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Class Monday September 17, 2012

The Science of Election Campaigns – Campaign Strategy

The US has a number of elections and with very loose finance laws on it, it allows for grotesque sums of money to be spent on these campaigns; Canada has much stricter campaign finance laws, but we still have numerous people involved in ‘spinning’ campaigns

Focus groups are used to poll people and get minutia information on candidates or parties; some questions are asked directly, others are asked indirectly

Political Triage
(Medical Triage) Divide people into 3 categories, easily savable, likely savable and too far gone

Divide voters into 3 categories for political triage
Your base voters
Opponents base voters
Swing voters
They use this method to divide voters into categories to help them pick who is best to target with the limited resources which political parties have (limited resources means decisions must be made as to where to allocate them)
Canada uses ‘Firsts past the post’ system so there is not a proportional representation which means that instead of being elected based on total number of votes they ate elected based on First past the post which says the party must win the most votes per riding and they win the seat then (50% +1 for majority, otherwise minority)
In the USA a president would have to win the majority of the US states (each riding) for their party to be assessed as the winner 

Political Triage in a First-Past-The-Post is a 2 step process:
Identify voters on a riding by riding basis to see if they are base, swing or opponent party voters – (wouldn’t really worry about ridings you are guaranteed to win or lose)
Identify base and swing voters in the swing or battle ground ridings

In the USA presidential election first-past-the-post is on a state by state basis; thus identify swing or battle ground states first
The main goal is to identify the swing voters in a swing riding; this allows better spending of resources and in turn, better chance of winning the election

Demographic Profiling
Identify characteristics of voters who do or may support you
I.e. old, white, male = Conservative (swing voters are ones that share some of the characteristics with the general voters of your party, this helps to decide which swing voters to target and how to target them)
Parties create profiles of different groups of swing voters
Tim Horton’s crowd (women; from suburban families)
‘905’ voters (small business; live in suburbs)

Political Marketing
Growing use of techniques from world of consumer marketing
Growth of professional political consultants

Sales
Have a product and then sell it to all
Marketing
Customize product to groups of consumers
Political Marketing
Customize policies to groups of voters

Boutique Policies
Single issue policies
Appeal to self-interest
Target specific groups of swing voters
Red Meat Policy
Policies further to right or left
Appeal to party’s base voters
Motivates base to vote, donate and volunteer
Wedge Issues
Emotional issues to motivate your base and create a split among your opponents base voters
Often social or cultural issues
Get voters to vote based on 1 issue

Branding
Focus on company image rather than specific products
Emphasize emotion rather than facts
Lifestyle marketing
Political Branding
Focus on party image rather than specific policies
Emphasize emotion rather than facts
Lifestyle marketing
Greater focus on party leaders
Use of attack ads to define opponents 
Use of positive ads to define own leader
Focus groups and makeovers

Components of an Election Campaign
Air war
Ground War
Cyber War

Air War
Conducted by the national level campaign
Main purpose is to persuade swing voters or maintain loyal voters
Paid advertising
attack ads to ‘define’ opponents
Positive ads to sell leader and message
Guided by political triage and demographic profiling
Advertise to target specific voters in swing ridings
‘microtargeting’ through direct mail
Leader’s tour
Speeches, announcements and media events
Generate ‘earned media’
Leader’s Debates
Emphasis on leader
Leaders’ prep in mock-up sets
Can occasionally have big impact
Rapid Response War Rooms
Strategies, research and communications staff, media studios
Provide immediate reactions to media to respond to opponents
Issues press releases, texts, twitter, etc
Generate ‘talking points’ for candidates and pundits
Conduct ‘opposition’ research
Old quotes; scandals 

Ground war
Focuses on the organizing of the riding level
Main purpose is to locate specific voters
GOTV
‘Get out the vote’
Call and remind supporters to vote
Drive them to polls
Fundraising, volunteers and lawn signs
Direct voter contact program
Voter databases 
CIMS 
Liberalist
Telephone banks
Door-to-door campaigning
Direct mail surveys
Demographic profiling
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The Canadian and US political Systems
1. Key institutions of the Canadian and US political systems
2. Recent trends in the Canadian Political Systems

· 3 key components of Political Systems
· Legislature: Legislate by passing policy/laws
· Executive: Governs by initiating & enforcing policy/laws
· Judiciary: Interoperates policy and laws to settle disputes

· Legislature in Canada
· Canada’s legislature is the Parliament of Canada
· Bi-Cameral (two houses) institution – Because of representation by population

Parliament
House of Commons: Elected members of parliament (MPS)
Senate: Senators appointed by prime minister

U.S. Congress
House of Representatives: Congressmen/women elected every 2 years
Senate: Senators elected for 6 years – 1/3 elected every 2 years – 2 senators per state – Better to be senator than congressman/woman – more power because fewer

Functions of Legislature
Passes laws and policy based on majority vote
Majority vs. Minority government
Whipped votes - When a party says you have to vote a specific way ie. For their own governing party
Confidence votes - A vote to pass a major thing such as the budget; it is used in a minority government to see whether the parliament has “confidence” in the current government (need above 50% for confidence), if not there is an election or a coalition of opposition parties
Free votes - Allowed to make a vote of conscience; does not go on specific party lines; the MPs are not bound to vote for anything specific along their party lines, it is free choice
Once a law passes through the house of commons the Senate has to approve it to become law
Have input on legislation through parliamentary committees
Review legislation, hold hearings, recommend changes
Question period to question the executive

The Executive in Canada
Initiates and enforces policies and laws
Includes:
Crown
Prime Minister
Cabinet
Bureaucracy
Governor General (GG) appointed by queen upon recommendation by Prime Minister
G.G. is more of a ceremonial position with things such as Throne Speech, Remembrance day, etc.

Crown
Queen is official head of state
Represented by GG
Appointed by PM

The Prime Minister
Leader of the party with the most seats
Elected leader by the party
Initiates policy and laws
Appoint ministers, senators, ambassadors, judges, etc.
Is assisted by political staff in the PMO (prime ministers office)

The Cabinet
Ministers responsible for specific “portfolio” ie. Departments
Ministers are elected members of parliament appointed to cabinet by PM
Assisted by parliamentary secretaries

The Bureaucracy
Civil servants employed by the government
Led by deputy ministers – they are the head bureaucrats
Provides technological advice and implements policy
There people need to actually carry out policy

The Executive in the US
Separate from the legislature
White house vs. congress
President is elected directly
Cabinet is non-elected and appointed by the president

US Elections
General elections
Every 4 years
President, house and 1/3 of senate
Mid-terms
Half way between general elections
House and different 1/3 of Senate

Primary’s 
How the American political parties decide who is going to be their leader (ie. Who is going to be the leader of the republicans (Mitt Romney))

 Canadian Elections
Some provinces have fixed election dates every 4 years
PM with a majority can call election anytime within 5 years
In a minority, election occurs when opposition votes against government in a confidence vote

The Judiciary
Settles disputes over policy and law
Judicial review to rule on constitutionality of laws:
Federal/provincial division of powers
Charter of rights and Freedoms
Notwithstanding clause

The Rise of Court Government
Greater centralization of power in the PM
Influence of MPs and Cabinet ministers replaced by political consultants
Pollsters
Lobbyists
Communications specialists
Centralization has led to new techniques of control
Talking Points
Memos on specific issues to keep everyone ‘on message’
Includes specific arguments and phrases
Message event proposal
Form all departments must fill out to hold an event or issues a media release
Must be approved by PMO

The Permanent campaign
Parties campaign between elections
Use science of politics techniques to sell policies to the public
Ie. Running of attack ads out of elections because they have more money than they are allowed to spend during the elections
Trial Balloons
Government leaks out policy idea to see what public thinks
If public opposes, they can deny they were considering it
Create a crisis
Find a problem to justify policy
Use a crisis that comes up
Create a crisis
Changing the Channel
Getting the media to move off a topic you are taking heat on

Class October 1, 2012
· Essays Administrative Points
Worth 25%
12-15 typed pages double-spaced pages of text (doesn’t include title page or bib)
due November 5th at 3:30 in class; after 3:30 essay is late 15% penalty
E-copy due to turnitin.com via OWL before class
Essay is then due at November 12th at 3:30 and if its handed in after that it receives a 0
Don’t try to tailor arguments to Prof or TA
Minimum 10 sources
MUST have some academic resources

Essay Purpose
Identify the ideas and interests involved in the debate over a specific public policy issue and argue in favour of one side
Must outline both sides of the debate
Must make an argument

Essay Ideas
Each topic will include a debate between neoliberal free market approach and the Keynesian-welfare government intervention approach
Your essay should briefly outline each approach in general and then its arguments about the specific topics

Essay Interests
Each topic will have different interest groups on either side of the debate
This includes business sponsored lobby groups, activist groups and unions, conservative and liberal think tanks, and political parties
Your essay should outline which groups support which sides of the debate and why

Essay Format
Introduction - .5 to 1 page
Background – basic info on the issue and why the issue is relevant 2 pages
First side (side you disagree with)/sides of debate 
Generally views you disagree with
Key ideas and arguments
Which theoretical approach and why
Which interest groups support it and why
Things to talk about here 
Other side (supportive side)
View you support
Key ideas and arguments
Which theoretical approach and why
Which interest groups support it and why
Why you think it is correct and other view is not
Conclusion - .5 pages
Summarize arguments

