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BUSINESS RESPONSES TO THE PROTECTIVE PUBLIC POLICY PROCESS

Public policies and regulations that demand increased social and environmental
protection from business have been growing in number, complexity and stringency over the last
few decades not only in industrialized countries but also in developing nations (Baron, 2005;
O’Rourke, 2004; Vig & Kraft, 2006). Neo-institutional scholars interested in organizations have
contributed significantly to our understanding of the logic that shapes business response to
government laws and other socially enacted values, beliefs, norms, and routines. Although some
scholars have begun to stress a wide array of legitimate organizational responses to multiple and
sometimes conflicting institutional pressures (Hoffman, 1999; Oliver, 1991; Scott, 2001), most
neo-institutional research continues to highlight compliance as the most legitimate and expected
response to coercive regulatory pressures.

Thus, a rather formalist view has emerged that portrays public policies and regulations as
effectively enforced and therefore followed by business (Hirsch, 1997; Hoffman, 1999; Suchman
& Edelman, 1997). To be sure, business compliance with protective public policies and their
regulations is certainly the prevalent firms’ response for many long established social and
environmental regulations in the U.S. Yet, it is important to highlight that it has taken decades to
enact and implement these protective policies and for them to reach the point of being
internalized by business managers and other influential social groups. This long public policy
process is affected by intense advocacy and/or opposition by multiple social, government, and
business actors. Additionally, it requires massive public expenditures to create and
institutionalize new government agencies with strong monitoring-enforcement capacity and
political clout. Hence, in this paper we seek to contribute to the neo-institutional literature by

focusing on understanding business responses to the creation of protective government



institutions such as consumer protection, environmental protection, workers health and safety,
and civil rights policies and their regulations. Specifically, our goal is to discuss the protective
public policy process dynamic and elucidate how its stages are associated with business political
strategies involving different degrees of resistance and/or cooperation. To this end, we combine
Harold Laswell’s policy process model (1956) with neo-institutional theory (Powell &
DiMaggio, 1991; Scott, 2001). It is important to mention that corporate political activity scholars
suggested long ago that the adoption of an array of traditional business political strategies is
contingent on different stages of the policy process model (Getz, 1993a, Ryan, Swanson, &
Buchholz, 1987; Sethi, 1979). We follow this scholars in understanding business political
strategies as the concerted pattern of actions taken by firms to favorably shape public policies
and demands arising from the commands, appeals, influence, and/or opposition of government
agencies, social and environmental activists, and other stakeholders (Baron, 2005; Baysinger,
1984; Mahon, 1993).

Another important gap in the neo-institutional literature on organizational analysis is the
narrow focus on studying business behaviors in industrialized countries such as the U.S., Europe,
and other developed nations. Thus, except for studying how business behavior is affected by
variations in different styles of democracy and state control, organizational neo-institutional
scholars have paid little attention to significant contrasts in other key country contextual
characteristics such as: level of democratization, national economic income, and regulatory
approach. We contribute to filling this gap by clarifying how variations in these additional
country contextual variables —typical of developing countries- intervene to moderate the

protective policy process-business response relationship.



In delineating the boundaries of our theorizing, it is important to stress that while we
recognize the importance that some firm level characteristics (e.g. size, innovation capacity,
location, and ownership) may have on determining firms’ responses to government demands,
given our focus on contextual factors, we explicitly do not discuss their effect on the policy
process-business response relationship. We also do not consider economic policies and
regulations that, in contrast with protective policies usually opposed by firms, tend to be
traditionally supported by existing businesses (Hawkins & Thomas, 1984; Kagan, 1984, Stigler,
1971; Winston, 1993)."

Following this introduction, we first review the literature on neo-institutional theory and
government policies and regulations, with particular emphasis on how public policies and their
regulations become institutionalized, and the role that firms play in this institutionalization
process. Next, we describe the policy process model and discuss its various stages in detail.
Building on both discussions we develop a proposition relating firms’ responses to the various
stages of the policy process. In the second part of the paper, we discuss how variations in a
country’s level of democratization, policy network style, type of regulation and economic

income may moderate firms’ responses to the protective policy process.

