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By Jeffrey Simpson 

Even as it enters new trade talks, Ottawa will protect supply management 

If you think the theatre of 100,000 people in the streets every night in Quebec, coupled 
with pot-banging and endless (largely sympathetic) media coverage, was over the top, 
wait until any federal government threatens supply management. 

Political hell hath no fury like dairy farmers aroused. They showed it four decades ago 
when they painted slogans on barn roofs across Quebec, descended on Ottawa, 
dumped milk over the head of agriculture minister Eugene Whelan and bullied the 
federal Liberal government into the racket that is supply management. 

Dairy and poultry producers are found in many places across Canada, but their 
heartland is rural Quebec and Ontario. Ever since these farmers got supply 
management – an attempt to balance domestic supplies and demand, with small quotas 
for imports and no thought of exports – they have defended it with every available tool. 

How vise-like is their grip? A few years ago, the House of Commons unanimously 
passed a motion instructing Canadian negotiators at international trade talks not to yield 
an inch of supply management's protections, including astronomically high tariffs on 
imports. Imagine, a unanimous motion from a body whose members would have trouble 
agreeing that today is Friday. 

Urban MPs, whose constituents – especially low-income ones – are hosed by supply-
management's high prices, and Western Canadian Conservative MPs, whose farming 
constituents play on the world stage, are rendered mute by their rural colleagues and by 
party leaders frightened of the supply-management lobby. 

So no chink exists in the political armour defending supply management, either in 
Ottawa or at the provincial level. In Quebec, especially, the support is ubiquitous, in part 
because the producers are in a union – l'Union des producteurs agricoles du Québec – 
that is arguably the most powerful lobby group in Canada, along with the Canadian 
Association of Petroleum Producers. Any assault on supply management would be 
seen as an assault on Quebec, and we know what emotional wallop that punch brings. 

The only pressure to change supply management has come from outside the country. 
The system has been regularly pilloried by Canada's trading partners, who rightly 
consider it highly protectionist. At various international trade negotiations, Canada has 
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been put under pressure to change the system. All that did was change quotas into sky-
high tariffs and open up the protected market a little bit to more imports. 

At those meetings, lobbyists for supply management always swarm the Canadian 
negotiating team. Every meeting is monitored, every statement parsed, every 
opportunity to presents the farmers' case exploited. And every government – Liberal or 
Conservative – has therefore entered negotiations singing the praises of worldwide free 
trade while singing another hymn to the virtues of protectionism for supply 
management. 

Now, Canada has been allowed – after furious lobbying with the Americans – into the 
Trans-Pacific Partnership (a move deemed unlikely in this space last week) with the 
Prime Minister singing the songs of his predecessors. We need more free trade, sang 
Stephen Harper, and the TPP is one way to get at the burgeoning markets of Asia. But, 
he sang, we will protect supply management. 

There are those who believe Mr. Harper actually wants to use the TPP to destroy supply 
management or at least to weaken it. As a free trader himself, he must see the 
absurdity of the protectionist racket that is supply management. But as a prime minister, 
he must also see the perils of arousing Quebec (and his own political base in rural 
Ontario). 

So, chances are, he will try to use the TPP – and the free-trade deal with Europe – as a 
way of whittling away at the system. 

Our friends in New Zealand and Australia didn't favour Canada joining the TPP because 
they knew Canada would obstruct progress on free trade in agriculture. Elements of the 
U.S. government didn't favour Canada's entry either, for reasons of supply management 
and other protectionist Canadian policies. It took the heaviest of lobbying by Mr. Harper 
and his staff to get Canada a seat at the table. 

Having secured that seat, Canada will find supply management changes demanded by 
at least some of the other players. As usual, Canada will use every tactic to delay, 
frustrate and block any changes in order to keep dairy and poultry farmers off the 
streets of Montreal and Ottawa. 

�
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Blame the Politicians: A Government Failure Approach to Political Ethics 
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1. Jimmy and the Montebank. Jimmy holds down the gate at the bank of goodies. 

He has been selected in a fair vote of all the townsfolk to be the gatekeeper. In 

the bank, behind the gate, is a vault of various kinds of goodies. These goodies 

are desirable. They have been collected from the townspeople. The townspeople 

have put their trust in Jimmy to select only the fairest, wisest, and most 

stupendous of the townspeople to sometimes get some goodies. Jimmy, as all 

gatekeepers before him, has reassured the people by taking an oath, promising 

to do a good job as a gatekeeper, of looking out for the town’s interests and well-

being in all of his decisions as a gatekeeper. 
 