Introduction format
Opener – 2-3 sentences to introduce the issue and why it’s important
One side of the debate – 1 sentence on what this side argues
Other side – 1 sentence on what this side argues
Research question – state the question you will try to answer clearly in one sentence
Thesis statement – state clearly what you will argue
Outline argument – 2-3 sentences that mention the different sections of your essay

Citations and Bibliography
How to cite
ASA style guide available on OWL
What to cite?
Quotes
Stats
Arguments
Contested facts

Research
MUST have academic sources
i.e. research on public broadcasters in general and or on similar issue in the US
Can also use
Think tank and interest group reports
Government reports
Opinion pieces and reports from credible media
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Neoliberal means free market approach: less government international and all things associated
Keynesians are more government intervention but not lots

Liberal and Neoliberal Policy
Classical Economic liberalism
Neoliberalism
Terminology

Classical Economic Liberalism
Original free market approach
Decentralized economic decision-making by firms and consumers rather than by government
Believed to be more efficient than centralized control economy

Adam Smith
Father of “classical economic liberalism”
1776 wealth of Nation
“invisible hand” of market forces would automatically coordinate decentralized decisions
Efficient allocation of resources

Alfred Marshall
1890 Principles of economics
Created “neo-classical economic liberalism”
Formalized Smith’s notion of the ‘Invisible hand’ based on laws of supply and demand and price signals

Demand and Prices(Short-term)
Demand goes up and thus the prices can go up
Demand goes down and thus the prices go down
Supply goes down and prices go up
Supply goes up prices go down
So, basically more demand than supply prices go up; more supply than demand prices go down

Demand, Supply and Prices
More demand than supply = prices rising
Less demand than supply = prices falling

Demand and Prices (Long-term)
As demand goes up prices go up
As demand goes down prices go down
As supply goes up prices go down
As supply goes down prices go up

Alberta Oil Sands
Oil mixed with sand
Must be mined rather than pumped
More expensive than oil from a well
Oil sands have only be economically viable as prices have increased

Price Signals
Supply and demand determine prices
Prices then send signals to produces and consumers
Free markets react to change automatically
Price signals are the invisible hand

Government Policy
‘Nightwatchman state’ or ‘minimalist state’
Intervention in the economy kept to an absolute minimum to let invisible hand work
Governments should protect private property, enforce contracts, provide nation defense and not much else

Benefits of a Free Market System
Automatically coordinates supply and demand
Stimulates innovation
Automatically self correct problems
Decentralization of power – Romney’s push

Reduce to Clear
Used for products with low demand
Lower price until consumers are willing to buy
Market automatically clears excess supply

High unemployment
Too much supply of workers relative to demand
Lower wages cause employers to hire
Unemployment automatically helps self-correct

Problems of Government Intervention
Government intervention disrupts free market
Minimum wage prevents workers from lowering wage demands
Unemployment fails to self-correct

Neoliberalism
Contemporary branch of free markets approach
Classical liberalism was dominant from 1800s until the 1930s Great Depression
After Depression, government intervention became more dominant
Neoliberalism was attempt to bring back free market

Friedrich Von Hayek
Father of Neoliberalism 
Wrote in 1940s
Won Nobel prize in economics
“Austrian School”

Milton Friedman
Milton Friedman
Wrote in 1960s and 70s
Won Nobel prize in economics
“Chicago school”

3 Differences in Neoliberalism and Contemporary Liberalism
Emphasize freedom rather than efficiency – Willing to sacrifice some efficiency to preserve freedom
More orthodox in desire to limit government intervention (less government intervention the better) – Lower taxes, Less social spending, Less regulation
Lock-in free market policies through constitutional provisions – James Buchanan, constitutional economics, Nobel prize

Constitutions
Constitutions constrain governments
Courts have power of ‘judicial review’
Can declare laws ‘unconstitutional’

Neoliberalism
Property rights in charters or bills of rights
Balanced budget amendment
Referendums for tax increases

Supply-Side Economics
More populist, less academic, version of neoliberalism
Associated with the Wall Street Journal and conservative think tanks
More pro-business than pro-market
Policies that benefit supply-side rather than demand side would benefit all
“trickle-down economics”
Adopted by President Reagan
Focused on cutting taxes and regulation on business
Laffer curve
Tax cuts would increase revenue – stimulates growth – Broaden tax rate

Terminology
Classical Liberalism = Smith 1776; David Ricardo
Neoclassical Liberalism = Marshall 1890
Neoliberalism = Hayek, Friedman, Buchanan, post-WWII
Neoconservative (media) = Neoliberal (Academic)
Liberal (media) = Keynesian-Welfare (Academic)
Laissez-faire (media) = Neoliberal (Academic)
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Keynesian-Welfare Approach 
Origins of Approach
Rationales for Government Intervention

Keynesian-Welfare approach
Believes in market system
Advocates in interventionist to correct ‘market failures’
Make markets more fair
Reduce inequality
Deal with social problems
Efficiency and ‘social justice’

Market Failures
When free markets don’t work the way they are supposed to
Creates a problem that free markets wont fix on its own
Creates rationale for intervention to correct failure

Branches of Economics
Microeconomics
Focus on producers and consumers and individual products
Macroeconomics
Focus on the economy as a whole
(Like a single tree vs a Forrest)

Welfare Economics
Arthur Pigou’s 1920 The Economics of Welfare
About the welfare of society as a whole not welfare programs
Market system was the most efficient but subject to failures
Sometimes prices don’t reflect products true value
Sends false signals to producers
Can lead to:
Over-supply of bad products
Under-supply of good products
Market failures create rationale for intervention
Use taxes and subsidies to make prices reflect true cost of product
Invented use taxes to influence behavior
Tax things society wants less of (pollution)
Subsidize things society does want (education)
“pigouvian taxes and subsidies”

Keynesian Economics
John Maynard Keynes 1936 General Theory of Employment, Interest and Money
Focus on markets failures at the macroeconomic level
Failure of high unemployment to self-correct
Keynes said free market theory treated people like other products
Unlike products, people have families to feed and they don’t accept lower wages
Reduced to clear failed
Market might self-correct eventually over time
However, high unemployment or drastic wage cuts could lead to political revolution
“in the long run we’re all dead” –Keynes
Lack of self-correction was a market failure
Created rationale for government intervention
Government stimulus to boost spending, sales and hiring

Recession
Stocks or housing market crash
Creates vicious cycle of:
Falling confidence
Less spending
Bankruptcy, layoffs and underemployment

Free Market Economics
High unemployment will self correct
Unemployment forces workers to lower wage demands
Employers will hire
Only government intervention prevents lowering of wages

Great Depression
Wages didn’t fall and unemployment didn’t self correct as free market theory predicted
Was little government intervention or unions to explain why

Keynesian-Welfare Economics
Paul Samuelson on merged Keynesian macro with welfare micro
Market was best system but government is needed to correct market failures
Led to identification of key rationales for government intervention

High Unemployment
Use stimulus to fight recessions
Use stimulus, outside recessions, to keep unemployment very low
Departed from original Keynesian theory

Negative Externality
Costs not incorporated into price of a product (when a firm can pollute for free)
Externalizes the cost onto others who have to pay for clean up
Unfair to those who must pay for clean up
Inefficient as costs of prevention often cheaper than clean up
Market Failure as will never self-correct as firm has no incentive to pay for prevention
Creates rationale for government intervention
Tax on pollution to create incentives to reduce
Internalizes cost making supply and demand work again

Public goods
Goods or services the government must provide as the private sector can’t/won’t provide
To meet definition muse be:
Non-rival – meaning doesn’t use up that good or service (food is rival good, once eaten no one else can use it; street light would be non-rival [I can use it and others can too])
Non-excludable – Cannot be barred from using a good even if they don’t pay for it (creates free-rider problem; means free markets won’t provide it)
Creates rationale for government intervention
Only government can force payment through taxes
Key is to pay for good rather than provide it

Monopoly
Monopoly means 1 seller
Oligopoly means few sellers
Monopsony is 1 buyer
Are a market failure as:
Emerge naturally
Limit competition
Problems
Hurt consumers through higher prices and poor service
Less incentives to innovate
Concentration of power
Economic power and political influence
“too big to fail”
Domino effect
Forces government to bail-out

Government Remedies for Monopolies
Regulate
Regulate prices
Regulate risk taking
Break-up
Make too small to matter
Problem is competitiveness
Nationalize
Crown corporation

Asymmetric Information
One party to transaction has more info than other party (used cars, food content)
Creates rationale for transparency, labeling and other regulations

Social Goals
Problems can emerge even when free market works as it’s supposed to (inequality, lack of workers rights, homelessness)
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· The Politics of Economic Policy and the Structure of the Canadian Economy
· The relationship between ideas and interests
· The political spectrum in Canada and the United States
· The structure of the Canadian Economy

Neoliberalism goals and policies
Individual freedom
Less government
Lower taxes
Less social spending
Fewer regulations
Weaker Unions
Free trade

Neoliberal Beliefs
Free markets
More efficient allocation of resources
Stimulate innovation
Supported by
Firms
Wealthier individuals
Self-correct problems
Decentralize economic political power
Causes of problems
Individual responsibility
Homelessness – Individuals fault
Financial Crisis – Counties fault
Solution to issues is less government

