Chapter 7: The Political Context
The Canadian Business Enterprise System: Fundamental Feature
· Government has played a role in Canadian economy, success of business 
· Canada: mixed system-capitalist economy with government playing an important role
· Business Enterprise System: determines what goods and services are produced and distributed to society AND how the goods and services are produced and distributed to society
· Capitalism: type of economic system that is based on a number of fundamental principles
· Rights of Individuals: capitalism is based on the view that it is individual who takes precedence in society instead of institutions or overall society. Individuals have right to pursue their self-interest with limits by government regulations
· Rights of Private Property: capitalism asserts that individuals have right to own land, labour and capital. Government has intruded because of the distribution of wealth, may decide where product or service is of national interest and whether or not it should be nationalized
· Competition: belief that sufficient competition among business enterprises will ensure that business provides the goods or services required by society at fair cost. Invisible hand that ensures the market works in this manner
· Role of the Government: laissez faire(let people do what they want to do). Minimal government interference in the business enterprise system. Capitalism is also referred to as free market system reflecting the notion of the right to private ownership of property, competition and restricted government involvement
· Communism:  places the responsibility for the allocation of society's resources into the hands of the government
Government as a Guardian of Society
· The Tax Collector Role:
· Collect money in order to help fund government services program
· Revenue taxes are to collect money in order to help fund government services and programs
· Revenue Taxes: include individual taxes as well as corporate income tax, property and sales tax
· Individual Income Tax: levied on income of individuals or on the net profits of proprietorships and partnerships
· Corporate Income Tax: corporations are taxed on their net profit combined federal and provincial rate that can vary among provinces and are subjected to change based on government policy
· Taxes allow to manipulation stimulating government investment and increasing revenues
· Sales Tax: paid through retail stores, act as a collection agent when they sell their goods to consumers (Goods and Services Tax GST)
· Value added tax-paid at each step of manufacturing process
· Property Tax: revenue gained is used to fund operating costs of the municipal government and services that is generates
· Restrictive taxes are aimed at controlling the use of specific products or services
· Excise Taxes: applied to good or services that the government desires to restrict, such as products deemed to be potentially harmful
· Tariffs are also a form of restrictive tax
· The Business Owner Role: Crown Corporation:
· Crown Corporation: an organization accountable through minister, parliament for its operations
· May be federal or provincial
· Implement public policy that includes protecting national interest
· Protect industries deemed to be vital to the economy
· Provide special services that could not otherwise be made available by private business
· Nationalize industries that were considered to be natural monopolies included the generation and distribution of electricity
· Legally distinct entity wholly owned and managed by board of directors, operate in a variety of areas in an economy
· Differ with public policy purpose and their need for financial support from government
· The Regulator Role:
· Government economic regulation: imposition of constraints backed by authority of government intended to modify economic behaviour in private sector significantly
· Government has set regulations to protect consumers, administered by Department of Consumer and Corporate Affairs-major role in business conduction
· Food and Drug Act: protect public from health risk
· Hazardous Product Act: protect public safety by banning products because they are dangerous or putting warning labels on them
· Ecological Regulations: protect the environment
· Imperfect Competition:
· On the demand side-decisions are made by individuals regarding their tastes or preferences for certain goods or services
· On supply side-business aim to meet the demands they face
· Invisible Hand transforms the decisions into a system that uses scarce resources efficiently
· Responsive to consumer demand, products demanded will be increased in production, those no long demanded are dropped in price
· Scarcity leads to a rise in prices
· Market System: responsive to the consumer needs and to the capability of environment
· Perfect Competition:  optimal number of competitors in any given industry to ensure fair pricing and distribution of the goods and services at the highest possible level of quality
· Imperfect Competition: occurs when fewer than optimal number of competitors exist to ensure that those that cannot compete are replaced
· Less competitors-less pressure to meet the demand of consumers with low prices
· Not worried about completion=not worried about efficiently, productivity, service, quality etc
· Inefficient business remain and consumers forced to accept those product and services, consumers offered  fewer goods and services demanded
· Less use to resources, perfect competition: resources are divided amongst various activities in a manner that generates that optimal combination of goods or services desired by consumers
· Imperfect competition-does not guarantee best product and most efficient use to resources to generate products or services for consumers at a fair price
· The Public Interest:
· Government can control the operations of private enterprises through regulations
· Business is government regulations of business through commission, tribunals, agencies and boards
· Establishment of competition policy to control the nature of competition
· Competition Act: stimulate open competition and eliminate restrictive business practices with the aim of encouraging max production, distribution and employment
Government as Guardian of the Private Business Sector
· Government Assistance to Private Business:
· Government involvement in business in the sense of promoting and protecting our industries
· Government also offered direct incentives for industrial and resource development 
· Incentive programs were established to encourage managers to conduct business in a manner desired by the government
· Government at all levels has provided direct and indirect assistance for business in the form of grants, loans, information, consulting advice and bailouts
· Bailouts:
· Refers to government assistance given to prevent the organization or industry from financial collapse
· Bankrupt or nearly bankrupt business if given more liquidity in order to meet its financial obligations
· Short term cash flow problem-government provides funds until stable position 
· Government enters a bailout when failing company is large and can have impact on the economy
· Involve on time financial assistance to combat significant financial troubles that a business may be experiencing
· Subsidies:
· Cash payments, low interest loans or potentially reduced taxes
· Intended to assist domestic industry to compete against foreign businesses whether in home country or through exports
· Not harmless, can form trade barrier like tariffs and create unfair competition
Government as a Guardian of Business in the Global Context
· Globalization has demanded that governments reconsider the extent to which they feel obligated to maintain a relationship with the private sector
· The need for government involvement increased the global context
· Why Should Government Play the Role of Guardian of Business in the Global Context?
