades

unionists and former Welsh Office civil servants. .

19



The fundamental objective of the Partnership is to help
regenerate the Neath econamy through supporting new Job opportunities,
An initial target of providing for 1,400 jobs 1:{'{. 1985 was set by the
Partnership, The major strategic programmes for 'aﬁhieving this target
involved: (1) pramnotion of small enterprise by f.he provision of alvice
and managed workshops; (2) pramotion of MSC t.rainiﬁg schemes like the
YTS and information technology training ' programme (ITEC);: (3
pramotion of MSC funded temporary job creation projects for the Iong
term unemployed; (4) prdmtion of tourism; and (5) general marketing
of Neath as a place to do business, both locally and to the catside

world.

It is noticeable that the Partnership has had relatively Llittle
involvement in attracting major new inward inve.-stmé_nt. with significant
employment potential for Neath. This is primarily the responsibility
of central government and regional development  agencies. The '
Partnership has also tended to focus hea.vily on s@porting new small
enterprises,‘ rather than helping established largé:' firms in the area, -
because of perceived problems in gaining access to sich firms and of
the resource implications of offering a specialist Avisory service of
this nature. The overall strategy cawprises two basic approaches.
Firstly, indigenous development of new ecqn’c_zﬁic activities,
conventional small businesses' or more coooperative based wventures
arising out of the tenporaryjob creation schemesl sponsored by the
Partnership., Secondly the attraction of new investment and wealth to
the area, principally by promoting Neath as a tourist centre throagh a

variety of individual projects welded together in a tourism strategy.

20
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The impact of the Parﬁnership's activities are, like any similar
local | initiative, difficult to assess accura;-:ely. whilst the
Partnership says it has helped to create 800 jobs since 198l with a
further 500 'positively predicted', plus the provision of some 600
full-time training or work experience placements, | over the same pericd
same 1,000 jobs have been 1ost from established businesses, Tt is
clear that the econanic regeneration of Neath leading to a sustained
reduction of Jlocal unemployment will be a long term process, given
both the existing structure of the econamy and the general impact of
low demand and the introduction of new technologies; In the short—
term the Partnership is managing to hold down the rate of increase in

local unél'tploymt.

The Partnership has aptly illustrated the concept of the

Enterprise Trust as a catalyst extracting and packaging the resources

of - a variety of agencies in the public and private sex:tdr. This -
leverage assumes many forms for example: direct sponsorship of the
Partnership itself; provision of assets for the Pa}mérship to pranote
and managé," like small business workshops; a variety of MSC ‘funded

schemes; the skills and resouces of private sector'managers within the

Partnership office and sponsoring firms; and encouraging direct new

private sector industrial épd cam‘erciél investment in theAEea through
its development strategiés. Much of the actual phjrsi'éal development
of Neath under the umbrella of the Pértne.rship, ll.ke the workshop
programme, envircnmental —improvements, trai_ning.a_nd job creation
schemes, are underpinned Ly public sector money, although the
cbjective of most develogreht is to encourége ccrm\ercml investments.
For eample the development of the small workshop _pfogralme has cost
same  £1.5m of public funds. so far in order to provide accomodation

for about 60 new enterprises employing 200 pecple.
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The packaging together of a number of resources and programwes to
form an integrated strategy for development is best illustrated in the
proposed Special Project, cambining an inner urban renewal scheme with
an integrated linear tourist programme throughout the Vale of Neath,
The generall concept of Special Projects is that a given level of
public sector pump-priming investment will Jlever substantial new
catix\ercial private sector investment. The .progranme is being pramoted
by the WDA in selected localties. Neath Development Partnership
siezed on the idea and put together a proposal to the WDA and other
public funding bodies based on an integrated area development project,
linking together Neath Borough Council's plans fdr_ a mixed commercial
and residential development in the town centre with its own plan for
pranoting tourism in the area. | The total cost of the Special Project
amounts to nearly £20m, of Wﬁiéh over £12m is a{pected to come from
the private sector, although the ratio of publ ic to private investment
is clearly more orientated towards commercial ir;veétment in the inner '
urban development. The public sector contributions include
commitments from Neath Council, Welsh Water Authority, Welsh Toirist

o

Board, MSC, West Glamorgan County Council and the EEC.

The construction of sﬁch a package of .i.nvesﬁtents involves the
Partnership in a process of what might be called ‘'policy
entrepreneurship’. Whilst the Partnership itself. directly has no
significant financial resources to invest in such ideas in its om

right, it negotiates and promotes these ideas with those agencies with

the funding.' It is fundamentally concerned with wuvnlocking these

resources and packaging them together in a coherent development
strategy. The skills required are those of negot:i_.ating and marketing
more typically associated with commercial enterprise rather than

direction and control characterising traditional local government,
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This dependency on the resources of others, both to sustain the
Partnership's own exXistence as an organisation and to carry ot
specific development projects, dJdoes raise problané. Negotiation does
not always overcome blockages fram those who contrbl the necessary
financial and physical assets. 1In the longer term the existence of
the Partnership as a distinctive agency may depend on widening its
resource base. The present cawmitment of sponsors to supporting the
Partnership over the next few years is not clear. Over—dependence on
any one organisation could lead to a weakening of éapacity to think up
new schemes, to bring together a wide variety of backers and tap a

range of skills,

A central aspect of the Partnership's relationship to its network
of sponsors and project partners is its links with Neath Council which
is the single largest direct provider of rescurces to the agency. As
a result the Partnership in suame cases is acting directly as an agent
of the authority, for -exaxrple in managing the small entereprise
workshops or pramoting the town as a business and tourist loéation.

[

The Council is well represented on the Partnership's 'Board.

The balance between accountability to its primary financier and
the freedan. to pursue ideas:and pﬁt together development packages is a
delicate one. There is alsd the wider issue of fhe implications for
local democracy and polit:;cél control in d;elegatitig responsibilities
and resources to a non-elected agency. ©On the one hand the Couneil
finds the Partnership a useful means of extending 11:5 own impact on
local economic development, principalljr by bringing in new skills
which can lead to new developments, 1like the tourism strateqy and

Special Project, On the othér hand because it doé.s provide the major

direct financial contribution there is a danger that the authority
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will exert too much control over the activities of the Partnership,
and subject it to going through the full decision making procedures of
say a functional department, This would generate clashes of
operational style. In sgpe ways iocal authority sﬁpport for this type
of set—-up does involve more than simply a financial cammitment. It
also regquires an attitudinal change, since the Partnership can be
viewed Ly people within the authority as encroaching on their spatial
and functional responsibilities. The responsiveness of local
authorities to " private sector intervention and partnership in the
field of econanic regeneration is likely to be highly variable, partly
depending on the local political enviromment. For eample sanme UK
local authorities like Liverpool have tended to reject the
intervention of specially created agencies sponsored by central
government and the private sector, arguing that resources should be
given to the elected and accountable political aathority. In other
cases, like Sheffield and the Greater London Council, the authority
has a hi«jhly. articulated vision of how economic policy should be
developed which amphasises the leading role of the public sector in
steering investment and creating job opportunities, It thus Igem:\es
critical to the equilibrium that both partners recognise the
contributions and expertise of the other, The relationship is close
and undoubtedly the Partnership is involved actively in the local
political process, based on negotiation with and lobbying of not only

the local authority, but regional and central levels of government.,

{(6)  Motives

Why have a number of Ieaf_iing corporations .'thrmgh their own
programmes, and by spénsc.xrsh'ip_ of national énd local unbrella
organisations, becane more involved in wider cammnity development

issues, in particular econamic development and employment? There are
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probably a number of personal and organisationél explanations for any
particular firm, but in looking at the argquments advanced by the
leading actors themselves there is a 'strong sense of enlightened self-
interest rather than vague notions of charitable altruism. Indeed the
dynamic of involvement seems to be fundamentally based on a
functionalist model, which relates the organisation's own survival to

the wider political, econamic and social environment.

At one specific level when discussing the involvement of the
CBI/SPU in marketing YTS we referred to the political lebbying role of
the peak business pressure group in the UK seeking to influence and
shape public policy. An estension of .this inflﬁence is active
involvement in implementing policy, which is clearly of critical
importance in the success of public training programmes. The CB1/SPU
by éncouraging firms to become inwolved in providing placements
offered the expectation th&t this would lead to a greater influence
over how Y'I‘S' developed to the benefit of business.

Widening the focus to more general political concerns, the.r‘e is a
strong Ielesnent of belief that the private sector must became involved
in the employment issue because the consequences; of doing nothing are
too dangerous., Firstly it itlay be that Government feels impelled to
directly intervene on the econony in ways which mun counter to the

private sector's perception of its own interests:

'ee. companies fear that if they meke no atteampt to find
solutions to cammmity problems, the government may increasingly
take on the responsibility itself. This might prove costly to
the employers both in terms of new dbligations and greater
intervention in the labour market. Many companies prefer to be
one step ahead of government legislation or intervention, to
anticipate social pressure themselves and hence be able to
develop their own policies in response to them' [CBI, 194l].
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Ultimately the future of the private enterprise system may be

underminded, As Lord Sieff of Marks and Spencer's has argued:

'If we who manage do not appreciate the value of, and pursue in
this day and age with patience and tenacity, a policy of good
human relations and constructive involvement in the community
then we must not be surprised if we wake uvp one morning to find
oarselves members of a society that few of us want, where
democratic values no longer c¢perate and there is little freedom.
Then we shall only have curselves to blame' [BIC, undated].

In other words companies and husiness leaders are increasingly
adopting an anticipatory mode of thinking to political and social
changes generated by economic problems, partly to diffuse possible
reactions against the interests of the private sector. In a number of
instances of corporate involvement at local level there is an implicit
acknowledgement that business has a responsibility when it is
generating part of the uné‘@loynent problem through rationalisations.
This was a Specifié factor behind the involvanent'df Pilkington's in |
St. Helens where the campany had halved its workforce with the loss of
some 8,000 jobs due to productivity Iimprovements, Si.m.i.larlsyi the - -
rationale behind BSC (Industry) was -clearly. to address the
consequencés of BSC's major restructuring programme launched in the
mid 1970s which ‘led to significant job cuts in steel towns 1like
Shotton (North Wales) where 7,500 jobs were lost, Consett (Durham)
with 3,700 redundancies, Scunthorpe with 9,000 and Corby with 6,000,
In mény of these camunities because the steel plant was such a
significant local employer, the secondary mpact for other 1local

businesses and for the spé'lding power of the ccmmmity was immense.

Many major corporations face this dilerma.. To cperate more
efficiently and compete in the market, campanies feel it is essential

to rationalise operations and displace labour., This creates a growing

.26
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gocial problem, especial].y in those communities  significantly
dependent upon one campany or mdustry This issue is currently of
great significance in the UK as can be witnessed by the problems
facing the coal industry, and it is interesting to note that one
resbonse' of the Natiocnal Coal Board to the impact of its pit <¢losure
pr@rm is to follow BSC's example and establish a subsidiary ‘job

creation corpany [Financial Times, 30 Jan, 198&1.

Not all campanies involved in local initiativés have such a
direct relationshp with the commnity. The policy statements put
forward by major corporations like BP and IBM emphasise a more general
interdependency between éorporation and compuni ty, This
interdependence is partly an issue of economic viability - the decline
in buying power brought about by high uwnemployment, for example. EP
whilst having an established ocomwmnity involv&aent programme in
supporting charities and developing links with schools perceived a |
significant shift in the econamic and social' enviromment during the
1970s which demanded a rethink of its existing policy. The cr‘if:ical
ccxrponeqts of this change were the growing use of new technologies,
rising uwnamployment and the major restructuring of industries, This
led EP into thinking about what ways it could make same contribution
to managing this changé w:u.thm the canmnity, since if nothing was
done there would be social and econamic disruption which conld lead to
rejection of a(isting cultural and social values .[BP 1984]. The
experience of urban riots in the UK had illustrated the poténtial
dangers of allowing inner cities to decline.  Involvement was

enlighted self interest not altruism.

- 27



TBM argued that corporate responsibility programes were an
integral investment for busin.ess'l not same periphezfal activity. The
campany reflects very clearly the widening perception of corporate
responsibility from the established stakeholders in the corporation -
its custavers, employees, supplieres and investérs - to embrace 'the
fifth dimension' of the larger comunity ['IBl}i, undatedl. Thus IBM
clearly regarded this activity as a 'function of survival' for +the
campany itself, but more critically 'to society's continued acceptance
of the private enterprise system'. The amphasis is on planned
response to change, anticipating problems and oor_xsc:iously seeing how

the corperation can contribute to a solution.

It is oertainly apparent that in the extension of corporate
responsibility the role of leading individuals in the corporate
hierarchy is crucial in placing the issue high on the policy agenda -
and mobilising the organisation’s resources [Vogel an_d Bradshaw 1980;
Dichlian 19831, Yet what these individuals are saying in explanation
of their own and their company's comitment to the widened view of
responsibility is that it is rooted in an enlighted self-interest
vhich fundamentally has a functionalist imperative, that is corporate
survival both individually and systemically.
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As Lord Carr, Chairman of BIC and of the Prudential Assurance
Carpany has urged:

'To pick up this responsibility is not just a public duty it is

also in business’ own self interest, because persistent large

scale and long term wnemployment undermines the cpportunities for

business saccess Jjust as surely as it threatens the country's
social and political health and stability [BIC, 1985iil.

whilst erphasising the recognition by corporaﬁions of the need to
adopt a new approach to their responsibilities to wider society, it is
important to note that there is a strong external pus}i by the present
UK Government to secure an active corporate involiremﬁt in wrban and
amployment policy. Following the 1981 inner city riots in England,
the Government was concerned to make suame visible response to social
Idisturbances. This reaction was seen at its sharpest in Liverpool
where the Secretary of State of the Environment became the unofficial
'Minister for Merseyside'. He set up an interﬁepuﬁtntal Task Force
which also included a number of managers seconded by the private
sector to work in the area, bringing different public and private
organisations together and seeking ways to accelerate project:?. * and

encourage new developments.

At a broader 1level the Secretary of State also established a
public-private boedy called the Financial Instiﬁ:tions Group (FIG)
camprising officials from the Department of Enviromment and seconded
managers from major financial institutions., This group was charged
with examining existing inner area initiatives and in stimulating new
jdeas. ‘The Group visited the USA to learn from the experiences of US
cities following the race riots of the 1960s. This ii_]fluenced some of
the recamrendations which FIG produced including: the creation of the

Urban Development Grant designed to lever substantive private

investment for a range of urban projects through the provision of scme
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public sector purp—priming funding; and the establishment of a
campany, Imner City Enterprises Ltd., to identify investment

ocpportunities for the private sector.

The Government's erphasis on mblic—privatg _partnership and
increased corporate involvement in urban policy does mot preclude
major public etpenditure or initiatives. Alongside the FIG and
Merseyside Task Force, the Government created the Merseyside
Developiment Corperation which has been described as the largest single
urban renewal project in the UK this centry [Heseltine, 198&1 with an
annual budget of £24m and control over scme 900 acres of derelict

dockland,

There are thus two dimensions to this growth of corporate
activity, The drive from within the private sector_ as expressed by
individual business leaders, campany policy statements and programmes
of involvement and the umbrella organisations acpl:.cltly annmg to
increase this activity. This is supported by an external push frcm a
Governme'nt. camnitted to the private enterprise econamic system and to
trying to re-establish or reinforce that system in areas where the
market has becane weak and where the Government feels itself to have a
limited direct role in stimalating regeneration. It is ironic
although at the same time an indication of .t.he Government's
commitment, that it should play a very active role in inducing the
private sector to respond by creating the post of a Minister for Small
Firms who has strongly promoted the idea of Enferprise Trusts in
association with BIC, it is not surprising thét the Government has

firmly supported corporate initiatives and established new forms of

partnership adding new dimensions to the concept of Urban Partnership
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as understood in UK urban policy, which has been largely based on co-

cperation between different levels of government (HMG, 1977).

Whilst the shift in corporate attitudes may be uneven the
establishment of organisations like BIC and thé myriad of local
initiatives like the Neath Partnership suggest an important movement
beyond the traditionalist modes of corporate responsibility, . The
development of partnerships at local le.vel and the increas‘ing
interaction between government and business at a national level in the
formulation of policy (e.g. FIG) and its implementation (e, g. CBL/SPU)
cements established relations between the public and private sectors

and adds new dimensions to that interaction.

(7) Prospects _
This review of the development of organised corporate involvement

in local econcmic development and the unemployment issue in the UK
reveals a dramatic increase in activity over the last 3-4 years.
Fram a number of isolated high profile company programmes there‘ has
developed a much more broadly based ‘movement! promoted from mithin
the business commnity and énthusiastically supported by Government.
The motivating factors have been a mix of pol.itica].., econamic and
social which have pushed cori_:orations to adopt a more overtly oatward
locking and anticipatory approach to community responsibility, The
underlying dynamic is not altruism, but a conscious_.éonnection between
econamic viability of the individual corporation 'ahd the private
enterprise system to the state of the local ec:onomy and the wider
political and social order. Business is moving even more firmly away
fran being a client of public programmes, desighéd to encourage
industrial relocation or training schemes for e:é:rpie, to being a

policy actor at the formulation and implementation stages of pablic

policy.



However car study of the variety of initiatives being spawned in

< ¢

the UK under this corporate involvement raises a mumber of questions
concerning future directions which we would like to cutline here as a

way of prancting further discussion:

{a) Is this involvement a permanent feature of economic and wurban
policy or a temporary reaction to specific political, econamic
and social crisis? e have seen how incidents like urban riots
and plant closures have been an important factor behind the
growth of corporate responsibility., The developnient of organised
umbrella groups and Government encouragement Wcsuld suggest that
rather than witnessing a short-term reaction we are locking at

the establishment of a longer-tem response.

(b} This above qu_eétion may have significant J'.rrplicétions for local .
goverménts: will they continue to tolerate encroachment of their
‘traditional territory': or learn to apply the“ entrepreneurial
gkills which they have generally lacked hitherto and apply. these

. to their traditional functions. We would expect continued
variation in business-local government relations partly as a

result of local political attitudes. These may hinge on whether

local. councils are content with the new injection of flexibility

EIFE LA

created Ly partnership and can tolerate 'stretching' lines of

accountability,

Lt e d
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{c) The nature of that response is very much rooted at the 1local

T

level and emphasises creating amployment opportunities,

particularly through pramoting small scale indigencus enterprise.

Is this becaming a substitute for public sector or macrolevel
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(d)

{e)

(£)

policies or is it cawplementary? Already within the Enterprise
Trust movement there 13 scme concern that the focus on new very
srall  firms may be an inefficient use of scarce .réscrurces [CEI,
1985), or a case of too rﬁény 'écirpany midwives' and not enough

'conpany doctors!?,

The rapid growth of local initiatives also raises resoﬁrcing
problams. Is there a limit to how mny'partnerships and projécts
the private sector is prepared to support? &e '_resouces already
too thinly spread and can we expect to see soma initiatives
collapsing? Our own research in South Wales indicates same
concern amongst sponsoring agencies, like the WDA and Welsh
Office, that there is too much emphasis on forining hew Enterprise
Trusts and not enough on making sure existing ventures are

adequately resourced and working effeétively.

Whilst Enterpise Trusts are develcping quickly aJ:l over the UK it
is noticesble that the network is spatially skewed towards
established industrial and urban centres, leaving behind many of
the most deprived areas., for extample remote ru.ral cammunities or
the peripheral housing estates on the edge of the inner cities.
Indeed in these area business led responses supporting
conventional enterprise may be less adequate than alternative

commmity based initiatives [Moore and Skinner, 1985).

To what extent can amployment and urban policy be 'privatised’.
The Government is clearly keen to push cor.porate inmlvement in a
variety of ways but corporations still see their overriding
responsibility as being to cperate efficiently and competitively,

even at the expense of jobs. Resources for secondments or direct

- 33 »
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funding of local projects are still a very minor elewent of
the corporate budget and public funding remains a critical
camponent: of many venmreé and may become even more critical over

the longer term,

34
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If a great deal of literature in the French social sciences has been
devoted tc the study of French natlonal planning, gelatively little has
examined the economic strategies and programs of locai administrative
government. This neglect can be explained. by the the nature of the
French socizl and political systems which has led PFremch planners and
researchers alike to prefer economic models based on the assumption of
"development from above”,[l] As sﬁch, Frencﬁ iﬁdicative plancing has
been patterned in theory after wvariations of Perroux;s "hierarchical
development models, and in practice by state subventions aund grants to

the grands grouﬁgs and regional growth poles. —-cf

-

In the last decade several events have put such practices to question.
In sharp contrast to the era. of ecoudmi§ expansion of the "trente
glorieuses”, in the nineteen eighties the TFrench economy has
stagnated. The Inappropriateness of former State planning models based
upon the assumptions of redistributive politics has proven particularly
glaring in a period of economic scarcity. In searching for solutions
out of this quagmire, the govefﬁment has taken a new iﬂtefest in tée
small business sector and given new responsibilitiés toe local
administration, These trends are at ;he very core of the recent "lois
de decentralisation”. Three years after the publcation of the first of
these reforms, an evaluvation of a new wave of local economic strategies
can be undertaken.

-

1. As opposed to that of "development from below”. See, among others,
W. B. Stoehr, "“La crise #&conomique demande-t-elle de nouvelles

strategies de de”"veloppement regionale?,” in Phillipe Aydalot, Espaces
et Crises, Paris:Economica, 1984,



Three propositions will be developed in the pages that follow. First,
the current reforms, while revolutionary.in theory, mostly legitimate
former local practicés. Second, since the "1018.46 decentralization™
have greatly politicized the administrative process, their eventual
impact will depend upon the willingness of local leaders to imnovate
upon or ‘circumveunt their new respoﬁsibilities. Finally,-direct public
Intervention Ir the economy, the one tfuely innovative feature of the
reforms, has quickly become outdated. 1In support of these hypotheses,
the first section of this paper offgrs a description of the_legal bases
and former practices of local authorities, the éecond an examination of
the "lois de decé;tralisation" and of current practices ' of sevEfal
localities, the -tﬁird casges sﬁudies of relations bhetween Ilocal

anthorities and the U.D.C.A. cooﬁerative,' the Yumbo co:poration, and

the Pechiney group.

Local Industrial Strategles

Ever since local authorities in the Ancien Eégime built communal ovens
and cleared public pastures, loéal'government has 1mp1emEn£§d economic
policies. However, the French judicial system didn"t recognizéd the
autonoemy of local authorities, aﬁd' thgs such efforts ﬁe%e largely
extra-legal, sporadic and spontaneocus Qesponses to locél needs. The
underpinnings of local economic pdlicﬁ must thus be examined not only
in reference to the legal texts, but by their interﬁretafion by the

Conseil d"Etat and local authorities.

- 7 -



"

Five legal texts have been traditionally citéd as definiﬁg the scope of
local publie intervention ip the French private sector: .Article 7 of
the Allarde decrees of March 2-17, 1731 states catégoritally that "aAll
people will be free to exercise whatetér trade or proféssion that he
pleases...,"[2] 1In contrast, Article 61 of the Law of:&bril 5th, 1884
authorizes the municipal counell to "regulate communal affairs by its
proper deliberations”. This apparent conflict was partial;y resolved
with the Decrees of HNovember 5th and December 28th, 1926, which
legitimatized local action "when the communal interest so justifies™.

Finally, thirty. years latér, the law of May 20, 1955 - specified .§be

forms that such local economic intervention might ggke,[3l

"...in the social and economic domains, notably by means of
direct participation (by 1local authorities) or simply by
their financial engagement in (para-public) agencies or
private concerns....having for an objective the execution of
work serving the public interast: ravitaillement, the housing
of the population, social assistance,,. and urban or rural
renovation.”