KW goals and policies
Efficiency and social justice
Supported by
Unions
Social activists 
Environmentalists
More government
Higher taxes
More social spending
More regulations
Stronger unions
Managed trade
Causes of problems
System not individual
Market failures and inequalities
Homelessness – Systemic causes
Financial crisis – Financial system
Solution is government intervention

Ideas and Interests
Robert Cox
“all theory is for someone and for some purpose”
Theories often nationalize interests of specific groups

Interests
More powerful groups prefer less rules as they have resources to take care of themselves
Less powerful groups prefer more rules to level the playing field

Different interests Focus on Different Problems
Neoliberal
Focus on competitiveness and productivity to justify tax cuts
Focus on problems with social justice programs to justify cuts
KW
Focus on social problems to justify
Focus on market failures to justify regulations

Political Spectrum
Left-right spectrum
1789 National Assembly in France
Nobles supporting monarchy sat on right
Revolutionaries sat on left
Left-wing- Socialism
Middle left – Keynesian welfare
Middle right – Classical liberal
Right-wing – Neoliberal

Right-wing
Parties: Conservatives, Republicans
Social conservative or “religious right”
Pro-life
Opposed to gay marriage
Opposed to strict gun control
Pro-capital punishment
Military/police and national security and law

Left-wing
Parties: NDP, Liberals (center), Green (left center, but hard to place), Bloc, Democrats (left center)
Socially “progressive” or “liberal”
Pro-choice
Favour gay marriage
Favour strict gun control
Anti-capital punishment
Root cause national security and law
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Monetary and Financial Policy
Domestic: Macroeconomics
International macroeconomics
The world economy before the great depression

Domestic Macroeconomics
Demand & price
Demand goes up; price goes up
Supply goes up; price goes down

Aggregate demand
“the total demand for goods and services in the economy”
Determined by
Amount of money consumers and firms have to spend
Consumers and business confidence

 Growth
Changes in the size of the national economy
Measured through GDP
GDP: “the value of goods or services produced in a given country in a given year”

Negative growth
When GDP shrinks it is referred to as negative growth
2 quarters of negative growth = recession

Aggregate Demand and Growth?
If aggregate demand goes up so does growth
If aggregate demand does down so does growth

Unemployment
“The percentage of the labour force that is seeking employment, but is no employed”
Does not include part-timers looking for full time work

Demand and Unemployment
Demand goes up and unemployment goes down
Demand goes down and unemployment goes up

Inflation
“an increase in the general level of prices”
Measured through Consumer price index (CPI)
Inflation rate is percentage change in the price level over time
Erodes savings and purchasing power
Disinflation (if inflation rate goes down [3% this year 2% last year]) vs Deflation (where inflation is negative)

Demand and Inflation
If Demand goes up inflation goes up
If demand goes down then inflation goes down

If demand goes up
Growth: Increase
Unemployment: decrease
Inflation: increase
Unemployment and inflation move in inverse relationship

Monetary Policy
Government control over interest rates through the central bank
Ie. Bank of Canada, US federal reserve
Use interest rates to regulate demand and maintain balance between inflation and unemployment

Interest rates and demand
Lower interest rates make loans cheaper
People and firms pay less interest on existing loans
Cheaper to get new loans for purchases and expansions
People and firms have more money
Demand increases
Used to stimulate economy in slow down
“price of money”

Slow-Growth or Recession
Demand goes down unemployment goes up
Growth goes down inflation goes down
Central banks will lower interest rates to stimulate demand
Lower interest rate increases demand

Interest Rates go down
Demand goes up unemployment goes down
Growth goes up, inflation goes up
The central bank will raise interest rate
Higher interest rates lower demand

Interest Rates go up
Demand goes down unemployment goes up
Growth goes down inflation goes down

The business cycle
Recessions: slow growth/high unemployment
Trough: Lower interest rates
Recovery: Higher growth & inflation
Peak: Higher interest rates to cool economy

International Finance
Like trade, international finance can be either free or restricted
Free finance is known as “capital mobility”
Governments can prevent capital mobility through the use of “capital and exchange control”

Exchange rate
“The value of one currency priced in terms of another currency”
ie. Canadian dollar priced in US dollars

Capital Flows and Exchange rates
When money flows I, currency goes up
When money flows out, the currency goes down
Ie. Oil and the Canadian $
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The Great depression and Great Recession
Causes and types of recessions
The great depressions
Great Recession
The Neoliberal-KW debate over the great recession

Business cycle recessions
Central banks maintain a balance between inflation and unemployment
Recession can occur when central bank raises interest rates to fight inflation

Oil Shock Recession
War, Weather, etc causes sharp rise in oil prices
Oil prices lead to inflation
Central bank raises interest rates to fight inflation

Asset Bubble recession
Aka a ‘balance sheet recession’
Involve a high level of Private debt
Start with the bursting of an asset bubble
Prices rise far above fundamentals
Fundamentals = real economic conditions
Occurs when people borrow money to invest
Rising assets used as collateral

Bubble bursts
Prices crash
Those who borrowed to invest default on loans
Some banks fail and this causes panic
Bank runs and credit crisis as banks stop lending
Financial crisis and no lending creates vicious cycle of:
Falling confidence
Less spending
Bankruptcies, layoffs and unemployment

Mundell-Fleming Thesis
Capital Mobility
Fixed Exchange Rate
Discretionary monetary policy
Can only have any 2 of 3; all 3 are impossible

Global Economy before Depression
Class mobility + Free trade = economic globalization
Gold standard fixed exchange rates
No discretion in monetary policy
Little democracy and trade unions = little focus on unemployment
Limited welfare state

Great Depression
Began as asset bubble recession
Booming economy in 1920’s
Stock market bubble as more borrowed to invest
Fed raises interest rate to prick bubble

1929 Stock Market Crash
Higher interest rates cause stock market to crash
Financial crisis as banks fail and cause panic
Panic leads to less spending and bank runs

The collapse of free trade
Excess production leads to falling prices
Countries respond with tariffs
Smoot-Hawley tariff in US
Free trade collapses and further hurts confidence

From Recession to Depression
Started as a normal asset bubble recession
Became depression as governments defended fixed exchange rates
Raised, rather than lowered, interest rates

Government Response 
Raised rather than lower interest rates
No bank bailouts
No automatic stabilizers
No stimulus
Led to massive unemployment and hardship

Great Recession
Asset bubble recession based on US housing bubble
Began in 2001 with lower interest rates fur to dot.com bust and 911
Housing prices rose

Housing Bubble
Rising prices encouraged people to borrow to invest
Banks issue more and give ‘subprime’ mortgages
Overvalued housed as collateral

Neoliberal view of housing bubble
Low interest rates gave banks too much to lend
Government policies for low income forced banks to make sub-prime mortgages
Overall, government intervention

Keynesian view of housing bubble
Low interest rates necessary due to dot.com and 9/11
Deregulation allowed banks to bundle and sell mortgages to investors
Reduced banks’ risk
Provided more money
Government intervention did not cause sub-prime mortgages
Only account for a small percent of all sub-primes
Overall, deregulation was the cause

Housing Bubble bursts
Fed raises interest rates
Higher rates cause subprime to default
Banks sell houses & prices fall
‘Underwater’ owners default creating more falling prices

Financial Crisis
Banks stuck with many defaulted mortgages
Lehman goes bust
Bush admin doesn’t bail-out
Creates panic and credit crisis
After that, Bush bails out

Recession spreads globally
Spreads through 2 channels:
Financial
International banks that own US mortgages also in trouble
Trade
Falling US demand

Contemporary Globalization Era impossible trinity – US, Canada etc.
Capital Mobility
Discretion in monetary policy
We had flexible exchange rates

Contemporary Globalization Era impossible trinity - Europe
Capital Mobility
Euro – Fixed currency and interest rates because central bank for all countries

Differences from depression
Lowered, rather than raised, interest rates
Automatic stabilizers
Stimulus packages
Bailed-out banks
Bailed-out auto companies
Maintained free trade

Debate over monetary policy
Neoliberal
Somewhat supports lower interest rates
Worries more about inflation
Oppose quantitative easing
Keynesian
Supports lower interest rates
Criticized ECB for not lowering enough
Supports quantitative easing

Debate over Bailouts
Neoliberal
Opposes bank bailouts due to moral hazard
Opposes non-financial bailouts
Keynesian
Supports bank bailouts due to too-big-to-fail
Supports some non-financial bailouts

Debate over Financial Regulation
Neoliberal
Asset bubble caused by low interest rates, government policies and previous bailouts
Oppose wall street reforms
Keynesians
Too-big-to-fail does create moral hazard
Banks must be broken up or regulated
Mortgage regulations
Asset bubble caused by deregulation
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The rise of the Welfare State
The political implication of the great depression
The post war international economy
The postwar growth of the welfare state

Great Depression
Raised interest rates to defend currencies
No bank bailouts
Austerity not auto stabilizers or stimulus
Trade protectionism
Led to massive unemployment

Political implications of the Great Depression
Undermined support for free market ideas
Undermined trade and globalization
Led to economic nationalism
Tariffs – Smoot-Holliac (1930) – basically ended free trade in USA
Capital controls – Cannot take money out of a country through investment or other means
Controls on immigration
Growing demand for government intervention
Workers mobilized through growth of unions and socialist parties
Mainstream parties and business began to support more intervention