· Nurturing Young Industries:
· Government must play a role in nurturing domestic industry 
· Infant industry argument asserts that the government should help young industry to grow and develop by ensuring that the industry maintains dominant share of the domestic market until it is mature enough to compete foreign competition
· Less competitive because of high output cost, maturity, the production will become more efficient and protection will not be necessary
· Can discourage domestic industry from increasing competitiveness and engaging in innovation
· Better or worse from these practices?
· Encouraging FDI:
· Reducing foreign imports may result in the foreign business directly investing in the target country instead
· Foreign company can decide to set up business in target country if it wishes to gain access to that country's consumer market and its unable to achieve that with imports
· Maintaining Favourable Balance of Trade:
· Government may seek to influence the relative status of exports and imports to avoid running trade deficit
· Government intervene to ensure trade surplus by imposing tariffs or quotas, also subsidize domestic industries in order to encourage growth in exports
· Protecting Domestic Business from Unfair Competition:
· Concern that foreign competitors will offer their products at low prices to monopolize their share of the target country's market
· Domestic producers could be driven out of business and be replaces by foreign imports
· Dumping: foreign competitors who manages to export the products at low prices
· Pricing products below cost of target country's product
· Foreign supplied sells the product at a loss or less price than seller's domestic market
· Maintaining Adequate Level of Domestic Employment:
· Government knows society holds it responsible for ensure the unemployment rates are not high
· Imports that come to dominate an industry bring the threat of causing domestic industries to go bankrupt
· When business claim they're under threat from foreign competition-government if forced to consider what action can be taken 
· Government is put in a imbalance where they have to balance the needs to domestic economy and honor the rules of governing global business
· Offering Subsidies to Compete Globally:
· Intended to help domestic industry deal with global competition
· Potential conflicts they create with regard to facilitating free trade include the competitive industries should be able to absorb costs themselves rather than relying on government for these handouts
Should Government Mind its Own Business?
· Deregulation:
· Involves the reduction in the number of laws or regulations affecting business activities 
· Reduction of the power of government enforcement agencies and other forms of government control
· Regulation is aimed at correcting the market failures and inequities that may arise for variety of reasons
· Deregulation may not always achieve the goals for which was intended
· Increased competition from reduction of regulations have formerly restricted the entry of new competitors (benefit)
· Ride of consumer exploitation (risk)
· Privatization:
· Refers to the divesting of the government involvement in the operation, management and ownership of activities
· Transfer functions from government to private sector
· Selling off crown corporation, contracting government job to private companies
· Belief in the power of competition as a control mechanism: considered to be an expected outgrowth of free enterprise system, price enterprise should be allowed to expand into areas that were once monopolized by government. Typically guided by the view that the force of market competition is suited for efficiency and innovation in an industry, will open and industry to competition. Permits that consumers will have access to goods or services developed in other parts of the world and will stimulate innovation among domestic firms operating in the industry, provide access to needed financial and technological resources and create growth in industry
· Belief that private businesses can operate more efficiently: transferring the management of organizations to the private sector will result in increased productivity. It is difficult for government owned enterprises to reconcile the social goals of the enterprises with the economic efficiency goals that must be of concern to any business, removing political element of an enterprise allows it to focus on efficiency and avoid conflicts
· No longer need public involvement in some sectors: enterprise no longer required by the government to achieve its initial public policy goals, ownership can be handed over to the private sector. 
· Financial benefits from selling government-owned assets: money can be used on other areas, opening an industry to private investors may attract foreign capital
· Stakeholders and Objectives: not held equally by all parties affected by privatization. Objectives of various stakeholders in the privatization of a crown corporation may be different and potential conflicting
· Employees Objectives: considered as objective of government owners but some conflict with elements of enterprise itself. Massive layoffs of public employees
· Public Objectives: objectives cited and the public's concern for their protection, viewed as means to generate higher levels of entrepreneurship and efficiently BUT does not guarantee.  Technological responsibilities may increase privatization, government shift from owning and manage ring to regulating entire sector or industry. Apparent in the transformation of natural monopolies
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