The point of contention over the vears has turned arcund the
interpretation of the notions of "communal affairs™, "loecal public

interest”, and "defaillance”.[4] The Consell d"Etat has proposed

2. The text was intended to eliminate the <corporations of the Ancien

regime, As several crities over the years have peointed out, to

guarantee each individual the right to practice a trade is not
necessarily to forbid local government from providing an eccnomic
service.Elle Alfandarl and Herbert Maisl, "Les conditions juridiques
des interventions economiques,” Les interventions economiques, Paris:
GRAL, p. 40, '

3. Article 1 of the decree 55-57% of May 20, 1955. Article 3 extends
the same possibilities to departmental authorities "“when the
“departmental interest” so justifies.” '

4. Defaillance: the failure of the pfivate sector to meet: the demand
for a public good, ' ’

1
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conflicting interpretations over the years, its conclusions seeming to
privlege the political climate of the times thaﬁ any concept of
judiclal precedence.[5] The great number of administrative decrees and
directives pertaining to tﬁese laws only complica;ed the matter
further, giving little leeway to local authorities, The “Poniatowski"”
directive of 1976 is characteristic of the lot, allowing the prefects
to approve local econcmic initiétives, but reminding them that,

* it may create competition betwéen municipalities;

* it conflicts with the principle of the liberty of free
enterprise;

* most local authorities are unable to soundly judge
the health of the local economy.

In practice, local authorities often circumvented the law, or just

plain ignored 1It, whenever local conditions "justified® public action,

Though much publicity has been given to the early attempt§1of municipal
socialism and the recent fatlures of the Lip corporation ir Besancon
and Manufrance In Saint-Etienne, the nature of such operations on the
whole left few documented sources of the extent to ~which loecal
authorities have intervened in the local economy. We can note a faw
examples here of the practices thét seemed more or less coﬁmon in the

years preceding the decentralization reforms:

D method was to streteh the i1dea of the "local public.;nterest" to
the point where a para-public agéncy could be formed for commercial

activities, In November 1977, for gxample, the mayof of Coublanc

5. Compare for example the decisibnS; rendered in CE Chambre syndicale
de Nevers, May 30, 1330; CE June 23, 1933, Larabre s 1933, 3, 31; ¢F
June 12, 1953, Syndicat des exploitants de cinemas de 1 Oranie, D 1960,
402, ' -



activities, In November 1877, for example, the mayor of Coublanc

refused to accept the closing of the town”s three textile factories and
the resulting unemployment.[6] ~~ The Municipal Council c¢reated anm
! . .

"Association de gestion et de developpement de 17emploi EE milieu

rural, which i{n turn negotiated a subcontracting agreemenﬁ with the
Majorette copporation for pieceworkfof tﬁe town”s unemplOyed,Using one
_of the abandoned factories as a depot, the association ‘soon ehployed
one-fourth of the commune’s work force. Similar practices had been
noted in Hasparren (Pyrenées—Atlantiques), Archigny  (Vienne),

Saint~Vallois (Vosges}, and by the department of the Savoie.[7]
- -

-

Another broadly applied practice was that of "indusgriﬁl hotels™: the
purchase or construction of factories which were in turn rented out at
below market prices to prospective clients. In Grenoble, the Socialist
municipality of Hubert Dubedout lanced the "Cemoi operation™ 1in 1978;
 The intervention consisted of buying a recently abandoned chocolate
factory, and then refurnishing it for use by small industrial firms.
The city owned Ehe property, 1lts management was subcontracted out to a

parapublic agency (a Societe d economie mixte.) The factory soon

housed thirty-seven of the towns PME (small and middle sized industrial
firms) and assured a level of employment egqual to its former

cccupants. Besancon, Angers, Marseille, and Toulouse ware among the

many cities to have adopted this practice of usine-relais.

v e il it it

6. Coublane is a village with a population of 750 in the
Saone-et-Lolre. :

7. Michel Herblay, "Quand les communes font des affaires, L’Exgansion,
Apr. 17, 1983, p. 86. ' ’ :



Finally local authorities engaged.in a wide variety of less spectacular
actions whose legitimacy was generally accepted by the state. Such
actions Iincluded public works projects, legal counseling, aﬁd business
prospecting by the local officials. Dominique Lorrain, noting that
576,000 employees were included on municipal payrolls in 1979, has
argued convincingly that employment practices of local government in
and of themselves were an important instrument of .economic policy.[8]
Municipal <¢ouncils, often in coordination with local Chambers eof
Commercé; offered a wide range of technical and legal counseling to
industrial and.cogpercial clients. Aiféndari and Maisl note the active

. _z:

attempts of the municipal councils” of Metz, Nancy, Marseille, and

-

Toulouse who went prospecting for perspective industrial clients.(9]

8. Dominique Lorrain, "Le secteur public local entre nationalisation et
decentralisation,” Annales de la recherche urbaine n, 13, 1381,

2. Alfandaril and Malsl, p. 42. - d



II

The Decentralization Reforms and Gurrent Local Policies

The previous dismssion demoustrates that the decentralization reforms
of 1982-1984 did not invent French local economic policy.[l] The
economic recessiou that hit France in the end of the .seventies,
however, forced government planners to search for new medels of
eéonomic develﬁpment. As alternative models pointed . out the
possibilities of regulating micro-ecﬁnomic systems at the 1evé1 af the
aemployment basin,Jégzg, or region, their attentfon shifted to 1o5cki
adminigtrative government and the small business sector. ‘The “lois de
decentralisation” can be examined as a a continuing state attempt to
hetter coordinate the economic prerogatives of officlals at differing
levels of government. The second section of this paper outlines the
basic provisions of the reforms for each level of governmeﬁt, examines

the extent to which local authorities have exploited them, and comments

upon their impact upon French administrative government, '
The State

The present reforms do not "decentralize” industrial policy. The State

explicitly "maintains respensibility for social and econonic

ot e e e e ek et .

1. There are two keystones of the present reforms: the Law of March 2,
1982 and that of the 7th of January 1983, The first text seeks to limit
the judicial, administrative, and financial tutelle of the State; the
second attempts to redefine the distribution of responsibilities
between the differing levels of administrative goverament.

2. Article 5 of the Law of March 2, 1982. : ,
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policy”.[2] The reforms do however modify  the -division of
responsibilities between state actors and 1local officials in the
economic domain. Moreovef, ever since the adoption of the Fourth
National Plan in 1960, French indicative planning has more or less
taken into account regiqnal interests.[3] What sets the Ninth National
Plan (1984-1988) apart from 1ts predecessors is':the explicit
recognition that local authorities should help what these regional

interests should be.

The contrats Etat=region, ~ drawn up jointly by government

representatives and local officials, are meant &0 define middle-term
investments in the economic sector.{4] The recent negotiation of these
contrats points out a certain number of the peculiarities of Freqch
administrative goverament vrelatlons today. To begin with, the
negotiations were quite long, especially in regions dominated by the
governmental opposition; due to local councils” concerm over the
intentions and potential stakes of such negotiations.[5] Further, the
nature of the comtract, which legaily binds the region;s investment
priorities for £five years stands out im stark contrast to the state”s
annual. budgetary alleocations. Moreover, the contracts as 2 whole

3., Two contrasting studies among the variety of works on this subject:
Pierre Durand, Industrie et regions, Paris: La Documentation francaise,
1974 and 8ylive Biarez, Dix-sept ans d”amenagement du territoire,
Grenoble:; CERAT, Nov, 1384, '

-

4, Article 18 of the Law of January 7th, 1983.

5. At present, twenty-one of the twenty—two regions have signed
contracts. The following comments are drawn from a study by BSylvie
Biarez, Maurlce Croisat, Plerre Kukawka, Jeéan Tournon and myself
commissioned by the Commissarlat gemeral au plan of the implementation
of the "lols de decentralisation” In the regions of Alsace, Bretagne,
Languedoc=Roussillon, Limosin, Nord—Pas de Calais, ard Rhone-Alpes,

-8 -~



propose only broad guidelines for public action, actual attempts at

. thelr implementation since are proving quite difficult,

It is also interesting to note the strategles emplc;yed by both local
public officials and businessmen during the negotiation process. The
reforms are not clear on the extent to which the regiOnal council
~should Lconsult“ local political' and economic leaders. Several
regional councils hald largely advertised public debates, Inviting the
"man in the street” to participate in the public policy-making
process, By setting up town meatings in each of the major cities,
such a strategy atlowed the regional council of Languedoc—Roussillqgegp
bypass politically hostile departmental councils. Contrastingly,
businessmen prefered overwhelmingly a more cautious route, lobbying
behind closed doors for particuiar,projects and investménts. The
nationalized banks, critical aétors_ in the French economy, apparently
boycotted the negotiations all together. As a result Sf all of these
factors, the "contracts” often propose a hodge-podge'of prejects
degigned more t§ reflect the delicate balance of political and ecenomic
forces in each region than to cha:t out any concrete economic

strategies.

Adding to the confusion are the national political implications of
local policy options. The goveroment”s recent declision to build the
European Community”s synchrocyclotron in Grenoble contradicted a pledge

it made to the region of Alsace im the "contrat Etat-regiou”.



The national opposition has charged that political conslderations are
responsible for the change of heart.[6] Whatever the reason, the
decision puts to question the state”s wiliingness to abide by its

contractual agreements.

BRI

6. Louis Mermaz (P$), president of the National Assembly may lose his
majority in the Isere”s departmental council in this March”s election,
while Alsace”s public officials (overwhelmingly in the opposition) have
been among the govermment”s harshest critics, ‘

._10_



The long delay in fixing the date for first regional council elections
only cloud the picture further: few can assure that either of the
contractual parties will be willing to keep up their end of the bargain

in 1987.{7]

States efforts to induce industrial development are concentrated around

a newly formulated regional development grant, the Prime d”amenagement

du territoire (PAT).[8] This subsidy replaces a number of former
subsidies concerning induétrial decentralizatlbﬁ, industrial
r;conversion, and empioyment. The PAT is available to industries
ereating or ﬁ;intaining 20 jobs in disadvantaged =zones designated by
the State. With few exceptions, regional or- depa;tmental councils
distribute the PAT, and within certain lifmits may modify the conditiomns
and sums of its attribution.[9] This schema reflects new
preoccupations of state authorities: clarifying the 'iink between the
means .and objectives of territorial planning that had accumulated over

seventeen ygérs of Frenech indicative planning.[10]

#

This new approach towards amenagement du territoire reflects a new
philosophy towards territorial planning. French amenagement  du
territolire, based upon various models of hierarchical growth, was

P et

7. After announcing in the decentralization reforms the direct election
of regional councils, a series of electoral setbacks {the communal
elections of May 1983 and the 1984 European electioms) gave the
Soclalists food for thought. The ~government recently anncunced that
these elections will be held concurrently with those for the Natiomal
Assembly in June 1986,

8. Article 19 of the Decree of May 6, 1982.
9. Article 8 of the Decree of May 6, 1982,

10, See Biarez.
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founded on the unique proposition of better distributing the gaing of
France s rapid economic growth during the three decades following the
end of World War Two. Such a distributive policy makes little sense
when faced with a economic recession 1like that that hés plagued the
French economy since the mid-seventies. Thus missing from the ninth
national plan are the pilot projects iike Fos-sur-Mer, Dﬁnkerque, and
Feyzin, explicit references to territorial plamnning are few and far
between. To thé contrary, the government has lightened the restriction
prohibiting large firms from setting wup shop iIn the Paris region,
shifted its prior}ties from the quantitative dimensioné. of economice
ﬂévelopment to its qualitative .aspects (vocational tréining,-‘ggé
modernization of the industrial structure, regional’eco-systems, ete. ),
and increased government transfers to local administration to finance
local initiatives, Though many question whether the governmént
transfers are sufficient to finance éuch projects, theif is little

doubt that local economic strategies can become an integfal part of the

French planning process.
The Regioun

The region will undergo the largest transformatious. once the current
reforms are implémented. The law of July 29, 1982 intricétely weaves
the regional council into the elaboration, apprqval, _an& execution of
the national plans.{11] During 1953 a?d 1984, regional autﬁorities, in

concertation with the Prefecture and departmental and communal

officials, set oUt'the general guidelines of public investments in the
plans regionaux. |

—— et i ks et ey ek b

11. Law 83-653 of July 23, 1982. ) r
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S P S e W Rl TR S o F

These plans were developed in consulation with the departments,

cantonal capltals (chef-lieux de canton), the large ecities, and “other
(regional) ecenomic and social actors™,[12] They include middle-term
goals for eccnomie, social, and cultural policy, and serve as the basis

for the negotiations of the contrats Etat-region.

‘The current reforms, beyond delegating discretionary authority to the

regional councils for the PAT, authorize two wholy regioﬁal grants, the

Prime regionale de 17emploi (PME) and the prime regionale a la creation

‘d”entreprises (PRCE).[13] The texts foresee the attribution of such

grants to industrial activities that create or recuperate thircy johsf
. =

py

and to the service sector if 10 research positions are created, The
funds are provided by the State to the regions as a bloek gr&nt, with
certéin guidelines as to the maximum amount permissible for each
particular demand. The Council decides which type of activities will
be eligible for aid, and in ﬁhich areas the subsidf méf applv.[14]
Moreover, it is free to decide the rules for the attribution, the
funding, and tﬁe abrogation of thege sﬁbsidies. Finally, the law of
January 7th, 1983 states clearly that direct economic afd is the

prerogative of the region: {t is the role of the departments and

communes to complement regional policies.[15]

Actual practices in the six regions studied varies with the history and

D . :

12. Article 27 of the law of January 7,'1983.
13. The decrees 82-807 and 82-808 of September 22, 1982.
14, Article 6.

15. Article 6 of the Law of January 7th, 1983, - r
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political composition of regional goverument. Ia general, tregional
institutions have taken the initiative in creating parapublic agencies

for economic deﬁelopment. In the Languedoc—Roussillon, the Egculté das

sciences et technigues, the private sector and local officlals created
in the last ﬁear a SEM for technology transfer, and together with the
Chamber of Commerce and export houses another for axportation.

Socletés de ddveloppement regional like the the SEPREX in  the

Rhone-Alpes and ALSABAIL in Alsace have helped small and niddle sized
firms over the last five years in obtaining investment capital. in
Nord~Pas de Calals, the Regional Development Ageucy provides technical
e ' N

- L

studies and advice on middle term growth prospects for the regiom.

-

Interviews of local businessmen in these regions as ko the

effectiveness of these organizations reveals opinions running from
guarded optimism (for the Languedeoc”s Exportations Agency) to downright

disappointment {in the Rhone-Alpes SEPREX).(16]

HMoreover, all of the regions allocate the above-mentioned state
development grénts tq small  businesses {petites et moyenngé
entreprises) based on employment criteria in econonically disadvantaged
areas. Subsidizing interest raﬁes on bank loans {is ancther common
practice: it constitutes, for examplae, 90% of the total regieual aid in
the Bretagne region. HMost regional councils offer additidnal aid to

those firms engaged either ia high technology ventures or export

activities. Many also offer an ‘exoneration  of the regional

16. See infra, "The Yumbo Corporation.™

17. A tax long regarded by the business sector as an impediment to
economi¢ expansion. r
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professional tax (taxe professionnelle) for a perliod of three

years.[l?] In pfactice however, regional authoritieé rarely fully
explolit thelr legal possibilities: the Rhone-Alpes graants only 50% of
the legal minimgm, the Limosin limits regionmal aid to the state
financed development grants. Of note is the Languedoc~Roussillon”s
impending decision to drop the development grant schema altogether in
favor of a 400 million franc fund destined to subsidize bank interest

rate loans.[18]

If it is geﬁerally acknowledged that the regiomal council holds the key
.to eventual succégs of locai economic policy, it should be kept in mimngd
Ehat for the moment 1its acticons are relativelyllimited; If regional
budgets for economic development have increased betwegn 10 and 12
percent for ;he reglons as a whele since thg decentralization reforms,
these.investments still constitute enly 5 to 10%Z of the expenditures of
local government.[i9} Moreover, the majority of investments continue
to. be thosﬁ in transportation, water and agricultural projects:
investments priorities that well precede both the recession and the
decentralization reforms. VFinally, and most importantly, és long as
the regional councils are composed of departmental aand communal
officials they will contiﬁue to reflect the policy pferogaﬁives cf the

welghted mafority of communes rather than truely regional interests.

The Department

st

18, Interview with M. Bertim, Director of the Division 6E Economic
Affairs for the region of Languedec~Roussillon, January 10, 1385,

9. Biarez et al. L Intervention economique des collectivites
territoriales, preliminary report, Grenoble:CERAT, Név. 1984,
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0f all the territorial institutions, the Departmeat has the fewest
specific responsibilities concerning economic policy. The law of March

3, 1982 states that the Departmental Council (consefl. general) may

"take necessary measures to protect the economic and soclal interests
of the population of the department.” Moreover, most of the means
authorized by the currént reforms for  the communes are also available
to the departmentai institutions. beparfmental authorities” . greatest

-influence derives from the size of departments, for in general they are

small enough to be receptive to the needs of particular business

concerns, and vyet large encugh to produce the funds needed for
. _

industrial development,

-

The Departmental Council may supplement State subsidies given to the
reglon. It may set up its own grant program (giVen that it doesn”t
conflict with regicnal priorities), from which money may be éllocated
te communes for industrial development projects. The Council is also
authorized to subcontact out to the private sector for the profision of
public services.{ZO]‘ Finally, the Council is charged with the overall
¢coordination of communal policy; and the decentralization reforms
encourage it to set up a techenical agency to counsel the communes on
the technical, -1egal, and financial aspects of public. economic

intervention.

Iu practice, departmental economic policy has largely mirrored that of

the regional authorities. The PRI and the BCRI are often complemented

up to the legal limit by the conseil general. The majority of public

20. Article 8 of the decree of January 23, 1983, -
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works projects are found at the degartmental level; they often directly
employ several thousand workers and contribute several million francs
to the local economy in each department. Several departments have also

instituted fonds d"industrialisation to subsidize industrial projects

and fonds de garantie to guarantee bank loans contracted by the private

sector. Some have adapted formal structures— like the BIEN (Isere)
the COURLY (Rhone), and the District of Montpellier (Herault) to
coordinate public investments amd to prospect for new business
activities.[Zl] Others have preferred informzl structures-—like the
departments of A%ﬁe.and of Ain;—“éﬁd prefer to work behind the scenes

-E:

without administrative guidelines to promote economic activity.

-

Since the department is stilll effectively the second tier of French

government, meetings of the conseil general often provide a forum for

national peolitical issues to the detriment of 1lecal economic
tnitiatives. The public debate surrounding the elaboration of the

contrats Etat-region, as well as that {nvelving the definition of

public investmeﬁts in the regions studied, proved riddled by national
political squabbles. In the Languedoc-Roussillon, the regional council
was taken to administrative court by the leader of the opposition in
the department of the Herault on a precederal matter,.[22] In the
Isere, the special session devoted. to ‘the departmental_ecbnomy on May
19, 1984 was transformed by the opposition into a trial of the

»

21, All of which were set up befere the decentralization reforms.
22. La Lettre "M", Montpellier{(?), Sept. 5, 1984.
23. Special session of the Conseil general, May 19, 1984. Departmental

Council President Louis Mermaz, as President of the WNational Assembly
is the third highest official in the French governmeht,
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Socialist government”s first four years.[23] The French practice of

cumul des mandats and the almost annual election schedulg {municipal,
cantonal, legislative, presidential)"simply adds - to_ the confusion:
political leaders om all levels are Jjockeying for position for the
1385, 1986 and 1988 elections. A far ¢ry from times of an "ambiguocus

congensus” ...
The commune

Although the State maintains the responsibility for economic policy,
the recent reforqg authorize the communes Lo interveﬁe_in.tbe eCconomy
if they a) respect the right of the "freedom of commerce and 1ndust;;j;
b) maintain ~the principle of the "equality of alitcitizens-before the
law", and c) observe the rules and brientations of natiouai-indicative
planning.[24] The accompanying administrative cizculars e&laborate a
wide range of possibitlities for communal authoritiés to participate in

urban planuing, the creation and the wmaintenance of industrial and

commercial activities.

The law of the 7th of January 1983 modifies two-  existing forms of

intra-governmental cooperation; the schema directeur and the plan

d”occupation des sols. In the proposed schemas directeurs, communes

are encouraged to elaborate plans “presenting a community of economic
and social iInterests”, The c¢ommyne, rather than the Prefectural
services have the inttiative for Ehe elaboration of  the plau

d”occupation des sols (P0OS) and the “"Intercommunal charts of

territorial planning and development”, which sets out the communes”

24, article 5 of the Law of Jamuary 7, 1983. ' g
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zonlng and construction regulations, The municipal councils discuss
and approve the plans, the mayors authorize construction’ permits. To
implement communal-policies, the mayor henceforth digpose of a block

grant, the Dotﬁtion globale d7equipement, equal te the previous

allocations of the varlous state ministries.

Local authorities may intervene indirectly {subsidies, lqans, and loan
guarantees) in the economy when their actlons favér ‘local economic
developmént;' The commune may act alone, or in coordination with other
local and departmental actors. ﬁocal subsidies and loan guarantees may
not normally~exceed 762 of the local budget'allocatea to adminggggative
expenses.[25] iocal authorities may also buy, restore, or build
industrial buildings and then lease them to industrial concerns.[ZGI
Local officials may moreover subsidize the sale of industrial bulldings
to perspective c¢lients in regioné targeted by the national plans.[27]
Finally, the local government may exempt new businesses from either or

both of the business tax (taxe professionnelle) and property tax (taxe

fonciere) for a period of three years.[28!

Local authorities may intervene efther directly (public participation)
in the economy when fe/» actions are intended to protect the sccial and

economic interests of the loczlity. Such action typleally involves

[ O —

25. Article 4 of the Decree of Jaly 5, 1983. Article 81 of the Law of
January 7, 1983 places the 1limits of departmental and regional
guarantees at 40% and 60% respectively,

26. Article I of the Decree of September 9, 1932,

27. 1bid, Article 2,

28. Article 1 of the Law 83-609 of July 8, 1983
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action designed to help firms in financial straits vital to the "local”
economy, The only legal restrictions on municipal actiqn are the
limits of the communal budget and the Interdiction to buy stock in a
profit-making venture. Local authorities can get around the latter
restriction by forming a para-public agency destined. for regional
planning, coastructien, or the exploitation of “public” services.{29]
The. definition on what coﬁstitutes financial difficulties is broad
enough (bankruptcy_procee&ings, layoffs, or simply declining profits)

to give local government a virtual free hand in the local economy.[30]

In practice, cofimunal economic policies range from the relativedy
conservative policies of inddstriai and commerclal promotion (most
hlarge cities now send  special delegations to industrial fairs
throughout the world) to more direct fipancial engagemeﬁts in
parapublic agencies.[31] Most communes that can afford to do so offer
counseling services, Fax exemptious, and lend-lease agreements for
industrial sites, Local governﬁents themselves are 1liberal or

conservative (interventioniste or libéral) in name ouly: policy

options appear to be based more on economic realities than

philosophical positions.

P T ——

“
-

23. Article 1 of the Law 83-597 of July 7, 1983, The legislation
requires an inftial investment of 10 million francs, and requires
public agents to hold the majority of both the shares and of seats on
the Board of Directors. ' .