The Welfare State
Began with Roosevelt’s “New Deal” in the 1930s
Interventionist policies
Business regulations
Labour regulations
Social programs
Job stimulus

Regulation on Business
“alphabet soup” of new government agencies
Financial regulation through SEC (Security and Exchange commission)
Deposition insurance through FDIC (Federal deposit insurance commission)
Working conditions
Health and safety

Labour Regulations
1935 National labour act in US
PC 1003 in Canada (PC – Privy council)
Recognized unions, collective bargaining and right to strike
Boosted union power and pressure for more intervention

Social programs and job stimulus
1935 social security act in US
Pensions
Employment Insurance
Welfare
Disability support
Created WPA: Works Project Administration

The New Deal in Canada
PM Bennett’s “New Deal” in Canada
Struck Down by courts for treading on provincial jurisdiction
Eventually Canada followed US lead mainly after WWII

Political Implication of the Great Depression
Economic nationalism became political nationalism
Government intervention became state socialism
National socialism (Fascism and Nazism are from this)

Similarities to present
Rise of extreme parties in Greece and Euro countries

Political Implication of Great Depression
Undermined free market economies
Boosted Keynesian economics
Austerity had made things worse
Unemployment failed to self-correct

WWII and the End of the Depression
Governments abandons G.S. to stimulate their economies
Took WWII production to end depression
Equivalent to massive stimulus program

Bretton Woods Agreement
1944 agreement among allied powers
Reflected shift from free markets to Keynesian ideas
Key was need to prevent high unemployment
1944 conference in Bretton woods New Hampshire
Key negotiators were Keynes (UK) & harry dexter white (USA)
Both supported Keynesian economics
(KNOW MUNDELL-FLEMMING THESIS)
Capital Mobility 
Fixed Exec rate
Discretion in monetary policy

Parts of B.W.A.
Capital controls: end of globalization (Can’t take money out of country and put it in another country [other country will tell your country you are trying too]) – giving up of capital Mobility so you have Fixed exchange rate and Discretionary policy
Fixed Exchange rates – Pegged to US dollar which was pegged to gold at 35 dollars an ounce
$-gold standard (also known as convertibility of dollars to gold)
Discretion in monetary policy
IMF & World Bank (IMF gives short term loans to keep exchange rates even) (World Bank is long term loans to developing countries to help promote development)

Postwar Trade
Bretton woods failed to create ITO
Instead, led to the General Agreement on Tariffs and Trade (GATT)
Successive “rounds” of trade negotiations on lower tariffs

Postwar Growth of Welfare State
Business regulation
Progressive taxes and social programs
Labour regulation
Keynesian macroeconomic policies
Spread globally

Growth of Regulation
Grew after WWII
Consumer protection movement (health and safety regulations)
Environmental movement

Taxes & Social programs
Entitlement programs
Pensions
Health care
Education
Income support programs
EI
Welfare
Affordable housing

Cost-share programs
Provinces designed and ran programs
Federal government provided funding with conditions
Wealth, welfare, post-secondary education
1966 Medical act

Labour Regulation
Expansion of pro-union regulation
Boosted union power
Created political pressure for more intervention

Keynesian Macroeconomic policies
Use of monetary policy to fight recessions
Many governments went further to get unemployment lower
Set the stage for an inflationary crisis

Class December 3, 2012
Fordism and the Rise of the Modern Corporation
The rise of the modern corporation
Fordist structure of Business-Labour relations
Rigidities of the Fordist system

Corporation
Business is legally separate entity from owners/shareholders
Limited liability
Pays corporate taxes
Perpetual lifetime
Ownership based on shares

Corporations before the depression
Industrial revolution led to the emergence of big corporations
Many founded and run by individual industrialists known as ‘robber barons’
J.P. Morgan financed mergers in rain and steel and set of M&A (merger and acquisition) wave
Private corporations owned by individuals or families
Integration of ownership and control
Owners often specialized in the products they produced

Centralized to decentralized ownership
Robber barons retired and sold their shares
Many firms “went public” through an IPO
Came to be owned by a large number of small, unconnected shareholder

Types of corporations
Private corporation
Small number of owners – often person or family
Shares do not trade publically
Financial info not made public
Public corporation
Large number of owners
Shares trade publically
Financial information is made public
Public enterprise (or crown corporation)
Majority of shares owned by government
Nationalization vs, privatization

Separation of ownership and control
Decentralized ownership meant owners no longer ran corporation
1932 Berle-means model of the modern corporation
Adolph Berle and Gardiner Means
Owners - Shareholders (large number of small and unconnected shareholders)
Liaison – Board of Directors (represent shareholders & oversee management)
Control – CEO and Management (specialized managers)
Board of directors can veto management decisions
Shareholders can vote on certain decisions at AGM or through ‘proxy votes’
This was the theory
Reality was that modern corporation was characterized by “managerial autonomy”
Shareholders had little influence over management for 3 reasons:
Unconnected shareholders don’t organize votes (too many people with too many different ideas to organize)
Own shares in many companies – therefore “exit” rather than “vote” 
Exit is selling stock; vote is voicing opinion and trying to change the issue
Complaint boards and rubber-stamp CEO

Managerial Revolution
Managers no longer owners
Specialists in management itself
Professionalization of managers and business schools
Apply scientific principles to maximize efficiency

Taylorism
F.W. Taylor’s “the principles of scientific management”
Focus on efficiency in favorites
Led to mass production
Standardized goods
Separation of conception and performance of work
Hyper-specialization into low-skill, repetitive tasks
Assembly lines

Fordism
Henry Ford
Mass production requires mass consumption
Pay workers enough so they can afford to purchase the products they made
$5, 8-hour workday
Led to 40-hour week
Decent wages to compensate workers for boredom of assembly line
Absolute rather than relative gains
Gave workers income and leisure time to purchase goods
Reinforced Keynesian focus on aggregate demand
Spread due to unions

Taylorism and Unions
Located many workers in one factory
Made unions easier to organize
Further contribution to expansion of the welfare state

Fordism in Society
Nuclear family
Prohibition
Consumer culture
Standardization and ‘modern aesthetic of functionalism’
Suburbia and ‘modern’ architecture

Rigidities of the Fordist system
Aspects of the economy that are locked in
Inflexible to change
Rather than bend, they eventually break

Rigidities in Mass production system
Assembly lines designed for a single product
Assembly lines were long-term capital investments
Long-term contracts with suppliers

Rigidities in the labour market
Long-term employment contract
Trade unions
Pro-union labour laws
Make it more difficult for firms to lay-off workers when demand falls

Rigidities in Worker benefits
Defined-benefit pension plan
Risk on employer: firms on the book to pay even when times were tight
Today have shifted to defined-contribution pensions: risk on employee
Private health benefits in the US
Many big firms have “unfunded liabilities” – (a cost you don’t have assets to cover)

Class January 10, 2013
Stagflation Crisis
Political implication of stagflation
Collapse of the Bretton woods and the shift to Neoliberalism

Define Stagflation
Stag-flation = Stagnation +inflation
High inflation and unemployment at the same time
Emerged in 1970s

Keynesianism and Stagflation
Was supposed to be impossible in Keynesian economics
Inflation and unemployment supposed to move inversely (demand goes up; unemployment goes down; Inflation goes up)

Milton Friedman
Conservative professor at the University of Chicago
Predicted stagflation in his 1968 Presidential address to the American Economics Association

The Phillips curve
Keynesians believed unemployment and inflation moved in opposite directions in a direct trade-off
Lower unemployment could be achieved by accepting slightly higher inflation

Economic causes of stagflation
Keynesians
Unemployment 6%-6%-6%
Inflation 5%-5%-5%
Trade off was stable
Friedman
Unemployment 6%-6%-6%-6%
Inflation 5%-6%-7%-8%
Trade off was not stable and inflation would soar

Union wage demand
Inflation 5% wage increase 5% means you are just breaking even (prices go up 5% and pay goes up 5% you didn’t get a raise, you just break even)
Inflation 5% Wage increase 7% net gain of 2% (unions incorporate inflation rate into wage demands)

Wage-price cycle
More stimulus required to lower unemployment creates more inflation
Workers demand wages to compensate for inflation
Higher wages for firms to raise prices and higher less workers

Increased Union player
Welfare state increased the power of trade unions
New Deal pro-labour laws
Fordism
Lower unemployment
Less free trade

Unions and Stagflation
Power of unions:
Allowed inflation to be incorporated into wage demands
Prevented government from raising interest rates

Undermined Keynesianism
Stagflation somewhat undermined Keynesian economics
Boosted Friedman’s free market economics
What Depression was to free market, stagflation was to welfare state

Business Mobilized Politically
Business mobilized politically
In postwar decades, opposed welfare state but didn’t mobilize
Profits still good
Stagflation was last straw
Two-pronged strategy to build support for free market policies among politicians and public
1. Created/expanded business lobby groups and donations to politicians
2. Created/expanded free market think tanks
Proposed free market policies by: 
Producing research papers
Issuing press releases
Providing media commentary, Op-eds

Canadian business mobilizes
Similar trend in Canada
Growth of business lobby groups
Growth of free market think tanks

Business mobilized politically
Business mobilized throughout OECD
Also created regional and global lobby groups

Business mobilized economically
Business also mobilized economically in response to stagflation
Increasing internationalization of production and finance