NEO-INSTITUTIONAL THEORY AND GOVERNMENT
POLICIES AND REGULATIONS
Sharing an open systems perspective with other social science theories, sociology’s neo-

institutional theory gives the external context a central role in determining organizations’

! Economic policies are regulations that establish prices, subsidies, trade tariffs, accounting practices, etc., and tend
to be demanded by existing businesses which are their main beneficiaries (Hawkins & Thomas, 1984; Kagan, 1984;
Stigler, 1971; Winston, 1993). Tax policies are exceptions to this generalization about the tendency for businesses to
support economic policies and regulations (Stigler, 1971)



strategies (Katz & Kahn, 1966; Scott, 2001). Accordingly, managers’ choices are seen as
restricted and shaped by the social and cultural environment in which they are embedded
(Grannovetter, 1985; Meyer & Rowan, 1977). The most important elements of this external
context include institutions - understood here as shared schemas, routines, norms, government
regulations, symbols and ceremonial traditions that facilitate and constrain the behavior of social
actors (DiMaggio & Powell, 1983; Meyer & Rowan, 1977).

Neo-institutional scholars also challenge the notion that businesses are exclusively profit-
seeking and emphasize the importance of achieving social legitimacy for long term business
survival and competitiveness (Powell & DiMaggio, 1991; Meyer & Rowan, 1977; Scott, 2001).
Legitimate businesses are those whose actions are seen as, or presumed to be, “desirable, proper,
or appropriate within some socially constructed system of norms, values, beliefs, and
definitions” (Suchman, 1995: 574). Institutions that determine social legitimacy exert coercive,
normative, and cognitive pressures that have an isomorphic effect, through diffusion and
imitation, leading businesses that operate in the same organizational field to adopt similar
structures and strategies (Powell & DiMaggio, 1991).

Although early neo-institutional scholars have highlighted compliance as the typical
response to institutional pressures arising from government policies and regulations, more recent
work has begun to stress a wider array of legitimate organizational responses to these pressures
(Hirsch & Lounsbury, 1997; Hoffman, 1997; March & Olsen, 1989; 1995; Oliver, 1991; Scott,
2001). Borrowing from this more recent scholarship, and drawing on insights from the public
policy literature, we posit that businesses are less passive in their resistance to government
demands than originally proposed by neo-institutionalists (Meyer & Rowan, 1977; Oliver, 1991).

We see businesses as both influenced by government policies and actively involved in the socio-



political process of contesting, remaking, and redefining them (Hirsch & Lounsbury, 1997;
Hoffman, 1997; March & Olsen, 1989; Oliver, 1991, Selznick, 1957).

This politically contested public policy dynamic is particularly evident in the creation and
implementation of government protective policies and regulations that are intended to coerce
firms to adopt measures that safeguard, among others, the environment, consumers, workers
health and safety, and civil rights (Kagan, 1984; March & Olsen, 1989; Stigler, 1971). Yet,
following the neo-institutional tradition, scholars continue predominantly using a more
formalistic perspective that deemphasizes the socio-political process through which protective
policies are enacted, contested, diffused, and reproduced; depicting them as exogenous-explicit
constraints that are effectively enforced and are able to coerce firms’ compliance (Hirsch, 1997;
Scott, 2001; Seo & Creed, 2002; Suchman & Edelman, 1997).