30. Directive 82-102 of the Minister of the Interior, Jume 24, 1982.

’

31l. See the following case studies.
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LOCAL ECONOWMIC POLICIES

PHILOSOPH{J : ACTIONS
. - o -5
conservative _ _ ' "selling" the town
' ~technical counseling
urban plans
recruiting business

moderately conservative industrial parks
public contracts
public works
tax exenmptions

moderately 1liberal small business grants
research subsidies
"employment grants
lean guarantees

liberal ' _ lend-lease agreements
para-public agencies
ballouts

financial participation
in a business

s gk
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A study of the municipal policies in the Rhone~Alpes region
demounstrated that the differences of opinion on policy opticns between
politiecal parties within a commune is generally smaller than that

between communes themselves,[32]

The urban plan, or P0OS, has become a fundamental tool iIn lecal economic
pelicy. For the largest cbﬁmunes, a more subtle approach to zoning
ordinances can help create an environment for economic development or
industrial reconversion. In Lyon, for example, the 'six~year- Iong
negotiation for the revisicn of.the P0S demonstrated the importance

-

attached to such a strategy by both the private sector and public

officials.%ost towns and small clties add the inducements of a three

year exoneration of the professional tax and lend-lease agreements for

"industrial hotels" (usine-relais\ to attract established firms from
other commuﬁes. As the recent examples conceruning the firms Thompson,
KIS, and Hewlett-Packard in the Rhone-Alpes amply demonstrate, business
leaders can often use intra—communal'bidding to obtain every possible
legal advantage.i33]. k
- The communes have proven both the biggest winners and the biggest
losers of the decentralization géme. The winners aré the wealthier
communes with the political and economié rescurces to implement a
truely local écouomic strategy. ‘These resources =are political
(personal networks within the administration and- government,

32. Lee Schlenker, Territorial Economie Policy: problems and prospects
in the Rhone-Alpes region, Doctoral Thesis for the University of
California, Santa Barbara, June 1985, pp. 148-222. '

33, Ibid ) .
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getting~along with neighboring communes and departmental énd regional
authorities, and the size and stability of the local wan&ate); and
economic (the health of dominant industries and the structure of the
service sector, the nature of suhcqﬁtracting relationships between

local businesses, regional enterprises, and the grands groupes, the

dynamism of local businessmen, the structure of the work force)}.

EE1Ed
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T1X

Three Case Studies

To this point the paper has hinted at the history of iocal economic
strategles and described the current proposals for lecal ‘economic
pelicy, but hasn”t examined éoncrete policy decisioﬁs concerning
individual firms in  the _private sector. As is the case in
administrative goevernment in general, a gap exists Dbetween the Ilegal
possibilities, Epe politiecal philosophies, and the decisioﬁs actually

2:
at

in any particular'instance. Moreover, recent public policies aimed
indirectly affe;ting the economic environment, sﬁzh as - . employment
grants and Industrial promotion, are almost impossible - to measure at
this time. Nome-the-less, in the three years follewing the first of
the decentralization reforms, there have been a number of attempts at

direct public ecomomic interventiou which permit an evaluation of the
aeffectiveness of cértain policies.

Three case studies, concerning the U.D.C.A., the Yumbo corporation, and
Pechiney group in the Rhone-Alpes region. have been cﬁosen for the
present analysis. Representative,résPectivelf of regional. national
and multinationai firms in France, each possesses vﬁryiﬁg degrees of
access to and influence Iin the governmental pr;cess. The cholce of
thesé particular firms reflects both their importaﬁce to the regiornal
economy and the significance attacﬁed te the firm by the elected
officials involved. Each stedy offers an indicapion of the
pdssiblities of local economic policy integrating -"politics and

business". : - ' ’
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The U.D.C.A.

The U.D.C.A. {Union Departmentale Cobperative de 17Ain) was created in

1964 as a farmers” cooperative designed to produce aunimal feed for
local proeduction. The c00perat1v§ prospered during the following
decade, expanding into most phases of the department’s
agro-busineés: setting up subsidiaries for faim supplies, and the
processing and resale of pork, beef, chicken, eggs, aﬁd.rabbits. By
the end of the seventies, the UDCA handled 'foz of departmental

production, and began a extensive expansion program in adjoining
. J . -

-
- B

departments.[1] Its administration, two slaughterhouses and an

egg-processing plant employed 1200 workers In 1979.

The company”s decline was more speétacular than {ts raplid expansion.
As early as 1975, the company’s books showed a deficit of SBO,OOOI

francs,[2] By 1981, when the deparimental Credit égritole demanded

bankruptey proceedings, the cooparative”s accounts were 18,000,000 1iun
the red.[3] Tﬁe first attempts to.salvage the U.D.C.A. began with a
change in the cooperative”s management and an ensuing modernization
propesal in late 1982, The management staff resigned when faced with
the irreconcilable demands of the unioﬁs- who struck to prevent the

planned layoffs and of the Credit Agricole who threatened to withhold

-

1. Interview with Henri Bejolint, Mayor of Saint-Paul de Varax, former
Director of the UDCA. :

2. "U.D.C.A.-U.C.A.R.A.: le parti socialiste s"inquiet”, Le Dauphine
Libere, January 1, 1933, p. 6. '

3. "Le plan de restructuration de 17UDCA,"™ Le Courrier de 17Ain, May 6,
1983, p. 1. ' ' P

_26_



the finances of the cooperative 1f the plan was not immediately
implemented. A new director, Claude Fromont, presented the three axes
of hig own restructuration plan at the stockholdér”s convention 1n
March 1984, He proposed that the U.D.C.A, be split up into four SICA

(Societe d”"Interet collectif agricole), {ts non-essential holdings

bo
sold, and that local government,called oa to form a Societe d”economie

mixte toe buy the cooperative”s Bourg slaughterhouse,

Before the cooperatfve’s collapse in the Fall of 1984, several efforts
had been undertaKen by thé cooperative”s members, and union and pa Bty
officials to engage all levels of government in the company”s bail
out. Each level of local government had a explicit stake 1in fhe
functionning of the Cooperative. The "lois de decentralisation” gave
local officials ample authority to intervene to save the U.D.C.A..
Financiai considerations, ideclogical positions, and political
struggles prevented local government from effectively aéting. These

factors can be examined at each level of administrative government: B

The Municipal Councils

Local government was put on the ffont line of the U.D.C.A. affair.
Each commune of the department ﬁas ~affected by the cooperative”s
decline, either directly by the 1000 employees of fhe firm, or
indirectly through the 6000 farmers thit used their services. On the
surface, intercommunal cooperation in this affair seemed to be dictated
by economic logic. None-the-less, some communes were more directly
affected than others. Claude Froment, tﬁen Director. of the

cooperative, is also the mayor of Viriat. Henri Bejoint, former

_27_



Director of the cooperative, i1s the mayor of Saint Paul de Varax, M.
Huéy, an accountAnt of the firm, 1s a member of Bourg-en—-Bresse’s
Municipal Council. One hundred twenty of the firm’s 'employees iived in
Bourg, and this commune alone profited from the business tax on the

U.D.C.A."s slaughterhouse.

It is thus seems unatural that Bourg-en—Bresse should have led the way
in this affair. After coming té the agenda in June-1983, the City
Council accepted Mayor Louils Rabiﬁ’s proposal to particfbate .in the
creation of a SEM for the purpose of buying the slaughterhouse, and
then leasing it b;ck to the U.D;C.A. until such a time és the firm—uas
once again on 1ts feet, The vote was far from'ﬁnanimous, with the
dissention reflecting both political and ideologicalldifferences. M.
Benoit (P.C.) suggested that the. city try to perswade the Credit
Agricole to offer low-interast loans to the cooperative to lighten its
debt load, M, Blanc (RﬁR) expressed the Right™s concern over the
"municipalization of the economy™. When the Votes-ﬁere counted,

however, the Council voted 125,000 francs toward the constitution of

the S.E.M. (30 for, 4 against, & abstentiong).

Bourg”s mayor was much less successful in persuading the city’s
neighboring communes to follow suit. Other than Viriat and Polliat, no
other commune offered to participate In the S.E.M. Chriétlan Deihl
(RPR), Municipal (Bourg) and Departmgnﬁal council member, offered
several possible reasons for the commun;s’ passivity. One reason was
ideological, several mayors argued that 1ocai government. ghould not
participate Ffipancially 1in the private sector, anothér reason was

practical, the smaller communes of the area worrlgd about the fiscal
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repercussion§ of 2 financlal stake in a failing Susiness. Further,
participation didn”t make economic sense for the majofity of the
communes of the department, for each ind#vidﬁally.houéed few of the
firm"s workers and perceived none of the business taxes.[4] Jean
Maureteau (FS}, Depuéy Mayor of Bourg, suggested a finai possibility;
Bourg 1s a  Soclalist 1ilot in a traditionally conservative
- department.[5] These observa tions highlight the difficulties in France
of'anf'administrative reform eliﬁiting ilnter-communal codpefatiou'iu

economic domain.

The Departmental-“Council

The resident and the Director of the U.D.C.A. met with Roland Ruet,
(U.D.F.), President of the Conseil general, for the first time on June
13th, 1984, After reviewing the case, he submitted a "favorable” report
to the Conseil general, and slated the item for discussion on October
31rst. M. Boissy presented the case for the Departmental Majority
{UDF-RPR) 1o proposing to subsidize tﬁe town of Bourg-en-Bresse 200,000
francs on behalf of the U.D.C.A.. M. Pepin (RPR), Vice-President of tHe
Councii, then expressed the Hajofity’s views, "If the city oef Bourg
wishes to pursue an active economic poliecy, let them do so. But its
out of the question that the Department participate in an SEM."([6] He
reminded the Council of the policy stance 1t had voted in February,

that the Department would not participate directly in the private

4, Interview with Christian Diehl, March 13, 1984,
5. Interview with Jean Maureteau, March 19, 1984,

6. "U.C.A.R.A.: wvers une scclete d7economie mixte?”, Le Progrés,
November 3, 83, p.7. 4
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sector.PQDiehl has since =ztressed the ektraordinary nature of the
Majority s proposal, since the Departmental majority well realized the

contradictory nature of its position,

M. Ravass%rd (P.S.) felt that the Majority was simply camouflaging its
intentious: he argued that {f the Department wanted to help the
U.D.C.A. subventioning Bourg was "going about it the- long way around.”
Dr. Janal (P.S.) laid the cards on the table, "If we (the Conseil
general) refuse to participate in. the S.E.M., it gﬁarantees- the
projéct’s failure.” The Majority s proposal was more than fancy
footwork, for 1n-subsidizing Bourg rather than the U.D.C.A., _fg%y
withheld any financial responsibility in the_- future of the
cooperati?e} Bourg had already declared tﬁat it would not accept alone
the financial risk of the operation.[7] The final vote. (27 for, 9
against, 3 abstentions) was both for .the Majority“s proposal and

againét the future of the U.D.C.A.

The State

The reactions of State actors has differed greatly over the 1last two
vears.[8] All concerned parties have greatly p;aised the efforts of
the former Prefect of the department, M. Lolseau, in addressing the
soclal and political problems created by U.D.C.A."s difficulties. M,

Loiseau met early and often with union, cooperative, and the bank”s

I3
-

7. Declaration by Louis Rebin, "Premier grand debat public'et politique
sur 1"0U.D.C.A....," Le Voix de 17Ain, June 6th, 1983, p. 12.

8. The (Consell regional has wnefther been approached, nor taken a
position on the U.D.C.A., a fact which is perhaps significant in
itself. ’ e
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representatives, as well as local and State officials. It appears that
he played the role of mediator perfectly, providing a forum and an

incentive for communication among the concerned'parties.[9]

The Prefecé’s efforts conflicted sharply- wiéh tﬁe State _ministriesﬁ
Union representatives cantacted the Ministry of Agriculture in May 1982
concerning the eventual restructuration plans. Louis Robin went to
Paris March 15, 1983 to try to persuade the Ministry of Agriculture to

pressure the Credit Agricole into ecffering low-interest loans to the

cooperative.[10] Guy Jacquin, Departmental secretary of the PC, wrote
P .

a letter May 19th to Jack Ralite, then Minister of Social Affaifs and
National Solidérity, expressing his concern “over the cooperative”s
future. Andre Lajoinie,.leader of the Communist Party in the National
Assembly, addressed a written question to the government on the
subject.{11] It appears that the only interpretation of the State”s
three vear silence on this affair was the low priority the government
had assigned to public intervengion in this particular instance. The

SEM was eventually authorized in September 1984 (with the Municipal

9. The role of the Prefect, now officially the commissaire de la
Republique, in French administrative govermment today 1is unclear.
Though a fundamental link between local officials and the state inm
¢classical French studies on the subject (i.e. Worms, <Crozier, and
Gremion), as well as in this case study, he appears only sporadically
in the other cases we've studied. A hypothesis beyond the scope of
this paper is that his Influence today is iaversely proportional to the
national standing of his eventval Iocal contacts.

10. "Un {fntervention du depute Louls Reoblm hier zu ministre de
17Agriculture,” Le Progres, March 16, 1383, p. 5.

11. "Jack Ralite: Je suis pret de me falre representer E une table
ronde,” "Le Dauphin€ Libere, June 08, 1983, p. 5. As the title of the
article Indicates, Ralite responded positively to Jacquin”s letter June
3rd., Unfortunately the meeting never took place,
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Counclls of Bourg, Virlat, and Polliat underwriting the project), a

month before the cooperative folded.

The Yumbo Corporation

Disinterest hardly characterizes State efforts to bail out the Yumbo
corporation, one of the Frenﬁh leaders in the design and fabrication of
construction equipmént. Founded .in 1954, the state”s numerous public
works projects in the sixties fueled the firm“s rapid egpansion. By
the end of the decade the firm'emplﬁyed 700 workers in two plants in
Ghauffailles (So&ne et Loire) and 1in Genas (Rhone). The firm was
purchased in 1970 éy International Harvester, and then integrated ;;12
the former”s world-wide production..system. ' Escaléking ‘losses by the
American firm provoked the sale of Yumbo to.its management staff in
1982. The French firm, in need of funds for its own restructurationm,
turned first to the banks and then to local government for help. After

two years of negotiations, the needed funds were allocated during the

first quarter of 1984.

The Yumbo corporation”s difficulties are the result of both its former
relationship with Internatidnal Hafvester and the eveolution of the
International market. After fhree menths of negotiations, the future
management proposed officially on September 15,'1982 to réstructure the
firm“s operations, . The plan, as presented by G. Ayel, calle& for the

diversification of the company”s produét lines, the rationalizatian of

production in the factories of Chauffaflles and Geuas, the suppression

12, Xavier Hamelin, minutes of the Departmental Council meeting {Rhone)
of September 27, 1982, i
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of 278 jobs, and the negotiation of a loan for 63 million francs.[12]

The Societé; de Developpement Regionalé agreed to finamce 5 million
francs of the loans contingent upon the signatures 5f the corresponding
local authorities. The Yumbo corporation was thus led to seek the aid
of tﬁé Munlcipal Councils of Chauffailles and  Genas, of the
Departmental GCouncils of the Soéne et Loire and the Rhone, and the
Regional Councils of Bﬁurgogne and the Rhone-Alpes, Paragraph 2 of
Article 48 of the law of March 3r§, 1982 authorizes local government,
when the interests of the community are threatened, to cosiga loans for
firms in the private sector. The actions of the different instaan% ff
local government in the Yumbo affair is a second  indicatlien of éhe

possible directions such action may take.

ra
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The Municipal Government

Georges De Vauganey, Deputy Mayor of the commune of Genas in charge of
economic affairs, met in later May, 1982 with two members of Yumbo”s
management Lo discuss International ﬁarvestor’s evantual plans for the
firm. Former classmates im a "Grande Ecole™ in Lycn, they discussed
alternatives to the firm“s closing, including_ a possiﬁle government
bail out.[!3]) Paul Pervangher, Mayor of the commune, was contacted
officially by the direction of Yumbo about a loan guarantee in late
July 1982. The _importance of the corporation to the commune was never
in question, Yumbo employs 10% of the commine”™s work force,-';;d
contributes a large share of the'_town’é business’tax.llé} The matter
was brought to the Council”s attention August 3lrst, six weeks after
the restructuration plan had been discussed by ‘the Minister of

Industry.[15] An "accord in principle” was unanimously approved, the

loan gearautee hinging only upon a review of the company”s books.

Several factors contributed t& founcil”s decision. First, decisions of
Genas” Hunicipal Councll are almost always unanimous, due to an
overwhelming Council majority (26 of the 29 members of the Council
belong to the "Union of the Opposition” --R.P.R/U.D.F). Second, the
Council hadn”t an officilal position on economic policy at the time,
13, Interview with Georges De Vauganey% May 30th, 1984.

14, Genas bas a population of 5400. Flfty-one companies.operate within
the commune, assuring 2200 jobs for the eitizens of ~the area’s
communes,

15. Minutes of the Municipal Council session of Auvgust 31, 1982.

r

16. De Vauganey, op. cit,
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facilitating an "exception to an eventual rule". _[161 Third, the
Yaccord in principle” was relatively cost-free for the commune: the
actual loan guarantee was dependent on the financial sitpation of the
firm, and a potential loss would only be incurred in case of
bankruptcy. Filmally, the Council was informed that the Commune of
Chauffailles, the Department of the Saone-et-Loire and the Region of

Bourgogne had already given their accord to co-sign the loan.[17]

The Departmental Council . . -

Mayor Pervangher wrote to Jean Palluy, president of the Departmental
Council, inquiring into ‘the possibilities of the Department
guarauteeing a part of Yumbo ioan on July 29 th, 1982. President Palluy,
after acknowle@ging receipt of the letter, requested more information
and advice frﬁm phe Departmental Prefect (Septembar 7th) and the
Tresor—Payeur?Genaral (November 4th), The Yumbo corporation informed
the Council of the conditions of the loan agreement on September 15th,
and the Prefect recommended a favorable decision two days later.[18]

The Tresor-Payeur—-General, in warning of the risks of public

e e e ]

17. The claim was apparently erronesus. Although the commune of
Chauffaiiles voted for the guarantee August 25th, the Department of the
Saone-et-Loire didn"t give {ts approval until September 29th, and the
Region of DBourgogne waited until Yovember 23rd., Minutes of the
respective Councils of August 25th, September 29 th, and November 23rd,
1982,

18. Letters from M. Ayel to ¥ Moutin of September ISth and from the
Prefect to M. Palluy on September 17th.
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intervention, finally recommended positive public action on April 22ud,

The proposition of a loan guaraﬁtee was preseu%ed to the Counecil by
¥avier Hamelin, rapporteur for thé Commission on Economic Affairs on
May 27th, 1983.[19} At this date, the Departmentallﬂouncil was the only
instance of local government that had not taken a position on the
loan. The Council”s debate would bring to light the sharp divisions
within the Council regarding economic policy. BRoger Fenesch, President
of the Commission on Ecounomic Affairs, though wvoting for the loan
guéraﬁtee, proposed that the Department build ;ts economic pollicy
rather around tﬁg notions of territorial plamning, economic Innovatich,

and promoting exportations than sinking battleships (vaches é_lait).

He_queétioned why local government should be forced to co-sign private
loaﬁs, wheﬁ the State financial institutions would earn all the
interest while accepting noné of the financi&l. risks,.{20] Others
ques tioned tﬁe economic logic of loaning 63 million framcs to save 300
jobs.[21] Louis Vericel (R.P.R.) broke completely with the majority in
voting against the measure, and severly questioned_ﬁhe éontradiction

between the Majority s philosophy and its vote on the issue,

The Departmental Opposition was in s delicate position, Pierre Moutin,

— e e ek i s e

19. Minutes of the Departmental Council meeting of May 27th, 1983,

20, Franeis Geng (Deputy from the XX-R.P.R.) would address a written
question to the Minister of the Interior on Wovember 29th, 1982
concerning the logic of such banking methods. The Minister responded
that the law did not intend that local government should take such
risks, and addressed a2 note to the Minister of the Economy warning -of
the problems created by such a practice. "Questions et Repomses” #
23744, L Assemblee Nationale, April 4, 1983,

21. Ibid.
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president of the Socialist group of the Departmental Council, was
hardly opposed to a measure alming to help his own constituency. In
addressing the “exceptionél" nature of the matter, Moutin demanded that
the Council outline the criterié upon which the deecision was taken, in
order to set guidelines for fpture action in similar cases, René
Chevallier, President ¢f the Communist Group, strongly supported the
measure in the interests of “Yumbo, the Department;‘aﬁd the Nation."
Rather than arguing that the case should be exceptional, Chevallier
argued that such actions could contribute to the needed industrial
medernization of . the department..: When the final vote was taken, the

- e
~ T

measure passed overwhelmingly.

-

Why did the Council vote the loan guarantee im spité .of its own
position regarding direct economic intervention? The lengthy debate
that would consume the Council meeting authorizing the.'President to
sign the loan counvention with Yumbo in Februgry 1984 demonstrated the
fragility of the position taken. The Majority continued 'to stress the
”exceptioﬁal nature of the matter”, During this e#ening, Louis Chaina,
First Vice-President of the Council, offered one explanation of the
vote, "solidarity with the other instances of local goverument."[22]
After the council meeting, Preéident Palluy offered two others,
“pressure from State anthorities....(and) we could hardly be the only
ones to vote against the _firm.”IZB] Clearly apparent 1in the
Departmeﬁtal majority s reasoning was %hat for a leoan guarantee of

500,000 francs it wasn”t worth giving the minority leader an issue for

22. Minutes of the Departmental Council meeting of Fehruary'Sth, 1984,

23. Interview with Jean Palluy, March 10, 1984.
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the 1985 cantonal elections.

The Reglonal Council

Mayor Pervangher wrote to Charles Beraudier, President of the Regiomal
Council, about the fimancial sitﬁation of the Yumbo corporation on July
29th, 1982. The "Commission du Groube Mixte” discussed the project and
recommended the loan guaréntee on April 28th. The matter was presented

to the full council on May 27th. The Council overwhelmimgly approved
- - ’ JE—

. - B &

the loan guarantee {45 for, 7 agaimst, 17 abstaining) upon the

-

condition that all other instances of 1local government decide to

participate fully In the project.

The Council’s action fell well within the regional policy concerning
thé "fonds de guarantee”. It appears however, given the political.
interdependence of the actor”s involved, that the Council could hardly
have voted any other way. Beraudier is president of the "Groupe mixte
pour 1 emplei.” Vice—President.Hichel Noir, Deputy Mayor of iyon, is
an active member of the Natfonal Assembly”s “Comalssion on Economiﬁ
Affairs”. Roger Fenesch, Vice—President of the Regiocnal Coﬁncil, is the
Presideﬁt off%epartmental Council”s “"Commission on Economic Affairs”,
Internal notes in both the departmental and reglonal councils stressed
how "political” the affair had become,>a failure to approve the loan
guarantee would have had national repe;cussions. The Yumbo affair is a
good example of how the Frencﬁ practice of the EEEEEI;QE mandats

"nationalizes”™ local administrative decisions.
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The State

Critical to the eventual ”succesg" of the Yumbo loans was the early and
constant dintervention of state authorities. Bypéssing local
government, Yumbo's management directly addressed 'the Minlstry of
Industry concerning = the firm”s future. On Julf 13, 1982,
representatives of the Ministry met with the management to discuss a
possible bail ouj of the firm, Oﬁ September 29, 1982, representat{y§s
. &t
from the Finance Ministry met with the major stockholders, the banks,
and officials from the para-public finaucial organizafions to plece
together a financial package. It was at this time that the major lines

of the management”s restructuration plan were discussed, finalized, and

adopted.