Bretton Woods order
Fixed Exchange rates & Discretion in monetary policy
This ended capital mobility and economic globalization

Bretton Woods Dollar- Gold standard
All currencies were pegged to the US dollar which was in turn pegged to the Gold standard at 35$/ounce

Collapse of Bretton woods
Low interest rates & high inflation cause investors to evade capital controls
Possible due to:
Use of computers
Weak enforcement
Growth of ‘offshore’ financial markets
Capital mobility increases and violates impossible trinity
Money leaves and causes dollar to drop out of exchange rates
President Nixon has two choices
Raise interest rates to maintain fixed exchange rates
Give up fixed exchange rates and $-Gold standard
1971 Nixon gives up fixed exchange rates and $-Gold standard
inflation continued to rise and led to stagflation
Capital mobility increased

1973 OPEC oil shock
OPEC massively raises oil prices
Organization for Petroleum Exploring Countries
Inflation spokes to 15% by 1975 then drop somewhat

Stagflation Continues
By 1978, inflation again rises to 10 percent
President Carter and public convinced that inflation must be dealt with
Appoints Paul Volker chairman of the Fed

Fighting Stagflation
Volker raises interest rates to fight inflation
2nd OPEC oil shock
Inflation hits 12%
‘Volker shock’: a massive increase of interest rates
Recession/end of stagflation

Volker Shocks and Debt
High interest rates raise third world interest payment costs
Worldwide recession lowers demand for third world exports
More spending + less earnings = debt crisis

IMF and Neoliberalism
IMF provides loans in exchange for structural adjustment programs (SAPs)
Forces countries to adopt free market policies to attract foreign corporations
Globalization of production

Conservative Governments and Neoliberalism
Volker shock recession hurts Keynesian governments
Leads to election of conservatives 
They implement free market policies

Class January 21, 2013
The basics of federalism
The Neoliberal approach to federalism
The Keynesian-Welfare approach to federalism
Business vs. Activists in Canadian federalism

Definition of federalism
At least 2 levels of government rule the same land and people
Contrasts with unitary government
Each level is enshrined in constitution so neither can abolish the other

Federalism in Canada
Constitution includes national government and provinces
Municipalities are a creation of provinces
Constitution outlines division of powers
Supreme court and ‘Judicial review’ (a law can be ruled to unconstitutional or it can challenge the provincial-federal division of power, which allows for the judiciary to nullify it) 

Division of powers
Federal
National defense
Criminal law
EI
Trade and foreign affairs
Money and banking
Transportation
Aboriginals
Provinces
Health
Education
Welfare
Environment
Municipalities
Property and civil rights
Admin of justice

Why Federalism?
Greater diversity of policies
More democratic as governments are ‘closer’ to people
Decentralization of power
Policy experimentation

Neoliberal approaches
Free markets and less government
Lower taxes
Fewer social programs
Less regulation
Markets efficiently allocate resources
Markets promote freedom due to ‘exit option’

Neoliberal Constitutions
Use constitution and judicial review to lock-in free market policies
Property rights in charter or bills of rights
Balances budget amendments

Neoliberal Federalism
Use federalism to lock-in free market policies
Centralize pro-business powers related to free trade
Creates ‘exit option’ within a country
Decentralize tax, social spending and regulatory powers
Create ‘policy competition’
Force provinces to compete for mobile investors with lower taxes and regulations
Also known as:
‘Market-preserving federalism’
‘Competing federalism’
Federalism is key battleground over economic power

Socially Conservative Federalism
Most prominent in US
Sought to go against federal civil rights policy by demanding “states’ rights”
Today is about gay marriage, gun control and immigration

Keynesian-Welfare Approach
Government intervention to reduce inequality and correct market failures
Higher taxes
More social spending
More regulation of business
Social democracy

KW Constitutionalism
Most simply oppose neoliberal constitutionalism
Some want to put economic and social rights in constitutionalism
Right to health care
Guaranteed annual income

Keynesian-welfare federalism
Oppose neoliberal federalism
Believes in national free trade
Also wants national approach to many taxes, social programs and regulations
Prevent policy competition

Canadian Federalism
Main politics in Canadian federalism are: 
Provinces vs. Feds
Region vs. Region
However, neoliberal vs. KW is important subplot

Post-WWII Canadian Federalism
More centralized
Feds create programs in provincial jurisdiction
Health care, post-secondary education and welfare
‘Cost-shared programs’

1982 Constitution Act
Trudeau brought constitution home from Britain and added Charter
PQ in Quebec refused to sign
National Energy Policy pisses off west
Business-sponsored Fraser instituted lobbed for:
Decentralization of tax and spending powers
Including balanced budget amendments in charter

1987 Meech Lake Accord
Set of constitution amendments to appeal to Quebec
‘Distinct society’ and greater control over immigration and Supreme court
‘Opt-out’ from cost-shared programs
Accord was very decentralizing
Business lobby groups supported it
Unions and activists opposed
Many provinces…

1993 Charlottetown Accord
Wider ranger of issues led to proposals from business:
3Property rights in Charter
Right of business to sue provinces for ‘trade barriers’ such as regulations
Opt-out of cost-shared programs
Opposed by unions and activists
Many business proposals not included
1992 national referendum failed
Led to break-up of conservatives
Bloc quebecois 
Reform party

1995 Quebec referendum
Charlottetown and election of Parti Quebecois
1995 referendum on separation
Canada almost lost

1995 Federal Budget
Paul Martin’s deficit-fighting budget
Cut transfers to provinces from cost-shared programs
Conditions loosened
Led to greater decentralization of social powers

PM Harper’s ‘Open Federalism’
Centralize pro-business regulations
National securities regulator
Decentralize enviro-regulation
Decentralize taxes and social programs
Health care cuts
No new cost-shared programs

Liberals and NDP
Liberal party and NDP generally more centralizing
National security programs and taxes
Pharmacare, daycare & funding for cities
National environmental regulations
NDP also influenced by Quebec nationalists

Provincial-Municipal Level
Similar debate over decentralization and centralization
Ontario conservatives and ‘downloading’
Ontario liberals and ‘uploading’

Class January 28, 2013
Globalization of Finance and the Offshore World
Globalization of financial markets
Growth of the Offshore world

Globalization of financial markets
Investors move money abroad to escape stagflation
Collapse of Bretton-woods capital controls/fixed rates
Massive growth in capital mobility
Exponential increase from 100 billion 1979 to 2 trillion dollars today of capital being traded daily

Mundell-Fleming Thesis
Capital Mobility
Discretion in Monetary Policy
Fixed exchange rates
Before the Great Depression
Capital Mobility
Fixed Exchange rates
No Discretion in monetary policy
Bretton-Woods Era
Fixed Exchange rates
Discretion in Monetary policy
Contemporary Globalization Era
Capital Mobility
Discretion in Monetary policy

New Financial Instruments
Shifts from bank loans to securities i.e. to Stocks and Bonds
Securities are more liquid
Increased speed of financial system
Makes it more volatile
Growth of derivatives
“Specialized financial contracts that are derived from an underlying asset”
Main types: Options and futures

Options
Contract which gives the holder the option of buying a particular asset in the future at a preset price
I.e. Stock option
CEO given stock options when the stock was trading at $10/share
If stock goes higher CEO can still buy stock at $10/share
Creates incentive to increase share price

Futures
Contract to buy or sell an underlying asset at a future date
Allows someone to sell an asset they do not yet own

Short Selling
Profit from falling asset prices
Sell high first, then buy low
Now
Stock at $10/share
Sell 3 month futures contract for 100 shares at $10/share = $1,000
Ie. In 3 months they pay $1,000 dollars and you deliver 100 shares
3 Months
Stock at $5/share
They pay $1,000 dollars
You buy 100 shares at $5/share
You make $500 profit
If stock went up, you would lose money

Other Derivatives
Make financial markets more flexible and liquid
Combine less liquid assets (i.e. Mortgages) into an overall contract that can then be sold

New Financial Actors
Institutional investors
Institutions which invests money on behalf of individuals (pension and mutual Funds)
Hedge Funds
Unregulated form of mutual fund that caters to firms and wealthy investors
Use short selling
Use leverage – Multiplying gains and losses
Take much greater risks
Long term capital management in Russia 1998
Borrowed almost 1 trillion dollars
Asian crisis hit and they lost money
Posed systemic risk (too-big-to-fail)

The Offshore World
Export processing zones
Offshore tax havens
Offshore financial markets
Offshore internet sites: Napster, porn
Flags of convenience
Characterized by low taxes, regulation and government oversight
Legal construct within states where normal laws don’t apply

Export Processing Zone
Special economic zone within a country where taxes and regulations are lower
Maquiladoras in Mexico
Used to attract TNC investment

Offshore tax Havens and Financial Markets
Taxes/regulation are lower across whole country for foreigners
i.e. Cayman Islands
Benefits of lower taxes/regulations without having to relocate
“nameplate residences”

Flags of Convenience
Like a nameplate residence for ships
Foreign ships fly another country’s flag to benefit from lower taxes and regulations
Ie. Panama, Liberia, Bahamas



OP-Ed Writing assignment
Worth 20%
Due March 11th at 3:30 in Class
Must be submitted to turnitin before class
After 3:30, op-ed is late with 15% penalty
Op-Ed is then due 18 March at 3:30
After that, essay receives a 0
No extensions