Businesses facing government demands can, in fact, adopt multiple political strategies
that can be classified in the following generic categories from highest cooperation to highest
resistance: beyond compliance, acquiescence, compromise, avoidance, defiance and
manipulation (Please, see Table 1 for an example of these strategies when dealing with
environmental policy process demands)(Edelman & Suchman, 1997; Oliver, 1991). Hoffman’s
(1997) seminal study of the strategies displayed by the U.S. chemical and oil industries between
1960 and 1993, in response to emerging and evolving environmental regulations, illustrates this
institutional dynamic in which most firms initially showed high levels of resistance that over a
couple of decades turned into cooperation and even proactive beyond compliance. A key
decision for businesses is when and how to intervene in the public policy process. Firms must
consider which strategies and tactics to adopt in response to government social protection

policies and at what stage of the policy process they should be employed. Consideration of the



country context is also important since numerous factors in the environment may moderate firm

response.

THE PUBLIC POLICY PROCESS

Governmental regulations are enacted and implemented through a public policy process
that is highly contested by multiple social actors and very often yields complex, ambiguous,
fragmented, and conflicting regulations (Brewer & delLeon, 1983; Lasswell, 1956, 1971;
Lindblom & Woodhouse, 1993; March & Olsen, 1989; Sabatier & Jenkins-Smith, 1999; Scott,
2001; Suchman & Edelman, 1997).

The policy process perspective has long dominated the study of public policy. First
proposed by Harold D. Lasswell in the late 1940s (Lasswell, 1951; 1956; 1971), his delineation
of the policy stages has provided a framework for scholars investigating the manners in which
policy is substantively determined, assessed, and executed. For Lasswell, the policy process was
most effectively rendered by a stages approach, which he subsequently described as the decision
process.? This stages approach was later modified by Garry D. Brewer (1974) and others
(Anderson, 1979; Brewer & delLeon, 1983; Jones, 1984) to include a greater realization of the
“political” and “cultural” aspects of the policy stages. Brewer and deLeon (1983) proposed the
following stages:

e Policy Initiation, or how a policy need is articulated and alternatives proposed,

% The policy process stages originally proposed by Laswell (1951; 1956; 1971) were: 1. Intelligence, or what were
the major components of an emerging policy problem; 2. Promotion, or what/who determined the priority of the
issue; 3. Prescription, or what was proposed to alleviate the problem; 4. Invocation, or coordinating the policy with
existing norms; 5. Application, or what later came to be called implementation; 6. Termination, or how a policy is
ended; and 7. Appraisal, or the means of evaluating a policy’s effectiveness.



Estimation, during which the proposed alternatives are assessed;

Policy Selection, or how a specific policy alternative is chosen;

Policy Implementation, or how a newly-chosen program is executed,;

Evaluation, or how policies and programs’ merits/shortcomings are judged, so that future
iterations can be more effective in reaching their goals; and

e Termination or change, or how a policy/program is ended or modified.

The whole policy process may last for periods of at least ten years and typically may
entail two decades (Baumgartner & Jones, 1993; Brewer & deLeon, 1983; deLeon 1999;
Lasswell, 1956, 1971; Lindblom & Woodhouse, 1993; Sabatier, 1999: 3). These stages have
more or less defined the development of the policy process framework over the last 35 years, as a
wealth of authors have written about, for example, initiation, program evaluation, agenda setting,
and/or policy implementation (for a partial list, see deLeon, 1999 p.22). Additionally, empirical
studies have offered evidence suggesting that the policy process concept offers insights as to
which institutions, issues, individuals, and elements constitute the formation, adoption, and
implementation of public policy (Parsons, 1995; Sabatier, 1999). Yet, it is important to recognize
the limitations of this framework as public policy making is often a complex, unstructured, and
ambiguous endeavor affected by multiple issues and actors in which different stages tend to
overlap and seldom follow a linear path.® Yet, reliance on Lasswell’s policy process model can
help to disaggregate and simplify for study an otherwise muddled web of public policy
transactions (Brewer, 1999; deLeon, 1999; Lindblom & Woodhouse, 1993).