The intervention of Jean Poperen, Mayor-Deputy of Meyzleu, number two
in the hierarchy of the Soclalist Party, played an Instrumental role in
the affair.[Z&} Poperen contacted the Prime Minister .sevéral times
about the Yumbo situatlion, encouraging active state action to a "firm
vital to the region”s infrastrucﬁﬁfe{"_ In 2 letter of July 5th, 1952,
the Deputy expressed his concern for the loan obligations that would be
demanded of local government.{ZS]. Prime Minister Mauroy responded on
August 13th, assuring the Deputy bo%h of the active participation of
24, Meyzieu is sitvated about 7 miles to the east of Genas..

25. The letters of July Sth and Septembér 3rd, 1982 beatween the M,

Poperen and M. Mauroy allude to several informal contacts concerning
the Yumbo corporation.

- 39 =



his administrative staff, and of the limited intervention that would be
eventually demanded of local authorities. The extent of <the Prime
Minister”s influence <can be ¢learly sesen in the rapldity with which

negotiations were undertaken in the Ministry of Pinance that Sep tember.

The impact of the state”s actions went much further than simply unizing
the interested parties. The "Commission charge de L1 emplel” of the
Industrial Ministry followed the affair from begloning to end. 4s the
major stockholder of the mnationalized banks, the government was in a
privileged pésitiou to dictate the conditions of the bail out, The
8DR"s, as para-public agencies, provided another forum for the s§§§§’s
oplalon. 1In éomparison with the situation of the J.D.C.A., interviews
with the concerxned parties offer e%ery indication that the state
considered the case to be a national priority, Wone-the-less, even
with the state”s Influence, and a general acqulescence ~of local

government authorities, the needed loans were two years im coming.

The Pechiney Corporation

One of France”s grands groupes, the Pechiney corporation”™s =roots date

to the Second Republic. Her chemical holdings began the Kuhlmann firm
in 1825, her interest in special metals stems from the éfforts of Henri
Gall and Paul Girod 1in the Rhone-Alpes region at the turn of the
century.[26] Diversification and parallel investment..strategies led
over the years to a series of consﬁli&ations, capped off By the mergers

of Ugine and Kuhlmann in 1966 and Pechiney and Ugine-Kuhlmann four

26. Michel Baud et. al., Une nultinatienale francaise: Pechiney Ugine
Kubhlano, p. 22. i
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years later. As a result, Pechiney Ugine Kuhlmann (P.U.K.) became one
one of the world”s largest industrial groups in chemfeal and metal
processing, with holdings on five continents and over one huudred

factories and one-hundred thousand employees in France,[27]

In the last decede, a world-wide recession in the chemical, aviation
and auto markets largely affected the firm“s’ investments in the
Rhone-Alpes region. The group responded by cutting ics aluminum
production in balf (from 90,000 tons to 40,000} and relegating a large
majority of 1its regional work force to technical uneaployment, [28]
Division plauts specializing {a chemicals were either shut down or-spid
in Lyon (1974 and 1975), Yvours (1980); and {in metals in Grenoble
(1973,'1975, and 1980) Annecy, and Bourg (1978). The firm divested the
quasi-totality of its mechenical construction activities, .selling
operations in Sallanches, Belley, Saint-Priest, Montbrison, Charvanoz,
Pont-de-Cheruy, Charvieu, and Annecy. Ovefall, the firm“s regional work

force declined from 28,260 in 1973 to but 19,978 by 1980,

- Matters went from bad to worse in 1982 as the firm plunged three bilion

francs 1In the red.[29] The Socialist government reacted swiftly,
natiopalizing the firm, providlng it with 5. 5 billion francs in new
capital, and imposing through a "contret—enterprise" a draconian

raticnalization plan. These efforts have since modeled Pechiney 1Into

-
Tl e e B iy -

27. North and South America, Europe,-Africa, and Australia.

28. "Second souffle pour Pechiney Aluminium,” Le Dauphine Liberg,
February 8, 1984.

9. "Le groupe Pechiney-Ugine Kuhlmann a perdu 3 milllards de F en
1982.," Le Monde, July 7, 1983,
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the “star pupil” of the state”s efforts at ecounomic efficiency. in
1983, the firm reduced its losses to 463 million fraancs, and in 1984
the firm posted first quarter profits surpassing 307 million

franes.[30)

Local officials in the Rhone-Alpeé view the ‘"success story” from a
different perspective. Though the “rationalization efforts” will
translate into important inveétmeﬁts for one aluminum factory in - the
region {Saint-Jean du Maurienne), they cast a long shadow on the rest
of the region”s industrial base, In specilal mefals alone, the
subsidiary Alliagnes Frittes Metafram will transfer activities
(metallic pral filfers and stellugine replacements_lproducts) -;;Em
Grenoble to factories in Pont~de~Claix and Creuso; .dﬁring the first
semester of 1985.([31] Plans at the CEBAL subsidiary.iu Froges call for

a 507 reduction in the work force (90 pre-retirements and 60

reclassements). Finally, the group will shut down altogether three

factories in La Praz and La Saussaz (190 workers), and Argentiere (320

workers). Though negligible on the national level, such actions in
’

thegse mono—~industrial basins will devastate the local ecenomies.

To what extent can local officials influence the decision making of a
"nationalized"” corporation? A stﬁdy of the actidns of local officials

to prevent the partial closing of the CEBAL factory in ‘Froges offers

+
-

30. Amoug the multiple causes of this turnaround, Besse glves
three~fifths of the credit to the ecounomic cycle, one-third to the
group”s rationalization efforts, and the rest to the dollar exchange
rate.“Pechiney sort du rouge grace a 17zluminium,” Le Dauphine Libere,
Qctober 16, 1984, '

31, "Alliagnes Frittes Metafram”, Le Dauphine Libere, April 21, 1984,
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focd for thought.
The Municipal Councils

Communal officials throughout the region have proven powerless in
modifyiug Pechiney”'s modernization plans., In the wvalley of the
Gresvaudin, the.communes' mayors have spoken often and decisively on
the corporation”s plans. They were among the first-.ﬁo congratulate
themselves on | "persuading” Pechiney to iﬁvest in
Saint-Jean-de-Maurienne, Their mood changed as the months went by and
the long-term consequences of the group”s modernization plans became
. ~8:

clear. The municipal councils of the valley soon voted publically to

-

condemn the contrat etat-entreprise, and demanded immediate action to

assure the continuation of the firm s activities, A declaration of the
dayors of the canton of Goncelin, as well as the communes of Sainte
Agnes, Laval and La Terrasse is indicative of the lot. In the document

they,

* “express their “wholehearted support” for those workers faced \
with inevitable layoffs;

* judge"unacceptable’ the reconversion and re-education
measures announced by the corporation;

* consider that the government can not let a corporation, even
a nationalized corporatiom, disrupt the socizl and economie
framework of an entire region;

* deplore that not only that a plan could be negotiated without the
consulation and collaboration of the local officials and worker”s
unions most directly coucerned, but that the documents and

studies justifying this plan were never made public."[32]

e T T ——

32. Motion of the "Association des Maires et Adjoints du Canton de
Goncelin” dated January 16th, 1984. ’
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Hiden between the lines of this aud a dozen similar documents is the
fact that ia splte of the decgntfalization reforms, lo;al officials
still lack pf access lnto the decision making proc¢ess. This situaticon
is due in large part to.a history of neglect of local input in French
| corporate decisions., Traditionally, the Pechiney hadn“ t any regional
representatives at all, the ceorporate framework has been bullt around
functional, rather than geographic, criteria. Armand Roullier,
appointed Pechiney’s regional ;epresentative three yeafs ago, admits
readily that his role is one of explaining company poiicy to regional
officials, and ot one of acting as an intermediary or ombudsman for
local interests.{33] All financial &ecisions, as well as cé%}iny

policy, rest well within the juriediction of the corporate headquarters

in Paris,

The Departmental Council

Given that the.north of the Isere is the most heavily Socialist area.of
a4  Socialist-run department, we can readily expect ' departmental
officials to take a keen interest iIn Pechiney’s pr&jects. True to
form, 0dile Sicarc (Deputy of the NOrth.of Iseré) led a group of
Socialist officilals to meet. with then Industrial Minister Laurent
fabius on May 6, 1983.{34] Augustin Giraud, Departméntal Counselor from
Goncelin, made early and frequent cdniacts with Louls Mermaz to arrange

A o i i .

33. 1Interview with Armand Rbullier, Director of Regional Affairs,
December 7, 1984, '

34, Le Dauphine Libere, May 7, 1983.
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Inegotiations .between the multinational”s management and  local
representatives., Louis Mermaz, pfesidént of both the Departmental
Council and the Natiounal Assembly, wrote publiciy to Fabius on Cctober
28th, expressing his concern and personal interest in the situation,
It 1s interesting to note .that boéh officials, regardless of the
importance of their local positioms, turned to the party structures for
the first contact with ﬁhe nationalized firm. Regardless of the
decentralization reforms, the use of personal networks doesn™t seem to

have changed.[35]

The effectivene§§ of public Intervention on the departmental level; iis

quite difficult to jfudge. President Mermaz met- with George Besse
during the week of March 7th, 1984. On May 19th, Besse met behind
closed doors with Giraud, Sicarc and Roullier in Froges.{36] A second

working meeting took pléce on Qctober 16th with the participation of

Giraud, Mayors Francillard {Mayor of | Tencin), Garcin
(Champ-~pres-de-Froges), Cerantola (Froges), and Jean-Pierre Ergas,

president of the Cebal affiliate. At this occasion,_ Ergas announcgd'
that the fabrication of fine mef&ls and certain intermediate products

will continue at the factory in Froges. Moreover, the firm will invest
a sum equivalent to its previocus five year’s inveétments in the coming
year as a sign of its long term commitment te the regiom.

\‘
e it e e e -

35. Which leaves open the question of how effective personal networks
may be for in dealing with a nationalized firm for the parties out of
power. Iu this particular case, the national opposition 1n the region
has had very little to say on Pechiney”s plans,

36. "Dix-hult millions de francs pour que Froges vive”, Le Progggg,'ﬂay
22, 1984, ’
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None-the-less, the modernization of the firm”s laminage capabilities
will reduce CEBAL"s work force by nearly two hundred.{37] After two
yvears of efforts by departmental officials, the cdmpany’s plans have

not been sensibly altered.

The State

State aid énd intervention _in the fortunes . of Ffance’s holding
éompanies has been inseparable from the goals and objectives of Frgpgh
~2L
indicative planning the last twenty-£five years. From priviledging
;vital lndustrial” sectors fn the first two national plans ro éreating
national leaders in the fifth, the state has always been a more than
silent partner in France”s largeét firms. Further, as the major client
of the majority of firms, the stﬁ;e has alﬁays been ready to exercise
its weight in the pursuit of wnational objec;ives. After all, the
naticnalization of five major holding companies {CGE,
Pechiney—Ugine—Kuhlmann, Rhone-Poulenc, Salnt-Gobain, aqd Thompson) a;d
the majof banks in the wake the Left”s triumph in the élections of May
1981 followed a dozen others in preceding decades (including the SHNCF,

Renault, EDF, and GDF). As one group”s Chairman of the Board pointed

out Iin early 1983, "there is no more dirigismg than befofe (the arrival

‘of the Left) regarding our principal policy options and policy

37. "Les elus en reunion de travail®, Le Dauphine Libere, Oct. 17th
1984, p. 13. -

38. Quatrepoint, Jean-Michel, “Gerer les nationglisations,” Feb 5,
1983.
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The government”s ‘involvement in Pechiney”s modernization plans can be
analyzed from three angles, Financially, the sfate has invested
heavily in the corporation to finance the needed structural changes.
Pechiney received 2,4 billioun francs in public grants iIn both 1982 and
1983, and another fivé hundred million the following year.[39] These
sums compare with the 1.67 billion francs invested by the private
sector from 19?5~1981 in the six major French holding'companies, and
the 30 billion francs invested By “the government in 1982-1983.[40]
Furthermore, théI30vernmeut passed a series of measures to lightea :the
fiseal pressure 6n the major groups, including = modificafion of the

business tax (taxe professionnelle) that 1left an additional five

billion franes in company coffers in 1982 alone,

Structurally, the state encouraged the holding companies to pursue
rationalization 9policies in the negotiation  of contrats

Etat-entreprise. After forcing the hand of Pechiney-Ugine-Kuhlmann 1in

its negotiations with Occidental Petroleum, the government convincéd
the group to .sellw"off its chemical holdings to Elf-Aquitaine
(halegens), ~ Rhone-Poulenc  (chemicals), and COF-Chimie  {organic
ﬁhemicals and oplastics). In return the state leanad on the
nationalized electrical company (EDF) to find an arraﬁgemen; that would
sase the energy bill of the rejuvenat%ﬁ Pechiney corporation., 1In March

39. Interview with Michel Parollaz, Union delegate for Pechiney,
November 15th, 1984. .

40. The five recently naticnalized companies plus CII-Honeywell-Bull,

The figures were provided by the former Industrial Minister Jean-Plerre
Chevenement. See Quatrepoint. i
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The government”s involvement in Pechiuney”s modernization plans can be
analyzed from gh;gsi”angles. Financlally, the state has invested
heavily in the corporation to finance the needed structural changes.
Pechiney received 2.4 billion frames in public grants in both 1982 and
1983, aﬁd another five hundred million the following year;[39] These
sums compare with the 1.67 billion francs invested - by the privage
sector from 1976-1981 in the $ix major Freach holdinglcompanies, and
the 30 billion francs invested by the government in 1982-1983.[40]
Furthermore, thé/government passed a series of measures to lighten zthe
fiscal pressure on the major groups, including a modification of the

business tax (taxe professionnelle) that left an additiomal five

billion francs in company coffers in 1982 alone.

Structurally, the state encouraged the holding companies to pursue
rationalization policies in the negotiation of contrats

Etat-entreprise. After forcing the hand of Pechiney-Ugine-Kuhlmann in

its negotiations with Occidental Petroleum, the government convincéd
the group tﬁ sell off its chemical holdings to | Elf-squitaine
(halogens), Rhone-Poulenc (cheﬁicals), and  CDF-Chimie (organic
chemicals and plastics). In return the state leaned on  the
nationalizéd electrical company (EDF) to find an arrangémeﬁt that would
ease the energy bill of the rejuvenatgg Pechiney corpofafion. In March

- T i

3. Interview with Michel Parollaz, Union delegate for Pechiney,
November 15th, 1984, C .

40. The five recently nationalized companies plus CII- Honeywell Bull.

The figures were provided by the former Industrial ﬁinister Jeaun-Pierre
Chevenement. See Quatrepoint.
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1983;.the two firms signed an agreement in which Pechiney pledged to
participate more fully.in the coanstruction df French nuclear power
plants 1in return for a substantial discount on its energy bill.
Finally, the state reinforced the blanket of public social coverage to
aid 1n the reclessification and redeployment Iof the workers who would

lose their jobs once the restructuration plans were implemented.

However, the government has shown few visible signs of the pefsuadingl
Pechiney to heed local 1n£ere$ts. On one hand, the state may have
quietly convinced the corporation of the economic benefits of
réinvesting iﬁi Saint—Jean—de—Maurienne rather than  transfezing
production facilities to the more modern plants inaBecancour. {Ontario,
Canada) and Tomago (Australia). On the other, the government has.often
repeated its intentiom to  respect “the autonoﬁy of (both)
decision-making and action inm the nationalized corﬁorations‘” In
responding to a question on this subject, Armand Roullier once again
stressed the distinction between "social pelicy”, which the corporation
was quite willing to pursue with.public authorities, and “industrial
planning™ which would always remain.;he sole prerogative of company

officials.[41]

To what extent can the state influence the corporate decision-making

procesg? In the wuch discussed, but never disclosed, contrat

Etat-entreprise, the holding compaﬁies were much less than. willing to

e e et

41, Ibid.

42, The contrats Etat-entreprise are not in the public domain. Of the
dozen people interviewed for this case study, no one admitted to seeing
more tham certain passages of the comtract concerning Pechiney.
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discuss industrial strategy.l42] As one PDG admirted openly,

We“re not going to discuss, in a document distributed to

twenty-five individuals, ecertain of cur major policy

decisions where secrecy 4is essential. Thére  are certain

matters that we are willing to discuss orally with a few

members of the administration, but ifts (simply) imprudent to

put them on paper.[43] : :
Certainly, the state continues to actively interveme in the private
sector. Nome-the-less, Several practical considerations will continue
to define the 1limits and effectiveness of its intervention. In
juxtaposition to Michel Crozier”s eclassic propositions coucerning
French administration, the private sector guards just as jealously the

-~EF

information vital to its own survival,

43. Quatrepoint, Jean-Michel, “La “vertu pedagogique’ des contrats
d”entreprise”, Le Monde, Feb &, 1983,
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IV

Business and Politics

To what extent does current local economic policy in France elicit

cooperation between public officials and the private sector?

Over the last decade, for several reasoﬁs French plaﬁnégs have been
forced to reexamine the traditional models of Indicative planning, To
begin with, the attention paid to "national 1leaders” 1in privileged
industrial sectors has come at the expense of internal .éompetitiE%Pfss
and a more diversifled ecconomy. Second, the, resources spent .in
developing regional “"metropoles” hag proved gounterprodﬁctive bsth to
fhe Parisian région and the peripheral economies. Third, the

reliability of hierarchical development models Is questionable, the

choices made in the trente glorleuses seem quite out of place in am era

of political and economic scarcity. The decentralization reforms are
an explicit recognition of the need to open up economic planning to new
. . ]

perspectives and new realities.

Local economic policies in and of themselves are nﬁthiﬁg_'new. As we
have seeﬁ, French municipal officlzals have traditlionally acted as
"firemen” periodically coming to the rescue of local firms and
econcmies. What {5 new {s the priority given to micro-economic
stratégies in the elab;ration- ané—implementation of French public
policy. This tendancy benefits local government, which is put in the
middle of the public peolicy making process, and small and medium sized
firms, which are becoming privileged actors in the French economy.

"
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Local economic planning, as foreseen in the decentralization reforms,
fs a step beyond that of “mualcipal socialism": it demands the
coordination of objectives of public and private actors at the local

and naticnal levels,

Explicitly, the decentralization reforms legisiéte specifice
responsibilities to the each level of territorial government. Although
the state "maintains respoasibility for social and écdnbmic policy”,
local government is encauraged to participate in the £formulation and
the implementation of particular policy options, We have seen that
coordination and”concertation are theoretically the key  words of_ the

contrats Etat-region, the negotiations for which are intended to

assimilate social, political, and economic actors at all lavels into

the decision-making process. Moreover, . the lois de décentralisation
are a call feor action: they lay out specific conditious:in which loecal
authorities can intervene either dirgctly or indirectly in ;he private
sector, Finally, the texts_legitimate local economic strategies,
bringing them from the fringes of legality to the mainstream of the

policy planning process.

Implicitly, the reforms shift a greaﬁ measure of respomsibility for the
health of the economy to local decision makers. Such responsibility
has inevitably politized the policy making process. With regard to
failing businesses or industrial segtofs, local leaders ére'electoral;y
cbliged either to address the quesﬁioﬁg of employment and reconversion,-
to accept the responsibility for ;helfailing toe find spiutions, or to

pass the buck on to their hierarchical rivals. The responsibility is

not shared equally by the business community: the decéntralization

- 5] -



reforms offer little incentive for business leaders td work together
with local officials. As a result, communication between the public
and private sectors takes place mainly between private firms on the
verge of failing and lecal government officials who fear the social

consequences of their failure.

Can such measures eveatually produce economic policy reflective of
1oca; interests? One fundamental issue s whether the objective
economic and political conditions permit the needed cooperation.
Though the goal of full employment unites decision-makers at all .
levels, there 1s 1little agréement as to 1lts acceptable costs. I the
short run, if the decentralization reforms facilitate communication in
certaln instances, are they beneficial for administrative government
and the private sector as a whole? If such cooperation depends on the
confidence of each actor in the others, do the decentralization reforms

encourage each to play the game?

The 1local economic policies reviewed here reveal a wide range of
answers to these questions. Local economic strategies range from the
relatively "liberal” pcl@cies of industrial and commercial promotion to
direct public participation im the private sector. The effectiveness
of these policies seems dependent upon their complementarity with both
the economic structures and political climate of the locality in
question (commune, departmeat, regiou). Concertation and cooperation
appear much more likely within r;latively stable ;and productive
economic and political structures than in those iSOlated either
economically or politically from departméntai, regional énd/0r natioﬁal

decision-makers..
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Subsequent research meeds to be conducted in a number of areas:

First, attention can be directed towards communes directly under the

political and economic tutelle of France”s largest clties. In urban

centers with relatively diversified_ 1ndustrial structures, effective
economic policy is more of an electoral preoccupation than a local
necessity. 'chh is far from the case for the.smaller local goveruments
in their immediate . vicinity, where a lack of cooperation between the
business sector and local off#cials will create modern day ghost
towns. Paradoxiecally, thése;gmaller communes hﬁven’t the political or

fipanéial fesourtes to impiement local economic policy. Beforqﬂeghe
current reforms they could attempt to ally themselves with the
departmental Prefects, decentralization has left them more than ever at

the merey of large corporations and large city politics.

Second, efforts mneed to be undertaken to analyze the motivations and
objeétives of a greater diversity of economic actors. This study has
made an effort to incofporate the views of the Intervening actors in
three contrasting case studies. The case studies,'however, are 'overly
representative of the traditional sectors of the French economy. An

oxamination of the contacts with local officials of firms who are mot

seeking public funds, and especially in the service sector, would

certainly be quite revealing of the what interests the whole of the

private sgector may have in cooperating with 1local government

authorities.

Third, further research needs to be done on the more subtle forms of
local economic strategies, Direct economic intervention by local

authorities, as brought out in the case studies examined here, are the
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most visible comsequences of the <current decentralization reforms on
the Freach economy. The relative failure of such efforts seems likely
to push local poliecy makers more and more towards economic strategies
designed to. influence the general industriai environment of the
locélity. Moreover, since formal administrative structures are not
particularly. adapted to implementing rapidly such peolicy options,
informal “work groups” wmay increasingly provide more appropriate
vehicles for the types of actions needed to promote économic

activitias,

In conclusion, this study suggests ' that the ability of loeal econgmic
poiicy.;o elieit cooperation between the public officials and the
private sector depends on a number of fundaﬁental vafiables. Local
policies are responses to the economic environment. The dindustrial
infrastructure, with 1ts accompanying financial networks and economic
cycles, entail{a certain number of economic constralnts and provokes
social demands to which economic policy must respond. Local policies
are also respﬁnges to inecreasingly politicized territorial governme?t
structures, The staggered election system, put ﬁogether with the eumul
de mandats, exposes loeal poliﬁicians to constant electoral judgeﬁent.
The decentralization reforms, In proposing jeint responsibility between
local and national authorities for ec&nomic policy, have tended to
nationalize local decisions as much as the statefs tutelles ever did.
The future of local economic poliey :Wwill depend on the ability of

administrative government to reconeciliate local demands and national

. politics,
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INTRODUCTION»

The research behind this paper has not been' sufficiently systematic and cotn-
prehenslve to sustain very solid conclusions concerning the rélations ‘Hétween
politics and business, i.e, the importance and effects of various aspédts of
peliticisation and the explanat;ons of and reactions to these aspects of paliticisa~
tion, The prime purpose of my paper is, therefore, to put Iorward and to discuss
some assections with regard to diffe;‘ent types of poiiticisation, the immiédiate and
desired alternatives for business on. this d.eveic'»pmént, and the 1mporta.n§e for and
effect on business of different types of politicisation, This sub-theme is concluded
by the identification of some indicators of politicisation, Sﬁbsequeht.ly. I.'fry to
conceptualise various aspects of the explanations of and business and political

reactions to the generally increased Interaction of politics and business.