Op-Eds
Op-Ed = Opinion-Editorial
Argues for or against a particular policy
Write on same topic as you debate (you can argue either side)
700-800 double-spaced words of text plus a title page and bibliography
Put total word count of text (not bibliography or title page) on title page
Minimum of 10 sources
Can use both groups’ research from debate
Can also use:
Think tanks and interest group reports
Government reports
Opinion pieces and reports from credible media
Do Not use:
Wikipedia or any encyclopedia
Blurbs from websites, even credible websites (use documents, speeches only)
Class lectures
Non-credible media and websites
Blogs
How to Cite:
ASA style guide available on Owl
What to Cite:
Quotes
Stats
Arguments – don’t say ‘conservatives argue that’ without citing source
Contested and very specific facts
Structure
Hook
Thesis
Key points backed up by research with most important/persuasive first
Opposition points and your response
Punchy ending related back to hook


Class February 4, 2013
Recent Trends in Corporate Governance
Impact of Institutional investors on corporate governance
1980s take over wave
1990s shareholders activism wave

Corporate Governance
How corporations are governed
Nature of relationships between owners and managers
Technical issues such as board organization, management pay, company charter, etc

Berle-Means model
Large number of small, individual shareholders
CEO/management runs company
Board oversees management
Shareholders vote on key decisions/board
Reality was that modern corporation was characterized by “managerial autonomy”
Shareholders had little influence over management for 3 reasons:
Unconnected shareholders don’t organize votes
Own shares in many companies – therefore “exit” rather than “vote”
Compliant Boards rubber-stamp CEO

Rise of Institutional Investors
Mutual funds and pension funds as key financial actors
Invest heavily in stocks
Replace individual shareholders
Changes nature of corporate governance

Decline of Managerial Autonomy
Centralization of share ownership
Firms now owned by a small number of large shareholders
Fund managers pay attention and vote
Structure:
Individual investors > Fund managers > Board of directors > CEO and management

Short-Term pressure on CEOs
Fund managers under pressure to boost fund in short-term
Quarterly evaluations
Short-term contracts
Fund managers pressure CEOs to quickly boost stock prices
“shareholder value” – code word for short term stock performance
CEOs had to listen to large shareholders

Takeover Wave of the 1980s
Hostile takeover:
‘Corporate raider’ attempts to accumulate a controlling block of a firms shares against the wishes of its management
Raider offers to pay shareholders a ‘premium’ for their shares
Ie. Higher than market value
Management would promise profits over long-term
Once raiders acquired company, would often sell it off into parts
Realize an immediately profit

Junk Bonds
Growing use of ‘junk bonds’
High-risk bonds with low credit ratings
Many junk bonds together could be less risky
Allowed high risk ventures to raise money

Junk binds and takeovers
Allowed raiders to raise money for hostile takeovers
Done through ‘leveraged buyouts’ or LBO
Takeover funded by debt

Institutional investors and Takeovers
Undervalued stocks making takeovers more profitable
Short-termism meant market price was less than break-up price
Made takeovers profitable
Could pay premium
Sole large blocks of shares to raiders
Concentrated ownership made getting shares easier
Short-termism made funds want to sell for premium
Invested in junk bonds and provided raiders with financing
Ie. Raiders sells junk bonds to institutional investors

The CEOs Respond
Sought to boost undervalued share price to make takeovers more expensive
Debt-for-equity: borrow and repurchase shares
Led to large increases in corporate debt
‘Poison pill’
Legal defense mechanism created by management
Provision for discounted shares for existing shareholders
‘Golden parachute’ severance packages

1990s Shareholder Activism Wave
Institutional investors did well from the takeover wave
Sold shares at a premium to raiders
Invested in junk bonds
Benefited from share buy-backs
When takeover wave ended, fund manager looked for new ways to promote shareholder value

Reforms to corporate boards
Make directors more accountable to shareholders
Separation of chairman and CEO
More independent directors
Removal of poison pills

Direct Intervention to Fire CEO
Shift from ‘exit’ to ‘voice’
Dumped many underperforming CEOs
Created a new stick to force CEOs to focus on shareholders value

Use of Stock Option
Linked management pay directly to the share price
Incentive for the CEO to boost share price in the very short-term

Downsizing wave of the 1990s
Short-term focus on stock price led to
Wave f downsizing despite healthy profits
Firms laid-off workers and cut R&D spending
Used savings for share but-backs

Implications of Downsizing wave
Many workers laid-off
More work, stress etc. for those who remained
Many firms were left with too few workers and too little R&D

Infotainment Media
Media companies also subject to short-term pressure and shareholder value
Greater focus on ratings
More sensationalism


Class February 11, 2013
Free Trade, Global Production and Post-Fordism
Postwar Protectionism
Shift to Free trade
Globalization of production and the shift to Post-Fordism
	
Protectionism
Opposite of free trade
Government intervention to protect domestic industries
Tariffs tax on imports
Non-tariff barriers
Quotas
Subsidies
“Buy Canadians”

Post-WWII Era
Absence of free trade
1947 general agreement on tariffs and trade (GATT)
Slowly lowering tariffs through successive negotiating rounds
Many countries had tariffs and attracted branch plants
Led to growth of Multi-National Corporations (MNCs)
Set up factories to get around tariffs and sell to local markets

Post-War Era in Canada
Trade still guided by National Policy of 1878: High tariffs and open investment policy
Protect infant industries
Attract branch plants

The Shift in Free Trade
Firms now moved to developing countries in response to stagflation and high wages, taxes and regulations
Debt crisis, IMF and creation of expert processing zones
Increased demand for free trade

Regional Free Trade Deals
Canada-US Free Trade Agreement (CUFTA)
North American Free Trade Agreement (NAFTA)

Global Free Trade
Uruguay round of GATT
1986-1994
Finalized the shift from protectionism to free trade

[bookmark: _GoBack]Uruguay Round
Expanded tariff reductions for textiles and agriculture for developing countries
General Agreement on trade in Services (GATS)* [Very similar to GATT DON’T GET CONFUSED]
Reduced tariffs in the service sector
Mainly desired by industrialized countries
Knowledge based industries?
Software
Pharmaceuticals
Cultural products
GMOs
High R&D costs
Cheap and Easy to copy
Intellectual property rights
Copyrights, patents and trademarks
Did not apply across boarders
Led to illegal copies
Investor property rights
Designed to prevent nationalization of private assets
Allowed firms to sue governments
HPAs

Uruguay Round WTO (1995)
Created WTO
Single undertaking
Created permanent institutional structure
Oversee negotiations
Monitor compliance
Dispute resolution court

TRIPS
Trade related intellectual property rights
International recognition of property rights and patents

Branch plants
Free trade
Tariffs removed
Countries make products to sell them to each other

Globalization of Production
International division of labour and global assembly line
Locate different parts of production process based on business climate

MNCs and TNCs
MNCs (multi national corporations)
Associated with protectionism
Located branch plants to produce for local markets
TNCs (transnational corporations)
Associated with free trade and global production
Locates factories in other countries to produce for world markets

Fordism
Mass production based on the assembly line
Mass consumption based on:
Higher wages & benefits
40-hour work week
Strong unions
Strong job security

Rigidities of Fordism
Rigidities in Labour markets
Rigidities in mass production system
Rigidities in workers benefits

Rigidities in Labour Market
Long-term employment contracts 
Trade unions
Pro-union labour laws

Rigidities in Mass Production Systems
Assembly lines designed for a single product
Long-term contracts with suppliers
Costs of warehousing
Still had to purchase supplies if sales fell

Rigidities in Workers Benefits
“Defined-benefit” pension plan
Employees receive set income at retirement
Risk on employer to put money aside and invest to pay for pensions

Post-Fordism
Greater flexibility to overcome rigidities of Fordism
Free market policies at the level of the firm

Less Union Power
Free trade meant firms could threaten to relocate
Shift from manufacturing to less unionized service jobs
Removal of some pro-union laws

Labour Flexibility
Greater reliance on part-time, temporary and sub-contracted (outsourced) workers
Advantages for firms
More flexible – easier to reduce work force when demand falls
Lower wages
Less benefits
Offshore outsourcing
Overseas contracting out of service jobs. Ie call centers 

Production Flexibility
From economies of scale to economies of scope
Mass customization
“supply-chaining” and “just-in-time” delivery

Benefit Flexibility
Less benefits due to part-timers and outsourcing
Number of workers with pension declining
Defined-benefit to defined-contribution pensions
Value of existing pensions declining

Class February 25, 2013
The Debate Over Free Trade
Liberal
Neoliberal
Keynesian-Welfare
Anti-Globalization

The Liberal View in Favor of Free Trade
Focus on efficiency
Free trade increases overall amount of production

Adam Smith and Free Trade
Adam Smith – 1776 – Wealth of nations
Absolute advantage
Based on specialization

Specialization
Each worker specializes in a particular job
Increases productivity by allowing each worker to become more efficient at their task
Specializes in area of absolute advantage

Economies of Scale
Cost savings that result from producing on a bigger scale due to a bigger market
Bigger market means that producers can spread out “fixed costs” over a larger number of units

Free Trade, Specialization and Economies of Scale
Free trade means more people and bigger markets
Allow for greater specialization and economies of scale