Along comes the montebank Wilburt. Wilburt tells Jimmy a story about a new 

program he is thinking of instituting, if only Wilburt could get some goodies. He 

tells Jimmy that his plan of unlimited energy for the townspeople is a good one, 

and that it will work. He parades some experts before Jimmy, all echoing and 

approving of Wilburt’s confident expectations. Wilburt suggests that Jimmy might 

be able to keep his job as gatekeeper more easily if he were to have some 

goodies to run his re-election campaign, and so offers Jimmy some goodies in 

the future, which he’ll have much more of if he could add to his own goodies 

some of the goodies in the vault. 
 

But here is what Jimmy knows. There are many people trying to get goodies. In 

the past, some of them have lied. In the past, some of them have used clever 

tricks to dupe the gatekeepers. In the past, some have used selective evidence, 

and some have used experts of questionable integrity. In the past, some have 

tried to offer goodies to the gatekeepers if only they could get the goodies from 

inside the vault. In the past, some have run campaigns against gatekeepers who 

didn’t deliver goodies to them, making re-election more difficult. In the past, some 

have used their own goodies to help support re-election campaigns of those 

gatekeepers who gave them some of the townspeople’s goodies. 
 

And here is what Jimmy has access to. He can contact experts. He can set up 

panels of experts. He can have hearings into proposals. He can speak with 

psychologists who know about confirmation bias, and other cognitive biases. He 

can talk to political scientists who study the role and impact of election 
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contributions on electoral outcomes. Jimmy can educate himself. Jimmy has an 

obligation to do so. 
 

Wilburt really is a montebank. He is to be frowned upon. But Wilburt never 

agreed to help the townspeople. Wilburt never made any promises. Wilburt says 

it’s not up to him to decide whether or not he should get goodies, he, just like 

everyone else, is making a proposal. Wilburt is a proposer, Jimmy is a decider. 
 

2. Supply-siders unite. Below, I will be taking Wilburt’s side to begin a 

conversation on this topic. When it comes to the moral evaluation of lobbying, 

cronyism, and rent seeking more broadly, our attention should be directed 

primarily at government actors -- from politicians to regulators -- rather than 

market actors. That this is not where we typically look is illustrated in the pages 

of this journal. Many of us are tempted to focus on the crony capitalists, on the 

lobbyists; on rent-seekers. But our time is more wisely and informatively spent 

focusing, instead, on the crony politicians, on the lobbied; on rent-distributors. 

We should focus on the supply-side, rather than the demand-side. 
 

Where industry and government collaborate to produce a socially negative 

outcome, the most, and sometimes only, relevant role morality is that of the 

government actor. Government actors are always to blame. Market actors will 

also be to blame in most cases, but their share of the blame is less and, at times, 

they will meet conditions that excuse them from blame altogether. Below, I will try 

to make this strong claim as plausible as I can. Given the brief space, I will make 

a few simplifying assumptions, including focusing exclusively on political actors, 

rather than government actors more broadly. 
 

2. Political Ethics. The focus on rent-seeking rather than rent-distributing 

behaviour is understandable. After all, an entire field, the field of business ethics, 

is devoted to discussing the moral requirements of market actors, especially 

managers of large, publicly-traded companies with many employees. Since the 

focus is on what a manager’s obligations are, it is not surprising that the moral 

duties and obligations of government actors are largely ignored in this field.  
 

Public Choice Economics is explicitly about government actors, but, as a field in 

economics, it is not primarily interested in moral duties and obligations -- the goal 

of the field is to predict, explain, and understand why, when and whether 

government actors will do something or other, not to discuss what duties and 
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obligations these actors have towards each other and their constituents. While 

business schools insist on specifically business ethics courses, and business 

ethics has several dedicated academic journals, the same cannot be said of 

political ethics within political science, political philosophy, and public 

administration departments. The field of political ethics is explored less often and 

in fewer places than the field of business ethics.  
 

3. Rent Seeking and Government Failure. For purposes of this paper I will define 

rent seeking as any private gain-seeking behaviour that causes deadweight 

losses within idealized models.1 This definition is normatively neutral, unlike 

several definitions that have been offered in the past.2 The fact that some 

behaviour or activity generates losses in idealized models does not require real-

world instances of that behaviour to generate any losses at all, and so it remains 

an open question whether or not this or that instance of rent-seeking is socially 

positive or negative. Rent seeking, on this definition, is not necessarily a 

government failure. We will need to do empirical work, rather than conceptual 

analysis, to discover the outcomes of any particular bit of rent-seeking.  
 