In the sacond substantial part of the paper, these indicators are used in a concrete
énalysjs of explanations, husiness reactions and reactions of thé political system
concerning the, usually supposed, increased politicisation of business, This concrete
analysis intends to combine quantitative data with more qualitative data; although
this combination produces some problems of measurement which cannot e handled

in thls context. Accordingly, the conclusions ought to be scrutinised, -

The assumptions of the papef can bé surhiharised like this,
1} Increased interaction of politics and business is not necessarily tantamount to

Increased politicisation of business, Emiairicall:y,' the former is éilrident; but

*} My participation in the ECPR Jomt Sesswns is su.qaported by the Damsh Socnal
Science Research Council. ;




even if that conclusion applles to the latter too, you have ta emphasize that it

is less developed and of a more ambiguous nature,

2} Generaily, the economic explanations predominate, although politica! and

ideological elements of explanation carry some welght, too,

3) The reactions of business - organisations and firms - are primary pelitical

and ideological, whereas the economic reactions are of little importance,

2} The reactions of the political system are primary pelitical and ideological,

but ~ to some extent - aiso economic,

5) In general, what might be called "strategic" politicisation, Le, pollticisation
with heavy and long-term effects on the autonomy and decisions of business
and, accerdingly, on its relations with politics, seem to be rather limited

within a much more comprehensive arena of poalitlcs-business interactions,

Finally, a word on terminology. The paper uses the words "state™ and "general
government! interchangably, L.e. they both encompass the activities of the central

state institutions, the counties, and the municipalities,

PROBLEMS AND CONCEFPTS.

A fundamental question concerning the increased interaction between politics and
business is if it is fruitful to talk about politicisation without qualifications, Le.
without differentiating between different types of éoliticisation. The point of
departure of this paper is that you have 1o specify the substance of the
accumulating evidence of increased interaction of politics and business to avoid the
risk of grouping apparently like phe_numenons, thus over_lgokjng relevant divergen-

cles and possible divergent political, economic and sacial implicaticns. To be a




little more piecise, the assumption of this paper is that different types of
politicisation affect business differently and therefore form its reactions different-

Iy, ton.

What typology should be used, then? One simple way would be to separate new
areas of politicisation from old areas {with perhaps changed ways of politicisation).
This typology could, however, run into the problem that the old areas of
politicisation have witnessed different typés of politicisation,’ 1rhplylng that t-he
description of the changes is not exhaustive. Generally, 1 find it appropriate to
distinguish between state actions with direct effects on the performance of
businéss and those state actions which more generally encircle the 5c6be of
- manoeuvre of business. [ find it necessary, however, to differentiate even more,
thus ending up with four types of politicisatien: general activities and functions of
the state; state inference with (potehtiél) business tasks, including the istue of
state enterprise; state intervention concerning the performance of business, i.e,
industrial policy including state procutement and purchasing and., finally, state

h

regulation of business.

These four types of politicisation might be perceived as 'generaliéﬁtion's_of certain
aspects of the empirical interaction between state and business, They éxpress the
assertion that, primarily, business is politicised in two ways. The Tirst concetns the
avtonomy and strategies of business, e its po‘tential for making deéisi-é;ns
concerning production process, products and marketing, Accordingly, the more the
political system regulates business or ‘te more it makes an irroad into the
traditional sphere of business, the more business performance is po!jtiéiséd. The
second way of politicisation concerns the manner in which business attention and
activity is diverted from the market plécé and its priority of econemic per!orm-
ance and ‘directed against the political system with its diverging rutes” and

procedures. Accordingly, the moré business performance is subjugated to political



schemes, rules and procedures, especially if they lnvolve a potential of dirigism,

the more business is politicised ~ even if it profits from this type of interaction.

On the following pages I have defined these concepts of politicisation in connection
with some variables that together specify the implications of each type for
business. The first variable is business alternatives: What is the economic and
political interest of business with regard to the different types of politicisation?
The second variable is importance for business: How important is it for business to
reduce ot alter the specific type of politicisation? The third variable is the effect
of politicisation on the performance of business, The point of departure is the
likely or possible development of each type of politicisation which opens for
different effects on business and opens for different effects on firms compared to
the effects oh business organisations. Fourthly, 1 put forward some indicators of

politicisation, some of which will be used in the analytical part of the paper,

General activities and functions of the state refers to the fact that the modern
state has provided preconditions for the functions of business or has institutional-
tsed solutions to more general problems of society. These activities and functions
differ from country to country and from time to time within each country. Within
each country, however, the institutional settings of such activities are not changed
overnight as this aspect of the division of labour between the state {politics) and
the ecenomy (business) is an integral part of a complex political and social culture,
Examples of this type are the educational system, the heaith system, the

construction and maintaining of the physical infra-structure and part of the energy

supply system.

The alternative to the present institutlonal setting of these activities and functions
is some sort of privatisation, i.e. that the production of the "general conditions of

the repreduction of society is made profitable for business, As far as 1 can see,
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business has not been very interested in cafrying thiough this kind c;f change, As to
the effect on business, the likely status quo has no effect, whereas some kind of
privatisation is followed by an increased competition for orders and concessions. [t
is impossible, however, to say if this differs from the politicisation of business
caused by the existing state purchasing and licensing, Relevant indicators are

aspects of the general role of the state In economy and employment,

The second type, state interference with (potential) business tasks, primarily
concerns part of the production of poods and services in societf. For many reasons
the state may organise the production of some goods and services through
nationalisations or through .the establishment of state enterprises, and in many
countries this is of great economic importance and a hot political issue. Another
activity of this type is the production of goods and services necessary for the daily
functions of general government institutions, e.g. cleaning, catering and repairing,

the institutional setting of which is a much debated matter in Danmark,

Seen from the corner of business, a fair and equal competition is demanded, with
the implication, of course, that business will prove more competitive than its
‘politically advantaged competitors within general government institutions. As
business perceives these state activities as some kind of undermining of business'
total area of profits, the demanded alternative is privatisation of the carrying out
of these functions. The importance for bﬁsiness is supposed to be graat, The effect
on business depends on the actual process; if it conforms to the general assertion of
increased politicisation, the interference will increase and this will create con-
frontation between the political system and business, but-alsé resilt in state
"negotiations with business organisations. If interference is decreased, i.¢. privatisa-
tion developed, the effect will be a combination of depaliticisdtion”aid a more
vaguely increased awareness of the general government sector due to the increased

competition for orders, Indicators of this type of politicisation could be the scope



of state enterprise and the production of goods and services within the state

sector.

State intervention concerning the performance of business refers to the many state
actions inducing business to perform in certain ways, Le. to develop in specific
directions which are perceived or motivated as beneficial for society, Part of these
actions is the state’s position as purchaser and the connected procurement policies.
My point is that these state actions do not necessarily direct or forge business to
perform in the desired way. Examples of this state intervention might be
suggestions of wage increase limits, subsidies for investments or technological
innovation which can be utilised only through the initiative of business, and systems
export which leaves the praduction and management functions to business implying

that the role of the participating state agencies is rather limited.

The alternative to this state intervention might be some kind of disintervention or
disengagement; the alternative could, however, alse be perceived as an increase of
this intervention as long as it does not really undermine the autonomy of business,
would suppase that business organisations are often more negative to this type of
_intervention than are those who beneflt econonlaical.ly from the intervention - the
organisations’ members, the firms, The importance for bysiness seems to vary
according to the nature of the state intervention and to the ideologies conmected to

It

Concerning the effect on business, three alternatives seem possible. A change of
procedures and rules of this state intervention wili greatly. affect business, passibly
leading to.confrontation but also to negotiations with business organisations and
firms, Increased intervention will affect business, because the competition for
orders, subsidies and contracts is strengthened. This effect will thus politicise

business by shifting its attention from the more ordinary market places to the
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political scene with divergent values énd normas. Lastly, a dmréé&d intervent.ion is
thinkable, e.g. through a reduction of the subsidies for business, the effect of which
is hard to determine. By implication of the just said, this sh_ou!d fead to
depoliticisation of business; the question is, however, what will happen when this
development Is niot really wanted by business, or mayke wanted by business

organisations but not by their members?

That the role and attltudes of business organisations do matter in this context is
partly a function of the Danish industrial structure with very few big firms (in
absolute terms) and the dominance of business organisations vis-i-vis the firms in
the political decision-making process. 1f, therefore, these organisations succeed in
hampering the extension and intensification of this type of politicisatioﬁ,' the need
and temptation for the firms to develop closer contacts with state 1nsfﬁutions is

relatively limited as is its feasibility,

Indicators of state intervention could be procedureé and rules of industrial policy,
state efforts of expanding Danish labour, supplies etc. in connection’ with big
gensral government projects, and the actual interaction between firms and state
institutions, ' : B :

It goes without saying that the bordertine batween the above-mentioned third type
of state actions and the fourth type, state regulation of husineés, is'ra#léb vague,
This especially holds for state suggestions of wage increase lirixits; but in some
instances for state subsidies, too, The problem of distinguishing between the types
seams limited when we talk of regulation in the word's proper sense: Business is
forced 1o act in specific ways or prevented from carrying out certain activities,
Examples might be dernands on the working conditions of factories and a'ban on the

use of specific additives in the food processing industries,



The direct alternative for business is deregulation, but not without reservations,
Business may perceive regulations as unfounded or as dislocating business' ability of

competition compared to the foreign competitors, and accordingly business wants

_deregulation, On the other hand, however, business does not want status quo ex

ante as the change is often due to public pressure, e.g, through environmenial
groups, implying that a return in itself would politicise this issue in 2 very
unfortunate way for business, This issue could be characterlsed by divergencies in
the viewpoints of business organisations on the ane hand and the firms on the other.

The importance of state regulation for business thus seems to be great in any case,

The effect on business of increased regulation seems great and it often leads to
confrontation with the political system; byt very often it also leads to negotiation
and compromise between the state, the business crganisations and the firms, The
effect of deregulation - If this is politically. possible at all - is supposed to be
improved economic performance, at least in the short run, but maybe also problems
of legitimacy. Relevant indicators of this type of politicisation se=m to be

regulating procedures in legislative and executive actions.

In order to get beyond the intended description of the politicisation of business, i.e,
in order to explain that politicisation and analyse its dynamic effects, | shall
Introduce some other concepts and assertions. As I find it illuminating to discern
between economic, political and ideological modes of explanation, business
reactions and reactions of the pelitical system, [ shall stact by detining the three

concepts with regard to the modes of explanation,

By economic T refer to events within the economic structure or connected to the
economic performance of society, e,g. socio-economic crisis of soclety (unemploy-
ment, increased deficit on the balance of payments etc.), societal problems more

or less rooted in the economic sphere of society, and the increased role of the state




:as purchaser of (privately) produced gouds and services. Political refers te the
features and substance of the state apparatuses and of the decisibp_—pjaking
process, e,g, the role of the organisations = whether this is perceived a.s_ corpora-
tism/concertation or segmentation, the weight of the welfare issues in state
' expenditure and the recruiting of MP's (their cccupational background}, Finally,
ideological refers to the attitudes, thé sympathies and antipathies of the popula-
tion, or mayhe rather the way 1hésej.- attit_udes are channelled to and affect the

political system and its decisions, e.g. through issue pressure groups

The economlc reactions of business to (increased} politicisation primarily concerns
the inveﬁ'_l:meﬁl_: decisions of firms with their future implications for capital
formation, technological innovation and employment, The political reactions refer
to the changed position of firms and business organisations within the political
process or their changed attitude to this. process, &g increased or decreased
particlpation and lobbying, organisatioﬁal coalitions in order hetter o cénf_r’ont_ and
roll back the unwanted polij:icisatiun. Ideclogical reactions refer especially to the
many ways business - firms and organisations - may try to change public opinion
as a means of changing the attitudes and prioréties of the politicians, e.g. through

newspaper campaigns, information to the educational system, and booklets,

The reactions of the political system can - at least theoretically - be seen as
reactions to two types of development. They can be perceived as reactions to the
increased politicisation per se, e.g, the increased significance of the state for total
empl;:yment and the possibly changed perceptions of the relations between state
and ecmérnyl that follows from this, and they can be seen as reactions to the
econom@c,_political and ideologiqal rgactié_ns of business to this increased polit_i.cisa—

tion, Evidently, it may be rather difficult to distinguish the former reaction fram
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the latter, which seems to presuppose some kind of "net-compliance® in order to be

identified,

It is also evident that there may be several, intertwined causes to any specific
reaction of the politicel system - some current economic problems and genuine
ideological perceptlons may for example cooperate in shaping a certain political
reaction, More generally, I find it necessary to say that the three types of
reactions are intertwined, strengthening each cther In the ongoing pracess of
politicisation or depoliticisation, But despite these problems, I shali present some
assertions concerning the reactions of the political system, In this context, the
reactions to politicisation per se are named 1", whereas the reactions on business'
reactions are named "2,
The economic reaction! of the political system seems to cencentrate on a
{continued) expansion of state enterprise or rather state activities in general. This
may he carried out in order to further shift the balance between the state and
- private spheres, just as it might be initiated as the (only} perceived way of
improving the performance of the economy, The ecomomic reaction’ could be a
reduction of the state economic activities or a change of the procedures and rules
guiding thase activities, in short some kind of privatisation.

1 of the political system is likely to be a change of the

The political reaction
features of the political decision-making process in order 1o reduce the welght of
business associations and firms. The reaction may also involve some kind of change
of the structure, pracedures and competence of the state apparatus in order to
perform the state institutionalised “business functions* more efficiently. The

political reaction” could be some change of procedures and rules in order to

commit business more closely to the affairs of the political system in order to
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augment business astonemy. The reaction may also involve some transfer of

functions 1o private government institutions.

Finally, the ideclogical reaction! of the political system seerais to be an intensifi-
cation of the politics-economy/state-private issue in the political debate in its
narrow as well as in its broad sense, and this will clearly be connected with an
underlining of the ideological profiles of the political parties which again is
suppesed to lead to increased confrontation on the issue. Ideological reaction? is
suppesed to involve government eiforts at explaining the feasibility and maybe
even the necessity of a changed/reduced state sector; and this “ideclogical
statement is further supposed to intensify the state vs. the private issue in the

political and public debate,

TYPES OF POLITICISATION, EXPLANATIONS AND REACTIONS.

In this part of the paper 1 shall successively analyse the four types of politicisation,
thus trying to connect the quantitative indicators with evidence of more qualita-

tive explanations and reactions,

The general activities and functions of the state can be measured in several ways
which ail prasent a rather high level of general state activity and, at least-in many
instances, an increased level theoughout the period. In 1973/74, general government
expenditure as share of GDP amounted to 43.7%, but in 1983 it amounted to 62.3%
(Stati.stisk- tidrsoversigt, 1983: 101, 117; 198#: 103, [19), General government
consumption expenditure incfeasad from 20.9% In 1973 to 28% In I933 of total
domestic mn@mption expenditure, whereas private consumption expenditure

increased only slightly jn that period, le. from 53.5% to 55.6%, thus "eaving" a
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signiflcant decrease from 25.6% to 16.4% 1o gross capital formation (Statistisk

tidrsoversigt, 1984: t13),

Likewise, .in 1373 the number of persons employed In public services, electricity,
gas & water and communications was 332,600, whereas in 1983 it was 322,700,
amounting to 23.3% and 34.1% respectively of total number of persons employed
(Statistisk tidrsoversigt, 1984: 125), If, finally, we look at the bills passed by the
Danish parliament, Folketinget, those concerning more general activities in
1972/73 amounted to 67.9% and In 1982/83 to 67.2% (calculated from Folketings-
drbog, 1972-73; 1982-83).

Do these figures really indicate an increased level of politicisation of business?
Maybe, but not without reservations. On the basis of the previously outlined
assertion concerning the more fundamental ways of politicisation of business, [
would be careful to exaggerate the politicising effects of these state activities,
And this might be supported by the figures of appendix I, clearly showing the
weight of the general welfare issues, which are of only limited significance to

business, and the rather small importance of the economic services.

From appendix 1 an economic explanation on the increased state activity could be
inferred, too, I am referring to the effects of the dramatically increased
unempleoyment, which in 1973 amounted to 0,9% and in 1983 to 10.8% of the Jabour
farce population (Statistisk tifirsoversigt, 1984: 40). But although I generally wodld
assert the predominance of the economic-rooted problems as cause of the
increased tevel éi the general activites and functions of the state, this does nat

imply that political and ideological factors of explanation are without any value.

The unemployment issue, for instance, is but part of a more general welfare issue

which has political aspects, too. It seems, however, far more difficult to demon-
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'stiate ‘that the activities of the organisations, especially those of the Bublicly
employed, have caused the exparision of ganeral government than it i to connect
that extension with the changed pb.sition of women in the labour f_ﬁrce, the
Increased prosperity of society tﬁroughout the 19605, and the socio-economic crisis
of the late 197035, At any rate, I do not accept the more or less exp!iéii-asseftion
that the current opposition of the publicly employed against cuts in the activities

of general government proves that these groups were the main cause of the

extension of these activities,

This is not to deny that features of the political process, structure of the state
apparatuses and role of the interest organisations have contributed to the
expansion of general government, But this has to be seen on the b:.asis of a
predominant attitude of most of the Danish population in the 1960s and early 1970s
that the welfare institutions should be collective and a common cause, i..q‘.-.':[ér all
practical purposes organised by or in close connection with general gwerhrﬁ_ér&. Of
course, this attitute has been espacié;liy'advanced by the Social Democratié Party
and the leftist parties; but it is worth mentioning that the liberal-conservative
government of [968-1971 accomplished a cofisiderable expansion of public expendi-

ture - and of direct taxes,

The reactions of business on the increased state activity have only to a limited
degree been eccnomic, I think because of the relatively small burden which the
general activitles and functions puts directly on business. This can be damonstrated
by the corporation and other production taxes and the employers' social:.se'c.'urity
contributions, which in 1973 amounted to D.kr, 3,1[8-million and in 1983 to
D.kr, 11,929-million, that Is 4.2% and 5% respectively of total faxes and duties
(Statistisk drbog, 198%: 462-63), The rélative increase Is due to a doubling of the

share of social security contributions,
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A comparison of these business expenditures to industrial value added minus wages
implies an increase, of course, without supporting the assertion of increased
politicigation, however. Thus, in 1973 the shate was 21.3%, whereas in 1982 it had
only increased slighﬂy, to 22% {Statistisk irbog, 1934: 462-635 Statistisk tidrs-
oversigt, 1984: 71-72},

Nevertheless, business has complained over the increasing and troublesome burdens
put upon it by the state, but these reactions are political and, in particular,
ideological, Thus, the retail trade and the handicraft organisations have made the
(unpaid) administrative functions for the state a political and ideological issue,

but - as far as1 can see - without much success.

More generally, part of business has criticised the unbounded espansionism of
general government and its effects on business, e.g. the interest raising effect of
the financing of the increasing deficit of the state budget. But, by and large, 1
would say that this business criticism did not until about 1980 really attack the
total expenditure of general govérnmem. Rather, business has attempted to stop
the growth of state expenditure énd 1o reallecate public money for other general

governtment purposes.

Within the political system, economic, pelitical as well as ideological reactions can
be identified, but the latter seem .to predeminate, Some parties want to activate’
general govetnment _ir'ustit_utic:-r'lsj in combating unemployment (iabe-creation,.'
municipal business activities etc.i. but generally, these activities are of litile
economic importance. Contrary to this, other parties have attempted to promote '
some privatisation of services whié,h are traditicnally publicly preduced; the slow
progress of the idea of a "cbarge health system" indicates difficulties for this type

of reaction.
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It may be possible to find examples of political reactions that attempt to exclude
business - organisations from political .dec';sions in which they are by-'tradition
included, just as you may find efforts to change administrative appacatises.- But
still, one characteristic of Danish policy-making is the intensive lnvalvement of
organisations, and especially business organisations, even in areas in which their
interest is rather fimited. To this corresponds the fact that only few, if any, of the
general government activities and functions have been transferred to private

government institutions throughout the peried.

In contrast, with the "middle-of-the-road" reactions just mentioned, the idevlogical
reactions of the political system have been far more extensive, Defeating ':hel
words of the prime minister of the liberal-conservative government of 1568-1971
that "ideologies are dead", the landslide election of December 1973 demonstrated
the discoatent of part of the constifuency (the tax refuser and neo-liberalist
Progress Party gathered 16% of the "Qotes_], i.e, it demonstrated the \'rltalli:y'or

rather vitalisation of anti-statist attitudes.

This "pelitical innovaticn" provoked several reactions, of which two dre worth
mentioning In thls context. First, the anti-statist attitudes spread to most of the
bourgeols and centre parties, some.o'f which were the (solid or ad hoc) political
partners of the Social Democratic Party, This change of attitudes evidenily made
it more difficult for the Social Democratic minerity governments of the’ 197(;?5 to
combat the economic crisis with consistency and effectiveness, Even today, when
the Progrgss party is without any political and ideclogical significance, much of the

nec-liberalist idea remains in the bourgsais parties, especially in the Liberal Party.

Second, the reaction within the social democratic labour movement {party and
trade unions} was somewhat ambiguous. One group attempted to combat the neo-

liberalist attitudes by suggesting change and modernisation of the state institu-
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tions, thus containing more vigorous attacks on gensral government, Anotherjgroup
attempted to combat the econamic crisis by changing the perception of the division
of lzbour between politics and economy, Le, by suggesting new or extended state
activities within the sphere of production and marketing. But, as a consequence of
the changed ideological climate, these suggestions have never beem very far-
reaching and offensive, Implying that today - within the framework of an intensi-
fied idealogical debate - some moderate and pragmatic variant of the neo-

liberalist model seams to advance.

Compared with the first type of politicisation, the scope of state interference with
(potential) business tasks is far more difficult to indicate, primarily because we do
not have any detailed statfistics of the composition and volume of public enterprise
and of general government preduction of goods and services. In spite of this, and in
spite of the much more limited scope of this type of politicisation compared 1o the
above-mentioned, its importance for business is much more marked as are,

decordingly, the reactions of business.

Public enterprise is rather limited and in 1972/73 and 1982/83 only one bill
cotcernlng this issue was passed by Folketinget. Qufside teaditional general
government activities withln energy and communication {public utilities, post-
and telegraph services, and the Danish State Railways), you do not find many
publicly owned tirms, and in particular not within industrial production. A status of
December 1979 only contains 38 joint stock companies in ‘which the state
participates as shareholder {Statsrevisorer, 1980: 36-37), and of these firms only 5- \
3 qualify as industrial production units. Although this list i3 somewhat outdated
(e.g. the state, in 1981, became shareholder in Det Danske Stdlvalsevark AfS), the

pattern is unambiguous: In peneral the state does not act as industrial entre-
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_prensur; and when it does, the performance is without any strategic. plans for
reshaping industrial structure and improving industry's adaptive capabi'lities

(Sidenius 1982a; 1933).