Free Trade and Absolute Advantage
Countries can specializing in the absolute advantage
Based on climate, skills of labour force, etc

David Ricardo and Comparative Advantage
Would a country still benefit from trade if it had an absolute advantage in all products?
Ricardo says yes based on the theory of “comparative advantage”
Comparative advantage: means a country (Portugal) can produce a product (wine) cheaper than they can produce another product (cloth)

Before trade
England
100 cloth
120 wine
0 surplus
Portugal
90 cloth
80 wine
0 surplus

Specialized in Product of Comparative Advantage
England
200 cloth
0 wine
20 surplus
Portugal
0 cloth
160 wine
10 surplus

Trade, Growth and Development
Trade promotes efficiency and growth
GDP per capita
Trade promotes development in emerging markets
Evidence supports this

Trade and Democracy
Trade promotes development and middle class
Middle class uses economic power to demand democracy and human rights
‘Constructive engagement’

Trade and Peace
Democracies less likely to fight each other
Average people generally only vote to fight defensive wars
Interdependence makes war more economically costly

Neoliberal View
Priority is freedom rather than efficiency
More free market than classical liberals
Lock-in free market policies with
Exit option and policy competition
Constitutional protections for property rights

Trade Locks-In Free Market Policies
Tariffs removed
Free trade allows firms to locate anywhere
Creates exit option
Firms can relocate if they don’t like government policies

Property Rights Protections
Investor/intellectual property rights provisions
Quasi-constitutional in terms of constraining government policy
Judicial review by trade panels

NAFTA Chapter 11
Designed to prevent governments from nationalizing assets
Allows firms to sue governments
Prevented New Brunswick from creating a public auto insurance

The Keynesian-Welfare View
Agrees that trade increases GDP per capita and benefits emerging markets
Trade has negative side effects, due to policy competition that hurt middle class

Manufacturing Decline and Offshore Outsourcing
Many manufacturing jobs have shifted to emerging markets
Offshore outsourcing of many service jobs
Globalized production is different from free trade

Stagnating Wages and Benefits
GDP per capita is aggregate measure
Policy competition forces workers to compete with lower wages and benefits
Gains from growth have mainly gone to top 20%

Taxes, Programs and Regulations
Agrees that policy competition makes taxing and regulating harder
Views this negatively as wants social programs, labour and environmental regulations, etc.

Investor property rights go too far
NAFTA chapter 11
US Ethyl corp sues Canada over ban on MMT
Canada forced to pay and repeal regulation
Concern over “regulatory chill”

Reform International Trade
KW approach wants reform rather than anti-trade
International agreements on labour, environment & taxes
Creates minimum standards to offset policy competition

The Anti-Globalization View
Includes socialists & populist conservatives
Socialist groups focus on policy competition and race to the bottom
Conservatives of export of blue collar jobs

Levels problem of Globalization
Both KW and anti-globalization agree on the key problem
Economy operates at global level while democracy operates at national level
Both want economy and democracy at same level to prevent policy competition

Class March, 4 2012

Business and Canadian Foreign Policy
Approaches to Canadian foreign policy
Evolution of Canadian Foreign Policy

Neoconservative Approach
Based on social conservatism
Promote conservative values and not just economic interests
‘Principled foreign policy’ based on ‘moral clarity’
View world in a good vs evil term
Must take sides rather than be neutral
Supports traditional allies/democracies
US, UK
Israel
Strong nationalism and patriotism
Very pro-military
Combat and regime change over peacekeeping
Security triumphs over trade and civil rights
Support for enhanced interrogation, etc.
Opposes UN and political globalization
Seen as constraining US/Western power and ability to promote values
Seen as anti-Israel
Seen as promoting socialism

Neoliberal Approach
Promote economic interests over values
Constructive engagement rather than sanctions
More neutrality – don’t take sides if you don’t need to (generally)
Support trade partners to maintain market accessibility
Support US invasion of Iraq
Maintain relations
Access to reconstruction contracts
Sent CEOs to apologize for Canadian policy
Lobbied for Canada to support US National Missile Defense
Access to contracts
Supports strong military
To support US
Contracts
Supports Canada-US integration
‘Continentalism”
Maintain trade & market access
Just-in-time delivery
Opposes international agreements on social, enviro, labour standards & taxes
Offset policy competition
Opposed side labour & environmental side agreements to NAFTA

Canada US integration
Common Perimeter
Common immigration and border policies
Customs union
Common external tariffs
Common market
Free movement of goods services and people
Policy harmonization
Monetary union
Common currency

Keynesian-Welfare Approach
Supports free trade but wants to reform it
International agreements on labour, environment & taxes
Creates minimum standards to offset policy competition
Opposes more Canada-US economic integration
Doesn’t want to harmonize on US free market model
Doesn’t want to have to support US foreign policy
Goes with ‘liberal internationalism’
Promote interests & progressive values
Foreign aid for development and economic interests
Deal with roots causes of problems
Constructive engagement, honest broker & neutrality
Pro-UN and international law
Peacekeeping more than war-fighting
R2P – humanitarian intervention

Socialist approach
Anti free trade
Trade seen as neo-colonialism
Anti-war and pro-disbarment
Anti-American
Anti-Nato

Origins of Canadian Foreign Policy
In 1800s, Canadians FP was extension of British FP
Sent troops to British wars
1909 extern affairs act created Dept of External Affairs
Canada sends troops to WWI
Quebec objected to war
Issue of conscription
New focus on national interest
PM Robert Gordon demands that Canada have seat at 1919 Paris peace conference
Canada signed Treaty of Versailles as an independent country
Canada promoted League of Nations
Sought to lessen rather than increase, foreign communications
Sought to water-down League’s commitments
1935 Italy invades Ethiopia: Canada opposes sanctions
Italy allies with Germany who invades Poland
Canada declares war and joins WWII
Canada regretted its initial isolationism at start of WWII
Led to greater focus on multilateralism for values reason
“middle power” and “honest broker”

Post WWII Liberal Internationalism
1956 Seuz crisis
Ministry of external affairs Lester B. Pearson creates 1st UN peacekeeping force
Wins Nobel Peace Prize

Post WWII Security Cooperation
Cold war between West and Soviets
NATO vs. Warsaw pack organization
Canada-US also cooperate through NORAD

1980s: Neoliberalism and Continentalism
Continentalism becomes more influential
Mulroney conservatives and Canada-US Free trade and NAFTA

1990s: Liberal Internationalism
Shift back to liberal internationalism under Chretien and Axworthy Liberals
Support for UN, Kyoto
Didn’t participate in Iraq war

911 and Canadian Foreign Policy
911: border security slows down trade
Canada forced to focus more on US
Participated in Afghanistan war
Smart Border declaration

Security and Prosperity Partnership
2003: Business proposed an SPP
Security perimeter plus a customs union
2005: negotiations begin
Left strongly opposed to SPP

Conservatism and Neoliberalism
Shift toward neo-conservatism and neoliberalism under PM harper
More pro-military
Anti-China
Pro Israel & US
Anti UN
Pro-China
Anti-Kyoto
Trade diversification due to US issues
Pro free trade
TPP (Transpacific partnership)
CETA (comprehensive economic and trade agreement)
Use of aid to promote Canadian business

Class March 11, 2013
Business Lobbying
Techniques for influencing Government
Techniques for influencing Public Opinion


Donations and Material Benefits
Campaign Contribution
Cash donations to politicians/parties to help them get elected
Regulated under ‘campaign finance’ or ‘election finance’ laws

US Campaign Finance Laws
1971 federal election campaign act
Prohibited direct donations from business and unions
Led to creation of intermediaries known as PACs (Political actions committee)
Corporations and unions create/donate to PACs
PACs donate money directly to candidates/parties
Donation amount regulated at $5,000

Canadian Election Finance Laws
Ban on corporate and unions donations
Individual donations limits of $1,100/year to party and to individual riding
Various loopholes
Donation Loopholes
Give family and employees money to donate
Can give $60,000 anonymously with $199 donation to every riding

Donations and Material Benefits
Soft Money
Aka Independent expenditure
Money spent by third parties rather than politicians or parties
Cant coordinate with candidates/parties
527 Groups
Named for section of US tax case
Can promote issues not candidates
Cant coordinate with candidate or party
SuperPACs
2011 Supreme Court Decision
Can promote, but not coordinate with candidates
Unlimited donations from corporations, unions an wealthy
Canada: third party groups can advocate for or against specific candidates
Must be independent from political parties
Spending limits:
$3,000/riding
$150K total
How donations influence politics
Electing supportive politicians and parties
Provide access for lobbying
Quid pro quo for specific actions

Influence Peddling
Form of bribery
Personal rather than political benefit
Post-government jobs
Jobs for spouses & children
Special deals

Lobbying
Aka ‘Government relations’
Corporations lobby for 2 main reasons
Influence political decisions
Influence procurement decisions
By individual firms
For contracts or very specific policies
By managers with personal contact
By in-house GR specialists
By hiring external lobbying firms
Lobbying firms
Ex-politicians, political staff and civil servants
Political consultants
They emphasize knowledge of process, but contacts matter most
National associations
Focus on Broad issues of public policies
Sector associations
Focus on specific industry sector issues
Local chamber of commerce
Municipal issues
International associations
Focus on regional and global issues
Lobbying is about persuasion
Create arguments to support their position
Present arguments to decision-makers
Knowledge of process