Following, we discuss the basic stages of the policy process and firms’ responses to them

in the context of a country like the U.S. with strong pluralistic democratic traditions, a

® The policy process framework has of course been criticized by some authors. Paul Sabatier (1999) has perhaps
been the most articulate, suggesting six specific problems with the stages approach (also see Nakaruma, 1987): 1.
The stages model is not really a causal model at all. 2. The stages model does not provide a clear basis for empirical
hypothesis testing. 3. The stages heuristic suffers from descriptive inaccuracy in posing a series of stages. 4. The
stages metaphor suffers from a built-in legalistic, top-down focus. 5. The stages metaphor inappropriately
emphasizes the policy cycles as the temporal unit of analysis. 6. The stages metaphor fails to provide a good vehicle
for integrating the roles of the policy analysis and policy-oriented learning throughout the public policy process.



predominant reliance on command-and-control regulatory instruments, strong government
enforcement capacity, and a high per capita income. In the next section, we relax our
assumptions to consider how different country contextual characteristics intervene to moderate

these business responses.

Policy Initiation

The initiation stage of the policy process involves the identification of emerging social
and environmental problems that are defined in disparate ways by competing interest groups.
Specialized interest groups, scientists, and a few industry experts may seek to identify specific
information required to increase/decrease the public salience of the problem and advance their
preferred definition (Brewer & deLeon 1983; Kingdon, 1995; Sabatier, 1999, 2007). Awareness
of the emerging problems tends to be salient among a few specialists and passionate activists but
almost nonexistent among the general public and top officials in government and industry
(Kingdon, 1995). For example, the need to require safety seat belts to reduce the very high
incidence of deaths in car accidents received widespread public attention in the U.S. in the early
1970s but it was already evident to expert physicians and automobile engineers in the 1930s
(Arnould & Grabowski, 1981; Cohen & Einav, 2003; Robertson, 1975, 1976). Depending on the
combination of political pressures exerted by firms and their stakeholders, the generation of less
conflicting evidence, the occurrence of a significant contextual change (e.g., a political or
economic crisis, natural disaster, new government leadership, etc.) and/or the consistency of the
problem definition with the ideology of top decision makers; emerging social problems may gain
the attention of the media and wider audiences, and become part of the public policy agenda

(Barley & Tolbert, 1997; Baumgartner & Jones, 1993; Kingdon, 1995; Sabatier, 1999).
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Policy Estimation and Selection

The estimation stage of the public policy process involves at first the development,
identification and assessment of a few preferred alternative prescriptions to deal with a problem
that has become increasingly germane to the public policy agenda such as is currently the case in
the U.S. regarding the use of voluntary versus mandatory measures to slow global warming by
limiting the emission of harmful gases (Brewer & deLeon 1983; Kingdon, 1995; Levy & Kolk,
2002; Moldan et al., 2006). It is important to note that despite objectivity claims by most interest
groups and businesses, these activities seldom follow a “scientific” approach (Kingdon, 1995;
Lindblom & Woodhouse, 1993). Most actors, including firms, focus on developing alternatives,
gathering information, and producing political, technical and economic assessments that would
help them prevail in the intense political struggle and bargaining involved in narrowing down the
feasible alternatives and the final adoption of a particular option by policymakers (Kingdon,
1995).

During the selection stage, the adoption of a preferred public policy typically involves a
few top government officials from the legislative and executive branches of government (Brewer
& delLeon 1983; Kingdon, 1995). Here, political concerns take precedence over scientific data
and assessments (Lindblom & Woodhouse, 1993). Most relevant are ideology and the small
array of powerful special interests (e.g. environmentalists, social activists, and/or businesses) that
tend to dominate the political battle of the moment (Kingdon, 1995; Sabatier & Jenkins-Smith,
1999). In the end, instead of selecting the “optimal” policy, it becomes more important for
policymakers to find, through negotiation, a satisfactory option that can gain consensual approval

of the most influential actors (Janis, 1982; Lindblom & Woodhouse, 1993). Yet, stalemate is still
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