General government production of goods and services is (inversely) indiéated by
state purchase of goods and services as share of gross general gove_rnment-
consumptlon expenditure, This calculation shows that in 1973/7% and 1983 state
purchase amounted to 32.6% and 31,1% respectively, Le. a slight increase in
general government production of goods and services (Kristensen, 1983: [05), I we,
instead of this measure, compare general government purchase of goods and
services from the private sector with. the sum of gross general government
consumption expenditure and real net investment, the development is somewhat
different. In 1973/7% the share was 41.3%; but in 1983 35,5% only; and by extending
the period, we find that the share was.as high as #7.5% in 1970/71 (Kristensen,
1985: 109). - This type of state Interference is not reguiated by the legisléture,
but by pgovernment and the administrative agencies, Tt is therefore next to
impossible to pather a systeimatic picture of the decision-making concerning this
issue. . S
How do we explain this? With-l regard to public enterprise, I.think that much of an
explanatién can be found in the industrial structure and the pattern of pelitical
decision-making and the fdeolpgi@s connected with it, Denmark does not possess
many of those raw materials which elsewhere have very often constituted the basis
for state enterprise. Furthermore, the structure of size of .Danish-industry is
- marked bir the gr;eat number of SMEs, whereas the large firms, although relatively
important, are limited in number and small compared with firms of other countries
(Sideniug, 1982a; 1983). In my obinion, this explains why state enterprise never
reached the scope it did in other countries and actually only in periods has been an

issue on the political agenda,
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Moreover, this Ieature of the industrial structure was partly caused by the
prevailing decision-making process and liberalist ideology, which it strengthened
furthers The involvement of business organisations instead of firms and the attitude
of non-interference except in cases of increased competition from abroad evidently

favoured the maintenance of the border-line between public and private enterprise.

The level of general government purchase of goods and services from the private
sector, which is not especially low compared to other countries (Kristensen, §985:
196), and the decrease of that level need to be explained, too, [n this case, and in
contrast to the first type of politicisation, 1 find it well-founded to assert that the
interest of the bureaucracy is one major reason for the extension of general
government production, which, of course, has worked together with the ideology of
state-institutionalisation of functions 'in society. The assertion is partly supported
by the fact that the decrease in general government purchase of privately produced
goods and services is especially marked with regard to real net investment, which
above all invelves private firms, Cuts in public expenditure seem to be carried
through more easily in areas where the cxpenses are transferred to private

enterprise (Kristensen, [985: especially chapter 3).

Business reactions to this increased - although with regard to state enterprise
vather low - level of politicisation have been political and ideological. Politically,
business - orpanisations as well as firms - has increased its efforts of
influencing, i.e, reducing, general government production of goods and services, but
due to the lack of detailed statistics systematised as time-secies it is impossible to
. say where these efforts may have succeeded, Ideologically, business has launched
campaigns against the increased exclusion of private firms frorﬁ the production of
geods and services 1o the public sector, that is business has tried to change the
procedures of general government both directly and more indirectiy by changing

the popular opinion.
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Conceming ‘state enterprise, business has not really attempted to accomplish any
kind of privatisation, But it has, ‘especially in the case of Dansk Olie og
Naturgas A/S, vigorously combated the extension of state enterprise into new arcas

and rew functions. In this endeavour, busiriess has been partly successtul,

Reactions of the political system seem 1o be very similar 1o those concerning the
first type of politicisation. One economic reaction has been an atternpt by the
present bourgeols government to privatise the state share (50%) of an’ industrial
and mining company, but although this decisien is clearly within the competence of
government, it has not been accomplished yet. Politically and ldeologically, the
efforts have aimed at either a moderate extension or a ditto privatisation of these
general government activities and functions, and, accordingly, focissed on ideas of
restructuring the state sector in order to inake it better able to manage one or ihe
other intended situation, It would be an exaggerstion, however, to say that these

ideas have materialised in any significant way.

State intervention concerning business performance is of a somewhat’ ambigiois
natyre in its importance for and effect on bysiness; 'I'hé “ambiguity Is caused I:iy the
fact that industrial policy and purchasing and-procurerﬁent poli&ies as an’ integral
part of this are in the economic interest of business - provided that the rules and
procedures of that policy do not constrict business autonomy. . Accordingly, this
type of politicisation (founded on e.g: -subsidies, tax reliefs and development
contracts) may develop some kind of basis for an economic depeﬁdeﬁcy of business
on state intervention; but resl dependency does not’ fallow by necessnty as the rules
and procedures may not support mch dependency or may even counteract it

Nevertheless, it may be asserted that the myltiplication ot inter\rgntionist schemes:
and the increase of capital connected with it generally politicise t;usines's perform-

ance,
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In this context, it-is necessary to distinguish between business organisations
(umbrella organisations in particular) and individual firms. The former may attempt
to restrict state Interference because it contains a {potential) danger for business
autonomy, whereas the Jatter, which profit from the inteeventionist schemes, may

disregard this perspective and go for the monéy.

Although the relevant share of bills passed by Folketinget decreases from 20,4% In
197273 to 18.4% in 1982/23 (calculated from Folketingsirbog, 1972-73; [982-83),
it is beyond doubt that the industrial policy issue has become more salient
througheut the 1970s. This car be demonstrated by reference to the absolute
number as well as the relative weight of industrial policy bills passed by
Folketinget (Sidenius, 1982b), the number of industrial policy schemes (Sidenius,
1982a), and the capital allocated iolr this purpose, which is demonstrated in

appendices 2 and 3.

These figures of direct state support is not the whole story, however, It has been
calculated that the subsidising value of tax reliefs more than doubles that of direct
subsidiest Direct subsidies to agriculture {13%) and industey & handicraft ([7%)
amount to 31%, whereas indirect subsidies amount to 69% of a total of D.kr, 22.1~-

billion in 1982 (Arbejderbevegelsens Erhvervsrdd, 1984 26-27).

And even this is not the whole stary, which is, however, difficult to tell in details
due to the lack of homogeneous figures systematised as time-series. The labour
movement, which has an interest in dernonstra.,ting the importance of industrial
subsidies as a basis of the clairm for increased state intervention with industriat
performance, has thus calculated the following figures concerning the direct

industrial subsidies in 1952t

1) Direct industrial subsidies amount to almost 5% of industrial value added,
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2) Subsidies for technological 1nnova1:lon amount to 2596 of 1ndu5tr:al expendlture

for research and innovation,

3) Investment subsidies amount to 31% of total industrial investment and to 6% if
shipbuilding is excluded.
“#)  Export subsidies amount to 1% of total export value (Arbejderbevegelsens

Erhvervsrid, 1984: 28; cf. alsc Carlsson, [984),

The Federatién of Danish Industries, whose interest is opposed to that of the labour
movement, has caiculated figures for the early 1980s, cf. appendix &, and

estimated the following figures of direct industrial subsidies for 19%85:

1) State subsidies for research and innovation do not amount to more than [0% of

industrial expenditure for this purpose,

2) Likewise, state subsidies for export ‘promation does not amount to more than

10% of total industrial export promotion (Industriridet, 19352 5),

The figures are not directly comparable, and of course the percentages increase
when subsidies are related te the performance of those firms that actuaill'yi're-ceive
State subsidies. Anyway, I find it well-founded to say that the amount -of state
subsidies to Industry is of relatively small importance for the politicisation of
business, And, although this aspect of industrial and procurement policies in itself
Is important for the concept of politicisation of business, ! think a more impﬁrtant
aspact are the rules and procedures guiding this interaction between politics and

business, These procedures and rules can be summarised like thiss

1}  Most of the supporting schemes, and especially the indirect support, is of a

general nature, ie, open to all mdustry.

2) " The utillsation of the schemes is almost completely decided upon by the firms

and not by the administration, ie. the firms initiate the interaction.
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3)  Most of the schemes are based on a claim of profitability and working support

is for all practical purposes not possible,

%) Most of the interventionist schemes are partly administered by boards
- composed of representatives from ministries and business organisations, thus
institutionalising some kind of fence against potential more dirigist state
initiativas,

5} Even the latest interventionist schemes - developrment contracts, systems
export, the national information technology programme, elements of public
precurement, and a more coerdinated approach to public purchasing ~ do not

really exceed the outlined norm of Danish industrial policy,

The explanation of this type of politicisation of business is very similar to that of
the second type of politicisation. Here, the Increased weight of industrial policy
within the political system must definitely be seen as a consequence of tﬁe
economic crisis, as a way of counteracting it. But the still reléntively small
economic weight of that policy, cf. appendix 2, indicates its inferior position vis-a-
vis the more general and traditional economic policies, a position which is
explained by the political decision-making process and the conmected liberalist
ideology, and -~ as a consequence of this, by the undeveloped administrative

capacities for a more active and dirigist state intervention.

Generally, the reactions of business have corresponded ta this moderate extent of
politicisation. No firm has moved abroad or let its investment decay because of
this policy. Business, and especially its organisations, has participated "as usual" in
the polltical decision-taking process, and it has only reacted politically with some
strength if the procedures and rules were changed or attempted changed, =g, by
other segments of the administration (cf. Sidenius, 19842 [28 + 151, 152), Likewise,

business has reacted ideologically by explaining its viewpoints and by extending its
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information functions (e.z, Industriridet, 19773 1923), reactions which a{re-primarily
caused by the generally increased interest in industriat policy in the labour

movement and the political system.

The reactions of the political system are very much formed by the consensus and
tradition of compromise between the oldet parties and some of the new .centre
parties. Thus, with the exception of direct state participation in firms, these
parties have more or less agreéd to turn down propositions of the Socialist People's

Party to extend the scope and "dirigism" of this state intervention.

Likewise, the proposition of the Socialist People's Party to reduce the position of
business in the administrative boards 'concerning industrial pollcy has been
rejected, implying that the political majority does not intend to further pofiticise
the issue and - as a perspective - business. And in accordance Wwith a propdsal
from the industry and handicraft organisations, the present bourgeois government
has privatised the administration of one of the old industrial'&éﬁer’i‘nés; but -
charactecistically of Danish industrial policy - the financing of that scheme is not
privatised (Sidenius, 19842 135), - As a curiosity 1 will mention that the Left
Socialist Party, as its contribution to the privatisation ca?hpaign oi‘.&‘né.preseht
bourgeois government, proposad a "privatisation of private enterprise”, The govern-

ment did not accept the offer, however,

Finally, the ideological reaction of the political system, especia.ll}r the ﬁa?ﬁés, has
been relatively moderate, Le. without contesting the prevailing conseiisiis.
However, some viewpoints, in particular concerning the proper role of 'g';;nér'aj.
government agencies in industrial pollcles, have recently been sharpened, see e.g.

Socialdemokratiet (19841 7-11).
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State regulation of busbvess is by far the most important type of politicisation of
business: It goes directly to the core of business autonomy concerning the
production process and the products, and regulation has expanded throughout the
19705, e.g. in the area of environmental protection. I am not at present able to
review_ that type of politicisation in its totality, but wilt try to illustrate some

features, using the policy of enviconmental protection as an example,

In general, the share of reguiating bills passed by Folketinget has not increased, as
it in 1972/73 amounted to 4.6% and in 1982/83 to 4% (calculated from Folketings-
drbog, 1972-73; 1982-83) The validity of this figure is rather low, however,
because most of the regulating statutes, e.g. within enviconmental protection, are
not specified in the same way as are most other statutes, implying that much of
the substance of these statutes is speciﬁed through implementation processes mare

or less beyond the reach of legislature,

Perhaps the best, although not the only, way of indicating the increased importance
of this type of politicisation is the expansion of the administration concerned with
environmental protection. This indicator is not without its problems, but 1 think
that it fairly well indicates at least the potential for state regulation of business,
especially industry, In 1973, the Department consisted of 3 officies with 15
academic employees, the Environmental Agency of 4 offices with 34 acag[emic
employees, and the Institute of Food had 37 academic employees; in I983, the
Department consisted of 6 offlces with 45 academic employees, the Environmental
Agency of 18 offices with 153 academic employees, and the Institute of Food had
70 academic employees (Kongelig Dansk Hof- og Statskalender, 1973; 1983),

This remarkable increase in number of employees and in the diversification of
functions evidently reflects the changed attitude to environmental protectien in

the broad sense of the word, implying that most statutes of this policy area
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attempt to reduce the strain on environment through various kinds of regulation. In
some contrast to the other types of ﬁolitlcisa‘tion, this deveiopment is explainéd by

economic, political as well as ideclegical facters,

The awareness of the strain on the environment caused by the modern industrial-
ised scciety (and this also inclﬁd&s.agricultu.re}.became more wides;:réad'i.n the late
1960s as it was felt that the future of socie-tyl in some respects was threatened by
the excessive use of resources and by the increase of pollution. This awareﬁéiss of
the ecological basis of society and the future ecological and economic effects of a
perpetuation of the curfent ways of production and consuming exp'res.sed itself In
several environmental movements that throughout the 1970s g’aﬂ-eréﬁ a notable
strength and effect on the political system. These movernents evoke a response
within government and within parts of the administrative éyétem: Theré'défiﬁite.lsr '
was a job 1o be done, and the resources weré devoted to it. And this speclél_'i-.‘.sed and
committed part of genéral government administration was ratfier successful in its

efforts to successively increase its resources, '

When a bill which included a strengthening and coordination of the efforts of
environmental protection was proposéd. by the Social Democratic’ g-c)ve.'rnfﬁént in
the early 1970s, industry opposed it ‘tercely, but at the same timé'it':-'t}iied to
change the bill, not to refuse’ it completely: Industry apparently realised the
necessity of sotne kind of environmental protection, Throvgh a coalition with the
Conservative People's Party, industry was successful in cha.ngiﬁg' the bill, which

was reproposed and carried through Folketinget in 1973,

The fouinding coalition of this statute, the Social Democratic Party, the Conserva-
tive People's Party and the Federation of Danish Industries, has ever since stuck to
this unity. The consequence of this has been that industry has proved successtul in

promoting its viewpoints whenever the stafute has been changed oF implemented,
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But industry has also been forced to give wp some of its initial viewpoints, e.g,
concerning the inclusion of other vested interests in the decision-making process in
this area, forcad by a combination of committed spectalists in the administration,
the environmental movement and their activities, and the popular gpinion concern-
ing eavironmental protection, which throughout the 159705 has currently been
encouraged by environmental "accidents” and the discovery of previous actions by
industry straining the en\{ironment. So, this dupllc;ity of lnﬂuen;:e and relingueshed

positions forms the dilemma of business organisations.

The reactions of the industrial firtms have been a little di‘lferet_zt. Some firms have
started to produce equipment for environmental protection, whereas others - but
as far as I know not many - have threatened to move their factories abroad due to
the difficulties of obtaining an environmentat approval without too much expendi-
ture, Most firms have reached a solution with the mwunicipatities, the result of
which is, it is often asserted, that environmental protection has not reached the
intended level. And this, in the hands of the environmental. movement, becomes an

argument of strengthened regulation and administration.

In order to impede this development, or rather to change popu_iar opinion and the
attitudes of the politicians, business organisations and some large flrms placed in
an. unfavourable light have initiated information campaigns founded on the
argumentation that there must be some kind of moratorium with regard to new
sﬁntutes and administrative rules and that the damage on the environment will now
be countered eificiently, cf. e.g. Information (198%) and @konomisk Perspektiv

(1985), The effect of such campaigns is difficuit to estimate, however,

The reaction within the political system has been to oppose the viewpoints of
industry by maintaining the necessity of an increased level of environmental

protection, but alse attempts to comply with the economically founded demands of
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industry by proposing some halt for further strengthening of statutes and rules, A
more political reaction has been, as it is already Suggested, 1o include new and
more or less "industry-opposed” actors in-part Gf the relevant decision-making
processes, and another attempt has been to change the administrative procédures
in order to increase the influence of the (central) Environmental Agency at the
experse of the (decentralised) municipal authorities, ‘An attemnpt in favour of
industry has been to facilitate the procedures connected to business-comﬁlaints of
administratlve decisions. Finally, the decision-making process of this area could be
perceived as a reaction to the criticism and demands of business, the political
purpose of which is 1o bind business organisations to {the currently changed) status

quo.

Ideologically, there has been some controverse over the freedom or regulation of
business, but if we exclude the most leftist and rightist parties, the position of the
parties and the saliency of the issue seem to contain themselves within relatively
narrow limits, This is more or less due to the early astablishmient of an 'end'uring
coalition of parties and ‘organisatioris which at any moment, but rot necessarily
over a longer period of time, develop "middle-of-the-road" ‘soluttons, and thus

partly depoliticise the issue, -

S0OME TENTATIVE CONCLUSIONS -

Concerning the effects on business of the increased politics-business relations, the
analysis ﬁas supported the assumption that there are notable differences between
the four types of politicisation. The ‘most ‘extensive type does only .encirclé the
-activities of business, whereas the more limited, state interferance and state
-regulation, affect business profitability and astonomy much more directly. Thus,

the indicators on the development throughout the 1970s more than imply that
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business activities are increasingly repulated, i,e, business autonomy is raestricted.
It also seems relatively well-founded to say that the attention of business with
regard to the effects of state activities has increased; but as this Increased
attention is concentrated within business organisations, | am at present not able to
say how far the attention of firms has been diverted from the economic market

piace to the politica scene.

The economic explanations seem to predominate as they were supposed to, but with
notable divergencies between the types of politicisation. The general activities and
functions of the state are primarily economically explained, whereas state inter-
ference, state Intervention, and especially state regulation are explained with
reference to political and ideological factors, too, The reactions of business are
analysed as primarily political and i.deél.ogical as are the reactions of the political

system,

If these conclusions are watertight, they offer a rather gloomy perspective to
industry - even if more “strategic" politicisation and offensive statist ideologies
are of limited importance, This gloomy perspective is founded on the assertion that
the most radical type of politicisation, state regulation, i$ very much based on
politicat and ideclogical factors which seem more difficult to change than are the
economic factors. The implication is that the urge for state regulation of business
may persist everi when its initial economic cause is removed, And increased
business attempts to moderate this process of regulation may just serve to

politicise its activities and vestrict its autonomy even further.

The other part of the gloomy perspective is that the political system does not
really seem to change those types of politicisation that matiter most to business,

state interference and state regulation, Instead, the political parties seem more
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interested in sharpening their ideclogical profiles on the type of politiciéatiun‘ ‘that

does not matter 5o much to business, general activities and functions of the state.

One implication of this conclusion is that the polit‘ical s_-y.sltn_em lh._a..s not 1."eally
changed in order better to handle the demands of business, nor has it changed in
otder to interact more efficiently #ith business. Another implication 15 that
business has not really tried to change the rules and norms of the political system,
&g, by havjng industrialists electéd as MPs, although this po;s_s:ibili.ty .;r_;as been
debated several times within industry, There are several explanations to this, e.8,
the limited number of big firms with tradi_tiénall.y close relations to the political
system, To this corresponds tﬁe ~assertion that although rnan.y firms have
enlargened their information functions, it is not ptl)ssip}e: to id’enl‘t_i_fly firﬁs with
proper government-relations divisions, the existence of which could be the best
indication of a changed attention of business with Ir.egard to. g;éneréi .gq_v_ern.i;\ent.
Thus, the new business man does not seem 1o have been generated yet - at least

not beyond the scope of a spare-time occupation,
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Appendix 1.  General Government Expenditute By Function, Per Cent - =

1573/74 1983
General public service *7 "6
Defence 5.2 . &7
Education and research 173 14,9
Health 12.8 . 10.4
S5o0cial sacurity and welfare services © 3558 ! 410
Housing and community amenities 3.3 o33
Recreational and cultural services . 33 .. 3.0

Economic services 13.0 13.1

Vel

Sources: Statistisk tidrsoversigt, 1983: 105; 19843 107,




Appendbx 2, Subsidies, Capital Transfers and Economic Services, Biltion D.Kr.
and Per Cent of General Government Expenditure by Type of
Transaction {I-3) and by Function (&)

1973474 1983
1} Subsidies 3.50% 7.3 17.285 5.4
- to private enterprises 4.508 6.0 13,295 4.1
- to public enterprises 1.001 1.3 3990 1.2
2) Capltal transfers to '
enterprises owned by the sector Lls . LS L.3%0 . 14
3} Capital transfers to other
public and private enterprises 133 © 0.2 2.300 0.7
4) Economic services 9.3%% 130 36.273 131
= Business conditions in general 671 0.9 2.833 3.5
- Manufacturing and construction etc, 1.586 227 1957 0.7

Scurces: Statistisk tifirsoversigt, 1983+ 101, 10%; 1984: 103, 107).




Appendix 3.  State Transfers {Grants and Loans) to Industry, 1970-1983

DLKr. Billton

Current Prices

1970-Frices

BN FTRR 1¥AS T BRI O rhelEd

Source: Finansmhisferiet, 1923: 241,




Appendix%.  State Subsidies, Per Cent of Industrial Value Added, 1981-1985

x 5 -y
Fa
atl
? L
i
Q + + + + ]
1.5 % h3:l-rd 19683 1984 1985
. e
ssssvsannee  TeChnology and export promotion
=nmuuc——-Finance of ships and export
: o TFotal

Source: Industrirddet, §935: 5.
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INTRODUCTION
The quesfion of the relation between politics and 'thé_.
ecohomy has a leong tradition ih-Germany. Not the least_éo:
remember is the debate ebout "organized capitalism® in
the Weimar Republic (Hilferding 1923). After World War IT
this discussion stagnated. In the Midsixties and the
bﬁginning' Sevénties only thé political ieft raised Ehe.
lissue of state capitalism (Staatsmonopolistischer Kapita—
lismus) (Rudzio 1977; FEbbighausen /Winkelmann 1874). I_h '
the lést years however the question of the interdependen- .
cies 'of_\econamy and politics in general had a renais-
sance: the issue'of the relation_of citizen representa—
tion and functional representatian ¢came up again.
Thiz discussion did not start with an inquiry of parla-
mentarism or democratic theory, but was dominated by the
new paradigm of neo corporatism (Beyme 1983; Schmitter
/Lehmbruch 1979; Alemann/Heinze 1979). In the beginning |
of this discussion the corporatist subsystém was seen as
relatively autonomous. Somewhat later the problem df the
relation between party system and the corporatist syétem
became more prominent. If corporatism is regardes as a
special structur of intefest relﬁtions, some consequences
‘for the party- and parliamentary system are implicated.
Tﬁe following positions are reported in the 1iteratﬁre
(Halle 1984): |
~ Neo~corporatist arrangements émerged at the expense of"
the parliament and the party system. This thesis,' for
exanple, is pointed out by Harfison(lQEﬂ), Jessop
(1979) and Offe (1982). |
-~ Neo—corporatism supports the essential mediation

function of the parties, If'parliamentarism and the

2



cérporatistic systen are positiveiy coordinated a raisé"
of ﬁbwer fof the party system is even possible (ﬁilﬁgkﬁi
1976; Schmitter 1981; LehmbruchIISBl, 1982; Panifbh'
1979; Beyme 1983). . |
Most of the studies in corpofatist policy making focﬁs-on
the macro level of interest mediation, However cdfporéff
tism is not only a macro structure for negotiationé of
o;ganized intefeéts (labor.unions, employers’ asso#ia—
tions) but also a structure of institutionalized channels 
of coordination with a tendeﬁqy;to produce comprdmise.
Neo—corporatist. policy makinﬁ- can also take placé:.on
levels smaller than the nation level, like in communities

aor cities.

A commmnity power structure can be called corporatistiﬁ,
if a three-cornefed configUraiion of conflicting soéial
and economic interests and state intermediation exists_
(Beyme 1983). However politics aﬁd business can also have-
a direct relation without the involvement of a third
conflictihg group. In this case the_structure cannoflbe
nemed corporatistic. We suggest that one should speak.of'
corporatism only in the case when the state is not dea-
ling solely with a single association that holds a mono~
poly on "representation”.

In this article we like to picture and to analyze fﬁr"théi
economic sector what Domhoff {1979) calls the :poiipy
planning network. The corporate ﬁetwork of institutiqhar
lized relations between parliament and busiress in ﬂbst
Berlin will be our test—case.. |

In general the businessmaking,of a city is baffected by

several decisions of the government: Income and tax poii—'

. :



cies, invéstmeﬁt and sﬁbsid& policies._city planning and
land—use Controi.