Lobbyists
Personal contacts are key
For inside information
Who to lobby when?
Contact info
Decision-maker interests
For access to decision-makers

Business Lobby Groups
Coordinate donations & lobbying of members
Lobby & testify at hearings
Hold educational conferences
Produce reports

Public Relations
Growing importance of communication specialists and firms
In political realm is used for:
Image management
Crisis management
Policy campaigns
Image management
Build a positive public image of a firm or industry as good corporate citizens
Image advertising
Charity
Political capital for later use
Crisis management
Respond to a crisis that could have political impact
BP oil spill
Activist generated issues
Oil sands
Policy Campaigns
Build support for or against a specific policy
Free trade and Kyoto were biggest
Pipelines most recent

PR techniques
Two categories of techniques:
Those that relate to the medium used
Those that relate to the message itself

Advocacy Advertising
Paid advertising
Sells ideas rather than products
Bypass media and deliver organization’s message directly to the public

Earned Media
Something newsworthy covered for free by media
Op-Ed – Opinion piece
Press Conference – Statement and Q&A
Press release
Statement by firm written in the format of a news article
Prepackaged story that journalists can simply republish
Frames issues in desired light
Video/Audio News Release
Same as a press release but for TV and radio
Prepackaged news segment that frames issue

Attack Opposition
Attempt to discredit or intimidate opponents
Opposition research
ID weaknesses and leaks to media
SLAPP lawsuits
‘Strategic lawsuits against public participation’
Push Polls
Polling calls designed to persuade not gather opinion
Front groups
Create advocacy groups to mask who is advocating policy

PR Message
Positive
Universalize your own interest ie. “What’s good for GM is good for America”
Negative
Disempower opposition
Thatcher’s famous TINA: this is no alternative
Use of language
‘bureaucrats’
‘union bosses’
‘job creators’
‘corporate agenda’
‘tar sands’
‘clean coal’

Class March 18, 2013
The Market Power of Business
Market power of retail firms
Market power of hedge funds

Market power of Retail Companies
Rise of chain stores (mcdonalds, lululemon, etc), big box stores (costco, walmart) and category killers (best buy, home depot, chapter, etc.)
Shift away from department stores and indy stores
‘Retail Revolution’
Economies of scale and brand power

Market Power
Company’s power over suppliers, competitors, customers and other stakeholders
Separate from lobbying power and exit power

Benefit of Market Power
Lower prices and better service due to:
Economies of scale
Bulk buying
Impose standardization on suppliers
Consumer trust

Concerns over market power
Dumping and predatory pricing
Selling below cost to drive competitors out of business
Puts independent stores out of business
Hollows out downtowns
Homogenizes small towns
Clustering
Opening more stores than an area can support
Too little business per store drive independents out of business
Bundling
Selling less popular products with more popular products
Microsoft windows and Explorer
Exclusivity Agreements
Force supplier not to sell to competitors
Force retailer not to sell competitors products
Corporate sponsorship of public institution
Cutbacks to public spending lead to need for revenue
Firms provide cash in exchange for ads/product placement
Product Placement
Products embedded in non-ad situations
TV shows
Movies 
Schools
Parents concerned over aggressive advertising kids
Non-disparagement clause
Parts of sponsorship agreement
Prevent criticisms of company
Relates to SLAPP lawsuit

Hedge funds and Market Manipulation
Unregulated mutual funds for wealthy investors
Able to do things investors can’t

Hedge funds
Leverage
Invest with borrowed money
More risky as you can lose money you don’t have
Directional investing
Put all of your bets on one horse to increase possible reward
More risky then diversified interest
Short selling
Profit from falling asset prices using futures contract
Sell asset you don’t own and then buy it before delivery at lower price
Very due to unlimited risk
“Pump & dump”
Hedge fund manager buys a stock
Gets other investors to but stock and pump up price
When price peaks, hedge fund sells (dumps) stock and reaps benefits

Hedge funds as market leaders
Single-handedly move the price of an asset
Leverage and directional investing
Attracts investors using technical analysis or “Chartism’
Technical analysis
Investors buy and sell based on price movements alone
Belief that trends matter and history repeats itself
Automated buy and sell orders at “technical levels”

Hedge funds vs. Market Leaders
Act as market gurus
Hedge fund managers are elite of financial world
Other investors follow their actions and statements

George Soros: British Pound
Used $10 billion in leverage and guru status to cause run on British pound
Soros made $1 billion
Known as “the man who broke the British bank”

George Soros: 1993 Gold and Bonds
April 1993 Soros announces large purchases of Gold and mining stocks
Seemed to be “classic dump & pump”
However, quietly sold bonds short

Class March 25, 2013

Anti-Corporate Movement
Roots of the anti-corporate movement
Origins of the contemporary anti-corporate movement
Brand-based activism

Roots of the Anti-Corporate movement
Started with trade unions before depression
With welfare state, economic inequality was less of an issue
1960s various mass social movements emerge
Peace movement
Civil rights movement
Women’s movement
Environmental movement
Consumer protection movement
Student-led movements as baby boomers hit university
Role of television
Postwar affluence and growing focus on non-economic issues

Peace Movement
Anti-nuclear weapons
Cold War
1962 Cuban Missile crisis
Anti-Vietnam
High casualties
Conscription
Televised

Civil Rights Movement
MLK, Racial inequality
Anti-Segregation
Brown vs. Board of Education
Anti-Discrimination
1964, 1968 Civil Rights Acts
Anti-voter suppression
1965 Voting Rights Act

Women’s movement
Betty Friedan the Feminine Mystique
Gloria Steinem 
2nd wave feminism
The pill & sexual revolution

Environmental Movement
Rachel Carson’s Silent Spring on DDT
Gave rise to the environmental movement
Shift from conservation to pollution/health and resource limits

Consumer Protection Movement
Ralph Nader and auto safety
GM’s actions against him and lawsuit
Led to rise of consumer protection movement
Regulations, lawsuits

Counter-Culture and Backlash
1960s mass movements were anti-establishment and socially progressive 
Led to backlash in 1970s and 80s by social conservatives
‘Moral majority’

Origins of Anti-Corporate movement
Began in a decentralized manner
Local groups respond to local issues
Teachers respond to cut backs in education
Anti poverty activists respond to rising inequality, cutbacks to social welfare and affordable housing, and rising homelessness
Unions respond to stagnating wages, rising CEO pay, lower pensions and benefits, and the offshore outsourcing of many jobs
Environmental and consumer groups respond to growing environmental and health problems
Student groups responding to rising tuition, third world sweatshops and corporate sponsorship of university research
Community groups respond to growing commercialization of public space including advertising, sponsorship and chain stores
NGOs from the third world respond to financial crisis and the policies of the IMF, World bank and WTO
Groups began to focus on ways that globalization and free market policies increased power of corporations as underlying cause

Free Market policies and power of corporations
Free trade decline of anti-trust laws led to bigger corporations
Increased their lobbying power
Increased their market power
Too big to fail and need for bailouts
Free trade, capital mobility and policy competition
Increased power of corporations relative to governments and unions
Could threaten to relocate
‘Race-to-the-bottom’ in taxes, regulations and wages
Offshore world allows corporations and wealthy to avoid taxes and regulations
IMF, World back and the WTO seen as only promoting pro-business policies including austerity

Origins of anti corporate movement
Local groups became national coalitions and then trans-national networks
Use of internet and social media
Tipping Point:
November 1999 “battle of Seattle”
50,000 protest WTO
January 2000 Naomi Klein’s No Logo published
Most visible presence has been mass protests at various international summits
IMF – World Bank meetings
G8-G20 meetings
After 911, shifted to anti-war during Iraq war
Most recent manifestation is Occupy Wall Street
Response to financial crisis and bail-out

Branding
Build trust in company’s name
1980’s – Idea that companies should produce brand rather than specific products
Shift from manufacturing to marketing

Brand Equity
Value of a company’s brand that’s independent of its other physical assets

Building Brand Equity
“lifestyle marketing” to create meaning/identity
Create “positive brand awareness” with brand symbols (logos, mascots, celebs)

Brand More important Than Products
Build brand loyalty across products

Brand Equity and Brand-based Activism
Branding means that firms increasingly exist in the realm of ideas
Brand equity means firms are increasingly vulnerable in the realm of ideas
Has led to ‘Brand-based activism’

Brand Based Activism
Activists target a company’s positive brand image by revealing actual corporate practices
Shift in activist focus from governments to corporations due to growing power of TNC’s
Based on Quaker technique known as “bearing witness”
Belief that, if forced to make a moral choice, people will make the right choice
Key is to make people aware of problems and their indirect role in them
Anti-sweatshop activism
Revealed working conditions behind brand
1995: ‘Year of the sweatshop’
Revealed connection between firms and human rights abuses in 3rd world
Shell in Nigeria
Talisman energy in Sudan

Investigative Research
Analysis of business practices vs. claims 
Publicized through:
Reports and op-eds
Press conferences
Books

Shareholder Activism
Buy shares and ask embarrassing questions at AGM
Make individual investors aware of corporate practices
Use of pension funds by trade unions to pressure CEOs

Anti-Corporate Litigation
Suing companies for bad behavior
Class action suits
PG & E

Mass Protests
The Black Lock
Set of tactics rather than a set of groups
Anti-corporate property damage
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