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Chapter 1: The changing business environment
Public policy and the business environment

Public policy in the business arena is an action (or inaction) by government to encourage companies to do something.  
Public policy is critical for managers to understand because it is the filter between companies and their environment.

Rather than splitting the business environment into two realms in the conventional manner, the textbook adopts a holistic image—one where society tries, mainly through public policy, to influence business, and vice versa, where business uses public policy to improve its environment.

Three important external forces are affecting the environment of business today:

1. Globalization or the increased integration of world markets and the rise of global competition.  Most governments have been encouraging globalization by supporting policies to free international investment and trade, with an eye to expanding business opportunities.

2. Technological change which results in rapid change that affects productivity (relation labor and economic output)

3. Democratic capitalism is spreading to new corners of the world: new markets new competitors.

There three forces—globalization, accelerated technical change, and the supremacy of free-market and democratic ideology—are part of a whole.  They are connected and they interact with each other.

Types of public policy

1. Distributive: These policies use general revenues to provide benefits directly to individuals.

2. Redistributive: These policies tax or otherwise harm one group of people to provide benefits to a different group. 

3. Regulatory.  These policies include legal restrictions on criminal activity, monitoring of business to assure that its practices are fair, and forcing companies to protect public health and safety.

The discussion on public policy is usually blended with ideological debate regarding the role of government.  “Government needs to be cut back and business unleashed” vs. “Government needs to be an activist to back and guide the economy.”  We need to adopt a more pragmatic perspective which is closer to what actual governments really do.
Iron Law of public policy:  “For some businesses, profits increase when government acts; for others, profits falls…[E]very act of government no matter what is broader merits or demerits for society at large, creates winners and losers within the competitive sector of the economy.  These gains and losses, which accrue to both individuals and corporations, become the object of intense political attention at the same time they help shape the nation’s international competitiveness….   (Robert A. Leone as quoted by Goldsmith 2002: 4).

The relationship between business and government has two sides


Private organizations: A kaleidoscope of forms
· Most businesses are sole proprietorships.  There are about 17 million in the US today.
· Partnerships are businesses owned by two or more people.  There are about 2 million partnerships.  This ownership form is common in professions, such as accounting, law, and medicine.
· Cooperative or mutual companies are organizations which are owned by the people who use their services.
· Nonprofit organizations [Internal revenue section 501 (c) (3)] are legally incorporated entities that are not maintained for the purpose of making a profit.  They can generate surplus but this surplus cannot be distributed to people associated with the organization, but must be plowed back into operations.  Non-governmental organizations (NGOs) is an overlapping term though most often applied to advocacy groups such as Greenpeace or Amnesty International.
· Corporations are the focus of this book.  A corporation is simply a firm created by government charter.  The most important element of this charter is that owners are only liable for the acts of the corporation in the shares that they have invested.

· There are about 5 million corporations in the United States.  Only about 1/5 of U.S. corporations have annual sales over $1 million, but they account for 95 percent of the sales of all corporations.
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