Several generations ago; busineégmgﬁ pccupied mdst 6f fha-
elective 6ffices in many citiqsl(see for example New
Haven in the period 1875-1880: Dahl 1962). Much more
~ often homﬁvar1they_stood in the shadow of the political
bosses;” éufportiﬁg or corruptiﬁg_politics for their own
~end their companies’ pﬁrposes. 1Tcday the political roie
.of business has'chahged in some way. Political partieé
and the political administrations'of'a qity or a state
are__very'cqﬁﬁlex machineries and up to a certain dégfgé
autonomous forces, which are, in a way, controlled”by.the'
mass publie, 36 business must limit istself to demands
which are in some sense regardéd as legitimate. Mostly,
the politics of bﬁsiness and large corporations are iﬁ
effect a defense strategy against government decisions
(Banfield/ Wilson 1967, p. 261-276).

This does not mean that husinessﬁen are politicélly inac—
tivé. In a commmnity influvence system it is possible to
influence political decisions ndtJonly-via informal cﬁén—
nels of information and cooptafiqn;'but also by bccupyiﬁg
eleciivé positions. One of the central representative
institutions which offer this ppportunity are the pariia—
ments. In general, in democratic systems political deéiQ
sions have to pass parliament. Here tﬁe partiés :éﬁd
expefts work out projects in _specialized boards. .Thg
boards prepare the dec%sions énd ihé plenum ratifies
these decisions, o
Here the possibilities to influence the course éf politié

are large, to say the least. In addition, leading party



positions provide a good chance, to ihflﬁence'governmept' '

'projects.

In this artlcle the system of institut1onal1zed 1nf1uence_
and negotiationa for the economic policy planning network _

of West Berlin is analyzed. Wb axplorate the structu:31 

precondltlons of corporate policy maklng

' Thus, the question is: do we find a structure of what'

Lehmbruch (1982) calls perliamantary corporatlsm and'
what does this mean for business and the political system'
or “do we find the classic pressure group relations bet—

ween the economy and the state.i

DATA AND METHODS |

The data baSe'for this study 6rigihaliyloriginates froﬁ 8
study of the Berlln city parliament and its relation to-
the network of soczetal interests (Wessels 1985; Hérzog
/Kl;ngemann et al, forthcoging) It was extended and
modified for the purpcses of this paper.

A1l members of the Berlin city parliament (Abgeordneten—
heus) have to anncunce their positions in profit and Eon— '
profit organizations. This infbrﬁation is available from
the handﬁooks of parliament (Handbuch'des Berliner AhgeQ

ordnetechauses, Teil 1I}. Givep:this source we develope&

‘a data set, which contains.the ihformatiqn about.;thé

interlocks between organlzatlons.

In this analysis the soc;ological functlon of‘interlocked
organigations is conceptualized as_ information sharing
and the creation of common'viéwpbints. It can be alse
regarded as a basis for céhesion. and consensusbuilding

within the corporate cpmmunity; .

Normally persons are seen as actors in community affairs.



The =alternative approach conéepfuﬁiizes.organizafions as:
the importantiﬁﬁlitical actorﬁ.“ It has been sucbessu11y3
applied for large cities in the United States (Turk
1977). 1In .this ﬂeW'approach fﬁf.analyzing Processes of
influence, organizations.are seen'as.holder of ressources
which are used.by_the agents of #he organizations. Agéé#éu
of the organizaetions aré-directorétes, acting in common

with their rple-tagk and in common kith_the interests * of
the qrganizafion (Wéber 1972, é. '25; Colemann 1982);._
For this analjsig two datafsets are used for the ecoﬁﬁﬁié:

policy planning 'network* (1) one fbr the legislainn?-
period from 1979 to 1981 and (2} one for the leglslatlon—
period from 1981 to 1885. Tahle 1 shows the organizatio-

nal groups, conta1ned in these data-sets.

The first intercorporate economic network (1979-1981) was
_ bu11t from 604 interlocks between organlzations .-The

second intercorporate network copslsts of 476 links.

_Links_ are measured as bipartité_ﬁrﬁphs. A link or 1line .
between organizafions is define&_ﬁith the existence of at
least one interlock. In other words: the mu1t1graphs of
interlocks is reduced to a slngle graph of lines.

How strong a relation between two aggregates of organiza—
tions is, can be measured by bipartite density. The
bipartite density gives the proportion -of observed lines
actually connecting aggregates of organizations of the
maximwm pumber of possible lines to that type. The mexi~
mum number of lines between different sets of organiza—
tions is defined by the number of organizations of = the
first set, multiplied with the number of organizations of
the second set (ny, * ns.)}. Within one set of organiza—
tions this figure is defined by (n, *¥(n;,, -~ 1))/2.

The average density in the two economic policy planning

networks is ver? similar, with a realization of 13.3



Table 1: Sets of Orgamnizations in the'Edonpmic Policy
| Planning Networks 1979 - 1981_and 198l - 1985

1979 - 1981 1981 - 1985

"PRIVATE:

ﬁanks .

Financial Organizations
Insurance Companies

Small Setvice Enterprises

~ Large Service Ehterprises_
Small Production Enterprises
Large Production Enterprises

Labor Unions of "DGB"

White Collar Unions
(Employee, Civil Servants: DAG,

Economic Interest Organizations

PUBLIC:

Banks
Insurance Companies
Public Service Enterprises

Public'Enterprises
(Gffentliche Betriebe)

Public¢ Housing
Construction Companies

POLITICAL ORGANIZATIONS:

Economic Boards of
Parliament

Boards of Public'Enterprises/
Financial Holdings '

Principal Board/
Council of Elders

Boards for Social and
Cultural Affairs

Executive Committees
of Parties

Executive Committees of
Caucuses (Fraktionen)

DBB)

11
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percent of poaaible relations in the periad of 1979~1931f“'
and 13.7 percent in the second period. B R
In both perlods 35 respectively 39 perCent of the links;
.realize_ a connect1on betw&en prlvate and public -owned

corporations, firms, unions and interest groups on the

one hand and the political boards, the executive cammit—-_.

tees of the parties or the caucuses (Frakt1onen) on the}_..

other hand The other links consiats of relations'W1th1n;i“
the set of polit1cal organlzations or within the set of:
econonmic organizations.f

In the first section the artiélé'giveé some 1nfonnation 
about the situation in ﬂegtuherlin._tn the second part we
'shall elaborate the the structural aspects of the network
concérning economic pblicy coordinafion and in the third
part the problem of stabiiity'of-sﬁch_networks and its

consequences for busineés and politics will be diacussed.-

I3 WEST BERLIN A SPECIAL CASE ?
West Berlin is a city and a constituent state (Land) of
the rederal Repub11c of Germany. There is a formal divi-
sions of fhnctioms between the federatlon {Bund), ﬁhez
constztutional states and the local authoritles Loéal
aﬁministratlons in the mmnic1palities depend d1rect1y 6n:
:thﬂ Lapderhﬁovernmenta..The main réspohsibilities concér—
ning administration rest with 'thg:_iﬁnder. Legislative7.
power is devided between the fedgréiion and the constituf'-
.ent states as defined in the Ba§i¢ Law (Grundgesetz).
aimilar division of functions peftéins to tﬁe tax sysfém,.
For examplé?some taxes or shgre of taxes go difectly -to:

the municipalities, while other taxes ge to the Lﬁndef'or_



to thé: Bhnd E Sdhe taxes ﬁr@,ﬁhﬁred be?“ge“'.311 'th#9é!l'

_levels of- governnent.

In general ' the states posess autonumous power of deci-i.
sion makihg_in speclfxc areas. o
Berlin,.'as:'ﬁéll as the'city'states Ehmburg and Breﬁen;

differs in some way from the other eight Lander. - The

"Senate (cltyhatate—government) enercises both state and'-

municipal functions. In addxtiou, Berlln dlffErs fran all"

other states of the Federal Repdbl:c' Berlin is situated;

‘as an island within the German Bemocratic Hepublic and isl

devlded by a 45-k110metre long wall 1nto an Kastern and a _

Western part. Organized as a city state, the current“'

status of Hest Berlin rests on the wartine agreements of_

the allied Powers and the important new aggreements of_
1971. The 1971 agreement has led to a process of normali—_
zation. Since then trade to and from Hest Berlln thraugh
corridors to the Federal Republic' has increased. The
disappearance of acute tensions has ensbled West Berlin

to concentrate on economic problamé which emerge as con—

sequences on its isolated location.,

Today, the developement of the city 8 economy shows the.

- same trends as other large cities in Hbst Germany ‘and the

. Federal Republic (Menach 1980). Since 1971 the rate o:l’_

ihvestment is very similar to that of the Federal Repub—

‘lic; the increase in productlv1ty is quite the seme. Thg"

raise of the national prodnct is only scmewhat smaller
(Ruschemeier 1979)

The economic development can be regarded es a result .of
political act1ons taken by the citles government. Like in
other atrgcturﬁliy hendicaped areas, West Berlin tries a

strong investment- and subsidy policy. There is a special



publicy owned company which provides i.nformtion for_"il.}:-_
"campaniea which want to settle down in thze city. . nvery
'year a congress of cha1men of large companzes in the ’
Federal Republic ‘headed by the German Minister of the
Economy is held to convince corpo_rations to invest :m
- West Berlin. - _ | . | .
As - pomted out by many authors, the most intereatingwf-" :
| pm.nt conceming the Berlin economr is the mixed econoﬂ_':“ |
mic - structure (gemischtmrtschaftnche Struktur) 'rhe;_:'
c:.ty owns 32 stock corporatmn and 21 other conpanies a.nd i'.
holds sbout. 803 Million Beutsch Marks of their capital.f’s'
The noney held by the government in the case of t]‘lﬂ stock '.
corporations reaches 760 Million De_utscl;n Marks. compared

to the eapita1_'of_"a1'1 stock corpérations this amountg to..
about 15 perce_ht. ‘Therefore, the :_i_nvolvement of the state
in the market e_coﬁomy is remarkable. _This; however 'i_.s' not
anly true for West Berlin. - schieswig—nolstein,' for exam—- |
ple, owns sbout 100 Million Deutsch Marks of stock
corporations. This amounts to aboﬁt 16 percent of t:.'h.e_.
__stock capital of- all stock corporati.ons of this atét_e.i .
‘In Hessen we fmd nearly ‘the sme proportion. Unf&fti;x- ..
ately, for the city states of Hemburg and'Bremen vo data
.ax;e ewai]_.ab].e to compare t_he sto.t_:k _holding of the sta_te
with that of tﬁe market ecoxioiny.-' ﬂé’ would hypdthezisé',.
however, fhat a certain miid:uré 'o"f" public owned cmlpan-i'es:

and pr:.vate owned canpamea in the current economy of

Heat Germany is quite nomal. -

Purthermore it could be hypothesized, that there is a'.:'

relativel_y strong integration of business and political

interests in all states of the Federal Republic,

o 10 E



o _' ‘_'m&non m smucmr. n:tmurn'rmu or m;
o scomc poucrn.mme nxrwoax .
| _General aspects :ﬁj' o B |
The Berlin city parlisnent (ﬂbgeordnetenhaus} consistse
of 134 MP’s in the 8th and of 132 MP"s in the Sth legis-—. ::

'lation period._ In both periods sbout 25 percent of tha,p

MP’s held lesding positions in corporetions,' businessf}
flrns, unloms or economic interest associations._ | - i b
In sum, they occupied 103 leading positions in economic
' organizations in the first legisletion perzod and 79f; 
positions in ths second term. about a third of‘ these.'
positions are in private economic orgam1zat10ns, the restl
of the leeding posit1ons are in publicy owned compsnies;:
In the f1e1d of politics these persoms held additional 81_
respectively 79 leadlng positions in boards, executivef
cummitees of the part1es and in the _caucuses (?raktio—._
nen). Thus about a half of ell posit:ons of these MTfsp

belong to.the economic sector.

The Network of Politics and-nusiness"
These MP’s constLtute a network which connects econosic}
and political organ1zations.- o

In earlier anslysis it has been shown, that the sector of"

economic interests cen be regsrded as & separate arena in--

 the power structure of all 1ntegrated societal 1nterests.
(Hessels 1985) In th1s paper we Hsnt to- present a more:
detailed description of this very economic network. - F;g-

ures iland'z show the genebai structure of "strong" links-:

betﬁeen the sets of organizatipnssin the two pericds.
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'stronger than the ave!‘axe_wllichneans for thee first ) X

. -legialation period etronger'than"

R smmetric l:l.nlta in the firat legislation period ccnnec—

 Bach line repreeenta a relation with a bipartite density;.{-__-'

" legialation period stronger than

The general inpreasion is, that the structure is relati-'_i--'_' .'

‘vely equivalent in both periods. 'l‘he number of atrong o

.}ting 21 aeta of organizationa :ls;"!].. In the aecomi legis-';""'

: latx.on period there sre 19 eets of organizations and the

number o:l’ links ia 62. Thla ammounta to an average of:'?'"

'I-',about 7 per set oi’ orgsnizations concerning the incemingf ;

or outgoing relations. However, theae relations gre not:i "
equally diatribnted withm to the sets of organizations.'_
Strong . links exist within .the sets of econounic organiza-\'
tions, but mat of the relationa connect political insti—:.\
tutions and econcmic org‘aniza_i_:iane. S
In the second legislation period (1981-1985) the
structure 'leok_e.'-more ope_n. and shows a much etronger '

orientation of - “the businesas t'q" the politi_.cal orgahiz'a;

'l‘o get clearer view of the atructure, the unfolding of':"-' |

e the denaity matrizea by a smallest space a:nalysia ia a

" heuristically ueeful method The program MINISSA aa_

L . developed by Coxon, Jones and Tagg {NDS (%) Series’ 1981)_

o 'waa ueed for the analysis. The metric is euclidean and:.

e —

'ties are handled as ties.

For both perioda we get a tﬁd—diﬁeneional aolutidn, lwith'-

‘a stress coefficient which i.a not too good but can be'_'

tolerated {Borg 1981) The stability of the solution is
acceptable too, however, some probleus are caused by local '_

minima, especially with reepeet_ to the second 1egi_elation '-

L A U LU O S S

7166 and for the second "-



o period uthough the solution ie not the best ona, it can

be ueed for heuristic and descriptive purposes. B

N observed Both sectors are 1ocated at the penpheri'

- and other servicea guaranteed by the Btate play an impor'- :_

Ry

_.of the economc system in Western Germany. _

In both periods a strong sectorel dszerentiation betueen o

public cwned companies and private enterprlsee can. be .

: lwlule the politicel orgenizetione and institutions fom :

' _the center The two sectore are eeparated by the economic
interest groups by the blue collar umons of the DGB on._':;_:'.-
..the one hand, end by the economic pressure groupe, end in: ﬁ_'
the ﬂrst peri.od aleo by the white coller unions (emplo-;_;;__\ ..:;' o
yee. ci.vi.l eervanta}, on the other hand (see Fig‘ure 3 and

4.

'W:.th the exceptxon cf some deteils the configuratiocne of.
the economic policy planning network oi’ both perioda are
etructc_rfally equivalent. 'l'he iuportant role o:l’ public'

corporate _ enter'prises' and conpanies -within the ecmnomic_

policy pla:ﬁaing' network can be conceptuelized as a result

N In generel, : the ‘economic aystan of the Federal Hepubhc
J;,-'cen be characterized as basically market—-oriented, uith a
_ strong element of govement intervent:l.on, mainly for'

_'socJ.al reesone. So public owned houaing, pubhc :l.nsurence

tent role in the _economy. Public enterpr:ees guarantee |
the supply of hcuse.hclds and industries wlth energy, they

provide publi.c traffic, garbage removal and other ser-::_ '

vices.

This part of economy, however even it it is owned by the

state is e profit oriented business, It is evident that

B TN
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'.'-theee conponiee play en inportant. 'role i.n policy p],an-"

'.The integration of the private oonponies in the policy;.:f_:'. o

'planning netmrk ie even more interosting. Together with-‘_:_.-' |

the mtegration of unions results indicate what I.embruch- -

_ :_.(1982) calls parlianentary corporal::.sm_. It ahould be'{

o :_ '-emphasized that there is a specifio pattem of negotia—':_.-'j."' |

....tion, ooordination and influenee botweeﬂ polit;;[,;a en d
i businese.- But the companies of the private econony are "

-not the nost oentral. eet of organizatioae.

More differentiated infometion abont the centra}.ity of o .' '.

single organizatione ‘than smalleet space analyeis oenf' -

provide a oentr_a}.ity score, whicli __ie computed _ae_ fo_ll.o;_f_e_._

ci = _;:: r; % G
R o
- B L . _ -
- where rj = D, ¢ = the eentrality of corporation i' :

= the intensity of the interlock between corporation i

- -and §; Cj = the centrality of oorpomtion Jin= number
__of oorporatione (Manoln 19'?5) : :

'ICentrality refere to the positional mportance of a eor-

: '?":.'_pomtion, baeed on three dinonsions' ' (1) the number of: _

' "-;;-firms with wh:.ch corporation 1 interlocks, (2) the inten—-'-

sity of interlook between oorporal:ion i and oorporation.j :

- '_j,_‘ which o our computation is represeuted by 0 or 1 ”
e.d. carry:mg the infomation of whether there s ai_'
oonnoction or not, and (3) the oentral:.ty of the oompa—f.
nies with which oorporation i interlocko The oentralityj-_
of sets of organizations is oomputed by summing up t.he.

individuel scores for all organizations within one set




R _".tees of the oauouses (Fraktionon)."ore' the least oentralé::'__ '

o In generol political institutioms are the organizations'.-’_:'_"" |

| which are’ most central in tho ocononic policy planningfi
network.l Th:s is particularly true for. the exocutivei.

" within i:he sel: of the political org’anizations

'.f‘The Public oompanies are more contral ‘than. the orgnniza-{;'

' tions of the private econouy_are-

e, with Bblic’ banks :

-iirankins first. In ﬂenoral th1s structure 1a duminant ”inff_f
both Periods A | o
' However. there are certain changos in- the centralityi;i
rank ordor of sets of organizations.i This is already!x :
| visible in the smallest space analysis. How stable is thof
structure of the economic policy planning network overi

t1m&°

The Fragile Stability of Intorcorporate Notworks of"'
!n:Politics and Businoss' Sono Gausos of chamgo :”' o
o A look at the rank order of sets of organizations within:
:.qectors ahoma stabllity as woll'as ohange. H1th1n politi—'

" cal organizntions fhe.ran#iorﬂof_ié noariy tho'sama'fin-

'";'both periods

" In the sector of public companies we flnd -about the same:i.

picture, hut there is a chango_asfaros the socond rank:ioi

concerned: public insurance'cuﬁpgnioq_loose this position

in tho;oecond periocd; they aro”foplaned bf.public honéinéi:

companieo. Moot of all chenge tokeS-place-in the rank.

: ordor of the private corporations and interest groups
(see Table 2) | : R B
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: rirst!br'hli-ﬁe-ﬁﬁve:té'ﬁeﬁfi

zational link of the .econmic “,_lioy_ plalming network

'the employees unione and the eesooiatione of th.e civi -

servante and to the insurance oompeniee They dropped out:';_:" ) '_

| in the second period.

. Furthermom private banke looee the:tr centrality totally.

;?_They chonge from the first plece to the last rcank. 'Thef}-”
I_.__..Qentrelity of eoonmnic interest gronps deoreases aleo. On -
the other hand financing asenoxee increeee from rank 6 t'.o_'_-:S
r&nk l. For t.he other 5 eets of orsﬂnizations the rank

' -3'order reete almost the eame.

Thls change ie oone:.etent with the political developnent_lj:
before the leel: elections in March 1981. In 1980 a great.___
political ecandel took plooe, in ﬁhuh the Berlin govem—l "_
ment, the Berliner Banl: and a private construction oompa—— )
ny have been involved. Two senetors, nenbers of the board':;
of thie largest bank of Berlin, were not sble to hinder-.:
the loee of more than 100 Million Deutso.h Marks, the o
Berlmer Bank had oredzted to the corporatmn. This wes
FAEN noney the city had said good for.:_ _:_:_ AR o .
__This acandal together with a eeoond political develope—::
ment caused an untimely election. The seoond problem of
the city was related to houaing polit:l.cs, ) which was'
high]_]_ghted by a etrong squattmg moveeent. | Amang the o
consequencee were a lot of ms demoostratxone. oonfron—.:_
tat:r.ons between equatters and’ police and a ludeepread _
distrust in governmental politioe. Initzated by the Chri- ._
stian Democratic Party (CBU) and the Green Party "Alter—-' -'
native Liste" (AL) more than 300.000 inhsbitants aigned_a-'

petition for new elections in 1981.

. These . elections took place in March 1981 and presented '

'_‘__f'hat there is no organi -

- L R o m et e



the bill to_the governing Socia nemocratio end the' Free
Denooratio iparties for the ﬁrst tine'since 1955 -

Sooial Denocrets had to occupy the hard benches oi’ the '

- '.','tion law ond therefore enter the Berlin c:it:,lr parliamentl"-.;__- - '.
:]:(Klingemann 1932) | ',__ . B
' _' I-ooked at fron this angle the decline of the banl-:o on the

| -'_the other hand in the network structure fmde a good".'_

o explenation. . The most important bank, the Berliner Bnnk, - B

“Opposition ;- for the first tine since 1950 ‘& fourth'

_perty was eble to meet the 5-percent—hurd1e of the elee*:."'

one hand end the raiae of public houeing corporations on-

dropped out, because the relation between politiciene and'_'.'_

the bank wag. no longer seen as legitimete.

_ The higher oentrelity of the public housing oompanies has '

to be. seen in relatlon with the politioel problemo of

solving the houslng issue.

'l'he drop—out of the ineurance company and " the white-'
collar union {DAG) and the associatione of e1v11 servantsnz

is a consequence of the decline of the i.iberals, which

::lloet 4 of n leate in the 1931 election."'

o laced by the white collar union OTF, whioh is en-organi-:'

"'hzetion of the DGB The ﬁnanc:.el organizetions in the"

Functionally npoken, however, a change in government haa'”
| “not took plac:e. The banks have been repleeed by ﬁ.nenoing‘ i
) organizations, the white collar un:.on DAG ha.s been rep—‘.-: '

private ee well a8 in the publ:.c sector ‘retain their.
firat poeition. The nnions e_r_e next in _line, folloeed_gby
preduction— and eervioe compenies ln.spite .o:l’ the poli;-'_'l
tical ohange and developement;; X the structure of the :

functional '_:oooperetion between - _politios- and business




N comumons

U N L P N L LA

' The inétitutionalized petwork of busineas and politics 1n___} i

West Berlin is of a frag:.le stability. On the one hand i,t

affected by pOIit:.cal developewnto _“P to a cer"m"’:}”.

fdngree ths structure of tha'econonic policy plannin;ffﬁ

netwark depends on the result of electiona -on. the other )

'nhand it has a very stable functional atructure. dnspite?i

T of the fact of change in government and Change in parliar:'-

'n'mnntary najorities,

This indicatea ‘the necessity f functianal cooperatian:"

between politics and busineas. eapecially concerning '_

finnnce cnmpanies whether thny are pnblic or. privnte,-
' unions or parties.'

: Bowever the differnnt cnnflgnrationn revealed.by'annlleaiu
space analysis and the annlynin of centrality- suggest
| hﬁt there are four gectors of the econnmzc policy planﬂ

‘ning. network. private companles, public corporatxons,

o econnnic interest groups (unlons,'associatlons) ﬂnﬂ 9011“=

tica]. insti.tntions .

: The political instltutions are located at the center,_the

- othnr set of organizationn are located at the peripharie.'

But this hi.erarch:.cal diffe reatiation is not 8 picture of

influence, rather it cen be regnrded as . a picture“ of
orientat‘inn. The pOIit:Lcal institutlons score h:.gh. be-
cause they are connected to 11 kinds of economic or:gam.-~
: zatinns, and  mot because they ane the most powerful,

wherean the economic organizationa are principaly more
' orientated tawards polit:.cal inatltutions than to other

:'business organizationn
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; Therefore it eeeu that especiall the' met centrel 'exe-

cutive comittees of ‘the partiee play the role of media- o
tors of the diverse political interests of the econoalic';'f" -

| orgamxzations on the one hand and between theee orgamza-— 2

tlons and pol:.t:.cs on the ol:her hand

. _'rhis to some extent three—cornered conflguration o:l’ oon--
| :. _. flicting eocietal mterests {privat‘.e companies, unions) o
and atate (party) intemediation would suggeet that one
o could apeak of what Lehmbruch called parhanenl:ary oor—
: porat:.sm (1982) This network atructure indicetes efﬁ—--li -
_ 'cient eooperative modes of ooneensue fomation and’ con-'-';' -
flict menegme.nt'. That is also sustamed by the high o
ideological consenl: within the politicel elite of l'rest ’
' Berhn, w-duch hes been shmn evem in the oonfhctmg -

situation of the 1981 election cempaign (Herzog 1982
1985).

' However,' the cooperative modee_"withiﬁ the economic policy

planning network haa' to }.imit _' :I.'!';s. pelitical actions :to

L 1egitmized goals and to leg:ltimat dec:tslom. Otherwise'
the strong ties of mtercorporete eomunication muld'

break off, as the example of the Berliner Bank ehows. L
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' mable 5: géntrality Scores for Sets of Organizations: i .

 PREIVATE:

Banks

--F1nanc1a1 Organlzatzcns
.Insurance Companles o

: &na]_.l Seva.ce Enterprlses

- 1Large Servxce ‘Enterprises ;

Small Productlon EnterprlSQS*ﬂ” f h
Large Productlon Enterprlses”3;

- Labdr Unlons of "DGB"
o ﬁhiﬁe Oollar Unions (DAG, DBB}
'Economlc Interest Groups a

pELic:
Banks -

Insurance Companies ‘
Public Service Enterprises ,_“ 

Public Enterprises (5ff.lBetriebe)

Public Housing Construction Cox |

POLITICAL ORGANIZATIONS:

Economic anrﬁs'of'Parliament L

Boards of Public Enterprlses/
Financial Hbldlngs '

. Principal Boards/
Counc:l of Elders

Boards for Social and.
Cultural Affairs -

Executive Committees
of the Parties

Executive Committees of
Caucuses (Fraktionen)

1979 <1081 ©

315.67,'

137.00.
| 50,000
12767
158
_,_34;6¢?2- 
13929
. 204.00.
e
221.75

561.50

393.67

- 312.33
289.42
252.00

458,00

338.33 -

50450

370.38 .
| 894.50

320.00

1981 - 1985

50.00

146.67

136,00

96.40
77.00
114.60

145.50 .

85.67

268,00
141.67
130.00
103.33
199.00

480.67
438.33

598.50

363.60

604,00

275.33
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Introduction

The purpose of this paper is to examine critically the body
responsible for industrial development in Ireland, namely the
Industrial Development Authority (IDA), in the process of the
industrialization of Ireland since the 1960's. Ireland is a
country that provides the most dramatic, and is often presentad as
the most successful, example in Europe of 'industrialization-by-
invitation'. The IDA is usually presented as simply implementing
policy that is generated at the political or governmental level, a
level which is considered . ‘'outside' of the IDA's frame of
reference. This paper examines the validity of this ¢laim, arguing
that the 1IDA 1is, rather, a political actor, with pelitical aims
which it achieves through the use of poclitical tools, including
ideology. It thus calls into question the understanding of the
IDA, and indeed of any authority responsible for attraction. of
foreign direct investment, or for industrialization policy in
general, as being mere 'technocratic' bodies and seeks rather,to
situate these bodies inside the wider political context within
which they operate. ' o

The interpretation presented here will be illustrated by an
example of the 1IDA's response to opposition to certain of its
policies. During the 1970's in Ireland, opposition began to
develop to specific firms that had been atracted to Ireland by the
IDA. This opposition came from a nuwber of different sourcss, from
both environmental and political groups, and was directed against
these firms for a wvariety of different reasons. Gradually it
extended into a questioning of the whole policy of
industrialization-by-invitation, which was seen by some of these
groups to be leading to an unscund dependence on multinational
cempanies (MNC) in Ireland.

Normally, the IDA is kept well hidden, out of the range of
political discussion. During this period, however, it was forced
to defend its policies, a defencs which reveals its aims, goals
and functions. Out of the many possible cases of opposition, one
has. been c¢hosen, that of the opposition to a factory in the Cork
harbour area, namely Raybestos Manhattan in the 1970's.

Raybestcos Manhattan i1s Jjust one of the many factories that
have generated heated controversy ‘and debate and the issueg
involved in these debates go well beyond the confines of the
particular problems generated by any one of these factories.
Raybestos Manhatten is taken as a case study, although many others
could have been chosen, because of the particularly articulate
and, from the opposition's point of view, successful nature of the
campaign against them. This forced the IDA to react and defend
itself and this reaction affords us, while not an unigue, hut a



particularly c¢lear insight into the nature and role of the IDA,
The campaign against Ravbestos Manhatten took place at a time when
the IDA was launching into a new phase of its industrialisation
drive and thus at a time when its policy was most sensitive to
public and political opinion., But the relevance of the issues
involwved iz still present, not only because the Raybestos
Manhattan c¢ase opened up a&an opposition that is still present
today, but also from the wider political point of wview, it
signaled the first phage of opposition to the overall IDA
investment strategy of industrialisation-by-invitation., It is
hoped that through an examination of the response of the IDA to
the opposition directed against Raybestos Manhattan's presence in
ireland that a contribution can be made to the analysis of the
politics of industrial subsidization,

Section 1l: The Historical Background To The IDA

Before we can begin this analysis it is necessary to say
something about the period during which the IDA was established.
The IDA cannot be understood outside that contextual framework,
for it receives 1its direction- and its legitimacy from the
orientation towards industrial policy that was prevalent at the
time of its establishment, and that still prevails today.

The IDA was established in 1950, just after the Second World
War. This was a time in Ireland when we find the first, admittedly
still uninstitutionalized and undeveloped, active policy towards
the attraction of foreign direct investment into the economy. But,
what 1s more interesting here for our analysis is the period that
immediatly followed this, the period that ¢ave the IDA an
institutionalized and articulatsd legitimacy. This is the period
that began with the conscious opening-up of the economy to foreign
direct. .. investment after the (First) Prograsmme £for Econonic
Expansion in 1958 (1l). This programme was introduced by the Fianna
Fail Party, under the direction of Sean Lemass and drew its
inspiration from the work of a senior Civil Serwvant, T.K.Whitaker
(2). .

The programme set the tone for a new departure in Irish
economic policy. The implied intention of this programme was the
opening of the economy to foreign direct investment and the
removal of import restrictions and tariif Dbarriers. Thus it
implied the dismantling of the policy of economic naticnalism, an
economic policy that had predominated in the State almost since
its foundation. These new policies only came to be fully
implemented in the late 1960's and 1970's, but by that time the
notice served by the 1958 Programne concerning a orobable new
departure in policy had already come to be accepted. Wnat was



important in this First Programme 1is that it was more concerned
with the - ideological legitimation of State intervention into the
economy, rather than with the actual organisation of such
intervention  itself. This has important consequences for our
understanding of the IDA.

Firstly, it affords us an understanding of the purpose of the
IDA. The 1IDA was established in order to give expression at the
ievel of actual policy formation and implementation, to the Shift
in orientation Wwith regard to the way by which Ireland should be
industrialized, The very fact that this was established before the
1358 pregramme emphasises this. This programnme was an attenpted
ideoclogical legitimation of a an orientation towards
industrialisation that the IDA already implemented. Thus the 1DA
was estaplished to give expression to an orientation long before
that orientation had been politically and coherenly developed by
political parties and the State.

This ‘'head start', as it were, of the IDA, coupled with the
State's later preoccupation with legitimizing as opposed to
concretizing this policy orientation, affords us an insight into
the reason for the position of power of the IDA, The IDA filled an
existing policy vacuum and was thus able to quickly monopelise
industrial policy. As Wickham has argued, the IDA is effectively
the sole agency of industrial promotion for the whole of the
Republic (3). This is an agency in which power is centralized and
it has not, until recently, and certainly not in the early 1970's,
been challenged by any other power centres inside or outside the
State 1in its formulation of industrial policy. This lack of
challenge to +the IDA, or what may otherwise be stated as its
legitimacy, brings us to our third peint.

The IDA is an apparatus of the Irish State and thus finds its
legitimacy p or 1s legitimised, through its reference to
particular sections of the ideology of that State. Through an
examination of the State's ideology one discovers an ideoclogy or
set of ideological arguments, that refer directly to a defence and
a legitimacy of its industrial policy. Because the IDA was created
to concretise an ideological re-orientation  that the State
underwent it must, minimallv, accept and defend the ideological
presuppositions of that State's argumentation with respect to
industrial policy. If one wishes, therefore, to argue, as this
paper does, that the IDA is a political actor which operates at
the political level then an examination of the accepted ideology
of the 1IDA, done through an analysis of the contents of its
ldeological argumentation, 1is an extremely useful, and even
necessary, way to proceed. )

Let us at this stage clarify what we mean by ideaology. We
understand by ‘'ideology' a set of ideas by which people explain,



justify and defend social and political action and also explain ,
justify and defend the ends for which, as well as the means by
which, this action 1s undertaken., It is through the fact of the
use of ideological argumentation by any actor that one finds a way
by which an actor can be defined as being a 'political' actor, and
through an analysis of the content of that 1ideclogical
argumentation one obtains an important way teo ascertain the nature
of the volitical framework that that peolitical actor accepts and
acts within {4).

This ideoclcgical position is best understood in relation to
the political party principally responsible for the orientation
towards economic planning, namely Fianna Fail. Fianna Fail
represented the period following 1958 as being the phase where the
Irigh. nationalist revolution could be vindicated. In the words of
the then Taoiseach (Prime Minister), Sedn Lemass, what this period
represented  was "the building of the economic foundations of
Ireland's political independence”(5). This .ideclogy equated’
rejection, or even mere passive acceptance, of the new policy of
industrialisation with anti-patrioctic feelings. Industrialization
was to be a national endeavour, and required, by virtue of its
being & national task, the full active and positive participation
of all the citizens (6).

It is inside this ideological context that the IDA finds its
legitimacy. The Dbehaviour of the IDA, its policies and its plans
are defended through reference to nationalist ideclogy and the
national endeavour of Dbuilding the economic foundations of
Ireland's political independence. The IDA thus nust be szen as
both a major actor in the current phase of development of the
Irish eccnomy, and as a body that legitimizes itself and is
legitimised through reference te that set of ideological
arguments. Its legitimacy is thus guaranteed by the State but this
strength is, paradoxically, its weakness for when the State's
legitimacy on economic matters is threatened so too is that of the
IDA. We will see the significance of this when we come to examine
Phase two of the opposition to Raybestos Manhattan , a phase
during which opposition was directed towards the State and where
the IDA's interdependence with that State’'s legitimacy was clearly
seen.,

Having outlined our three major points about the IDA's
domestic position one further issue needs examination. This is the
IDA's position in an international context. While it is certainly
true that the IDA has monopoly and power in relation to domestic
economic policy this is not the case whan ¢nhe sltuates the IDA in
ralation £o international power structures. The IDA 1is an
apparatus of the 1Irish State, but that State has a dependent
position vis-a-vis international economic forces. This has
tmportant bearings on our analysis and mcre S0 pecause cur case



example is concerned with a multinational company. The position of
Ireland prior to the Second World War could be said to have been
that of a classically dependent ecconomy, and I use this term in
the sense in which it has been used by the dependency theory
literature in their examination of Latin American countries (7).
Since, roughly speaking, the mid-1970's Ireland can be said to be
a dependently developed economy. By this I mean that Ireland has
gone through an industrialization process that places it in a
dependent position vis-a-vis international capital. This is a
dependency that gives it a subsidiary role in the decision-making
processes that accompany the movements of that capital. The period
in which the 1IDA was established and began its drive to attract
foreign capital, in the form of foreign direct investment, into
Ireland is the peried during which the transition from a
classicaily dependent econcmy to a dependent developed econony
took place. This dependent development was a development because
an industrialization and modernization of the Irish ecomony took
place. It was dependent insofar as the industrialization process
and the level of economic activity in Ireland became (more and
more) to be dependent on the continued presence of multinational
companies in Ireland. -

The 1IDA's part 1in that transition process was that of an
agency that cleared the way for the smooth entry of these
companies into the economy and its success and continued existence
came to be related to the degree to which that entry was effected,
Again we wil see the significance of this in our case example,
when the IDA saw a threat to one multinational company as, not
only a threat to all multinaticnals, but as a threat to itsslf., It
thus became urgent for the IDA to defend that multinational's
presence in Ireland and the analysis of this defence by the IDA

gives us an insight inte its nature.

Scmething needs to be said at this stage about the function
and activities of the IDA. This will help us to understand the
position of the IDA in the political and State system, It is to
this we now turn. o :

Section 2: Function and Activity of the IDA

The present IDA is an autonomous state-sponsored kbodv cutside
the Civil Service. It was constituted thus by the 1969 Industrial
Daevelopment Act, an Act which rationalised the system of
industrial promotion and grant incentives that had existed over
the previous two decades. The IDA's mandate is that of the
promotion of industrial development in Ireland. This can be
undertaken either <through the expansion of existing industrial
runits  or through the estgblishment of new ones. Despite shifts in



emphasis at various times, the IDA had tended to concentrate its
efforts on the establishment of new industries, achieved through
the attraction of foreign direct investment into Ireland (8). In
1972 the IDA Executive Director, T.S. 0'Neill, stated:

" for more than a decade, the establishment of IDA-
assisted new industries, most of them owned by overseas
interests, has provided the »ulk of the expansion of
manufacturing output, exports and employment d1n the
Irish economy. This broad pattern is likely to continue
over the next decade; that is, a significant source of
industrial expansion will continue to e the attraction
‘into the economy of new overseas—-sponsored indusrial
v -projects " (9).

The IDA proceeds with this attraction through the offering of
a variety of grants and incentives to foreign direct investors,
especially te those investors who are export-oriented producers.
These grants and incentives have peen meodified and developed
during the period since the IDA was established. They now include
a complex package, geared to suit individual needs, of grants,
low-interest locans, and tax-free periods for the profits generated
on exports, advanced factory building, re-equipment and labour
training grants. In this context the IDA has stated that:

"Our Jjob is to promote the rapid build-up of the industrial
sector by providing information, guidance and encouragement,
and financial inducements and assistance to existing Irish
industry and overseas manufacturing firms willing to invest n
Ireland "(10).

Snce the 1970's the IDA has adopted what it terms a "forward -
looking  policy” i.e. it proceeds through a process of
identification of both firms and industries that are in, or about
to com@: into an expansionary and development phase. It then
locates . and appreaches their representatives and as T.S5. O'Neill
statad:

*The focal peoint of these activitles is direct approaches to
selected companies with specific provosals for location of
their investments in Ireland. Such 2roposals are in effect
'intercepting' on-going investment planning in the candidate
companies ... and which may be leading the conmpany to
decisions on new locations for its activities "(11),.

To do so the IDA maintains overseas offices in mest industrialised
countries where direct promotional contact <an be wmade with
industrialists. It also engages in promotional work through other
channels, e.g. banks, financial journals, consultancy firms, and



works 1in c¢lose contact with the 1Irish Department of Foreign
Affairs representatives abroad. ' S

A useful summary of IDA activity has been provided by Mr.
R.J. McLoughlin, the Research and Planning Manager of the IDA, whd
lists the items of possible relevence to the IDA and argues that
there are five major categories within which its activities fall.
These are:

"(1) The identification and definition of numerats targets of
an economic and social nature....

(2) An integrated planning activity which defines:
the IDA philosophy and policy on econemic growth, its
specific objectives and priorities.

(3) The initiation of such action as is negessary to
arrange that the level pf planning resources and
resources such as infrastructure, skills, factories,
atc., will be sufficient to meet the rising demand by
close contact with these organisaticns whose job is to
provide these resources, : : .

(4) The marketing of Ireland as a location for industrial
development... _ )

(5} The negotiation process in which the lezaders emerging
from the marketing/selling activities are converted into
jobs..."(12)

These activities, while certainly Helpful for our
understanding of the function of the IDA, reveals little about how
the 1IDA wviews its own position vis-a-vis the political and State
system. It 1s to this we now turn.,

Section 3: Self-Perception of the IDA

The IDA sees itself as "“... but an agent of government..."
(13}, By this it nmeans that its role 1is that of a public
technocrat, implementing policies and programmes aimed at Irish
industrialization, a neutral actor, as it were, in a field of
domestic political considerations in which it has no input beyond
that of carrying out policies, the overall direction of which is
outside its control, However,the IDA does admit that "There is no
natural facility which identifies in any detail what the range of
appropriate IDA activity should be "({14). Faced with this
difficulty they argue that

"It is IDA policy to gear itself to discharge the total
process to the limit of its legislative permit, and while it
will not encroach on arcas which are clearly the
responsibility of other State organisations, it will err on




the side of doing rather than not Qoing when the returns on
efiort appear to be Rlgh "(157.

This ‘erring on the side of doing', the extension of IDA
activities into areas that may well be the responsiblity of other
State organisations is the important point here, for it is through
an examination of this activity that we can gain an interesting
insight into the nature of this body. While acknowledging this
extension of its activities, little is said about the implications
that this has for the IDA's nature nor indeed for its whole
position in relation to the pelitical and State system. We have
already argued that the IDA is indeed more than just a mere agent
of government, insofar as it actually defines and formulates State
industrial . policy, an activity that 1is £far removed from the
passivity implied by the IDA's claim that it is but an agent of
government. Furthermore we have argued that the IDA is legitimised
and legitimises itself through reference to naticnalist ideology,
and it wmust, therefore, minimally, accept the presuppositions of
that ideological argumentation, But the guestion which we must now
ask 1is whether the 1IDA goes beyond that minimal positon of
acceptance to an actual use of and active appeal to that ideoclogy.
This is an activity which we argue would allow us to throw sone
light on whether the IDA 'is or is not a full political actor with
access to the range of apparatuses that such an actor would have
at its disposal, In order to examine this we will turn to our case
example. :



Raybestos Manhattan

Raybestos Manhattan started production in Ireland at its Ovens
plant in 1978. Its presence in Ireland was marked by controversy,
a controversy that began long before Raybestos Manhattan actually
started production and that continued right through its life in
Ireland. From the time the IDA, in line with its forward locking
policy, sought out Raybestos Manhattan in America and urged it to
establish a producticn plant in Ireland in 1973 concern as to the
possible environmental problems that Raybestos Manhattan would
generate were expressed (16). By 1978, when Ravbestos Manhattan
went  into preduction, this concern had intensified intoe a bitter
opposition. This opposition took many forms and was directed
against .Raybestos Manhattan in different ways.The purpose of this
paper, however, 1is not to analyse this opposition as such, even
though this would be an interesting ‘undertaking in itself, but
rather to make an empirical analysis of the use of ideology by the
IDA, which in turn leads us to an understanding of the political
nature of thet body. The cpposition groups, therefore, are
examined only in relation to this,

While united in opposition to Raybestos Manhattan these groups
were, however, united in little else. Disagreement existed on a
whole range of 1issues: some were opposed to the location of the
Raybesteos Manhattan plant; others completely rejected Raybestos
Manhattan's presence in Ireland; there was opposition to the lack
of safety 1in Raybestos Manhattan's production process and a de
facto rejection of any toxic industry in Ireland;and from
opposition to the way in which Raybestos Manhattan disposed of
its waste asbestos through to a rejsction of any, monitored or
unmonitored, toxic dump in Ireland. These opposition groups can be
divided into two different types, what I shall call 'ad hoc single
issue groups' and ‘political/ideclogical groups'. The political
groups linked their analysis of events surrounding Raybestos
Manhattan to the wider problems gensrated by the presence of
multinational companies in Ireland and to the role of the IDA in
that process. These have a permanence in that they were not set up
specifically to oppose Raybestos Manhattan. Their opposition to
that company was only part of a wider progranmme. and was based on
either a conscious or an implicit ideclogical opposition to
Raybesteos Manhattan. Raybestos Manhattan was, for thessa groups
just one example. of the problem. The ad hoc single interest
groups, on the other hand, while aware of the wider issues
involved, concentrated their analysis more on Raybestos Manhattan
as such and expressed and. directed their opposition to that
particular plant and not necessarily against all MNC's, and to the
IDA's behaviour in relation to the Raybestos Manhattan case. {this
is not to deny that a progression of thought took place in some of
these groups, e.g., moving from a critigque of the IDA in ralation
to Raybestos Manhattan to that of a critique of the IDA and its




industrialization policy in general, but this was not the reason
for their establishment, and often this progression came at a much
later date in the campaign). Many of tiiese groups existed prior to
Raybestos Manhattan's presence in Ireland but their concerns were,
prior to that date, with issues of a community nature such as
amenities, bus services atc, in their locality and who rarely, if
ever, became involved 1in such controversial political/ eccnomic
igssues as those invelved in the Raybestos Manhattan case.

A number of appendices have been added wnicn lists these
opposition groups, classifying them according to whether they are
ad hoc or ideological,and situating each group according to their
positions vis-a-vis the totality of issues involved in this case.
A further <classification 1is also added in crder to get a more
general picture of thelr position in relation to such issues as
multinational companies, the State, etc. As can been seen from the
appendices, a close correlation exists between the nature of the
group and the position adopted by that group in the controversy.

The importance of these distinctions lies in the fact that the
IDA responded to each in a different way and if we are to analyse
the significance of that IDA's response then we must take into
consideration the fact that the TIDA changed the nature of its
discourse depending on whom that discourse was directed towards.
This will be seen in the analysis,

The oppesition to Raybestos Manhattan may be periodized into
two pnases: Phase 1 which began before Raybestos Manhattan started
production, bput which intensified after 1978 and chisfly related
to the guestion of the disposal of the waste asbestos that was
generated in the production process; Phase 2 , which roughly lasts
from April to December 1978, and relates not Jjust to the
continuing gquestion of the toxic dump but to the conditions inside
the plant itself and, ultimately, to the plant's existence in
Ireland. In Phase 1 the ad hoc single issue groups predominated
and in -Phase 2, the pelitical/ideclogical groups .

Befores 1978 Raybestos anhattan proposed to dump the waste
asbestos generated from its producticn in the Ovens area. Facedg,
however, with the mounting opposition to 1its plant already
existing in the area it decided in the interests of community
harmony, to locate this plant elsswhere. The area chosen was that
of Ringaskiddy, an area in which the IDA owned a large amount of
land. The people of the Ringaskiddy area, however, were already
objecting to the IDA's ownership of the land in the area, not
wanting it to be turned into an industrial estate or a dump site
by the IDA. The residence associations in the area wanted the site
turned into an amenity area for the fast growing populaticon of
Cork Harbour. From 1973 until Raybestos Manhattan left Ireland 1in
1980 this problem of the disposal of the toxic waste was to plague