Again, for purposes of this paper, I will follow the public choice conception of 

“government failure.” In the Public Choice tradition, government and market 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
1
 In an earlier proposal, I suggested that we ought to simplify the distinction by treating rent-seeking as 

private gain-seeking behaviour through politics, while reserving profit-seeking for the very same 

behaviour pursued within market institutions. I’ve become dissatisfied with my earlier effort for several 

reasons, especially because, as I then noted, it is both over- and under-inclusive. On my earlier definition, 

we cannot, for example, describe a family’s fight over inheritance as an instance of rent-seeking (as we 

should), and we would be forced to describe efforts to, for example, institute private property regimes or 

efforts to eliminate red tape as rent-seeking. See Peter Martin Jaworski (forthcoming), “An Absurd Tax on 

our Fellow Citizens: The ethics of rent seeking in the market failures (or self-regulation) approach” Journal 

of Business Ethics, available online-first at http://link.springer.com/article/10.1007/s10551-013-1734-y 
2
 James Buchanan, for example, defined it as follows: “the term rent seeking is designed to describe 

behavior in institutional settings where individual efforts to maximize value generate social waste rather 
than social surplus.” Buchanan, J. M. (1980), “Rent Seeking and Profit Seeking,” in J. M. Buchanan, R. D. 
Tollison and G. Tullock (eds.), Toward a Theory of the Rent-Seeking Society (Texas A&M University 
Press, College Station), at p. 4. More recently, R.D. Tollison defines it “as socially costly activities 
intended to transfer wealth, usually by securing government favors, such as tariffs, quotas, subsidies, 
price supports, licenses, and so on.” Tollison, R. D.: 1997, “Rent Seeking,” in D. Mueller (ed.), 
Perspectives on Public Choice (Cambridge University Press, Cambridge), p. 506. These definitions were 
criticized by John Boatright (2009) in “Rent seeking in a market with morality: Solving a puzzle about 
corporate social responsibility, Journal of Business Ethics, vol. 88, no. 4. According to Boatright, this is a 
definitional trick that shifts our focus away from whether or not rent-seeking is ethical to a question about 
what gets to count as rent-seeking in the first place. Instances where rent-seeking leads to socially 
positive outcomes are ruled out by definition alone. 
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failure are locational modifiers. They tell you what institution failed.3 When 

government intervention generates an outcome that is less efficient than if they 

hadn’t intervened, that’s a government failure. When (free) markets fail to 

generate an efficient outcome, that’s a failure in the market. There are a few 

reasons to prefer this conception over the transaction cost alternative, including 

the simple fact that the public choice conception is the more popular and more 

widely-understood conception. A separate and, for my purposes, more important 

reason is because it focuses our gaze on the actors that I think are most relevant 

for purposes of moral evaluation and judgement -- government actors. When 

markets fail, we should look to market actors or the market rules within which 

market actors operate for moral evaluation. When governments fail, we should 

switch our focus to government actors and the institutional rules within which 

government actors operate for moral assessment. 
 

4. Special Obligation. In the story of Jimmy and Wilburt, if there is blame to dole 

out, we should look to Jimmy first. It seems plausible to blame Jimmy more than 

Wilburt. I think the same is true in a range of similar cases. So, suppose you are 

married. And suppose you cheat on your husband or wife with Sam, who is 

single. Further suppose that Sam knew that you were married. To be sure, you 

both acted wrongly, and you each should be blamed. However, it seems difficult 

to overlook the fact that while you both violated a general rule about not 

undermining the terms of important and special relationships, your act is still the 

more blameworthy. You made a promise to cherish, love, and honour your 

significant other. Sam did none of these things. Sam made no promise to anyone. 

Sam does not violate the terms of a special relationship of which he or she is a 

part.  
 

Being a part or a party to a special relationship -- based on promise, contract, or 

the bonds of family and friendship -- engages special duties and obligations. We 

all have reason to avoid corrupting or undermining special relationships, but 

those of us who are a part of those relationships have additional or weightier 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
3
 This conception of government and market failure differs from the transaction cost tradition’s 

conceptions. In that tradition, the distinction between government and market failures is treated as a 
causal modifier. They tell us what kind of transaction has failed. There are market transactions, and then 
there are administered transactions. All administered transactions are non-market transactions, they are 
government transactions. Firms eliminate markets internally. Firms hire employees on long-term contracts, 
they do not turn to the market for labour on a day-to-day basis. Firms often manufacture many inputs 
themselves, rather than outsource each part to other firms. Many transactions, then, are administered 
rather than market transactions.  
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reason to respect the terms of those relationships. After all, we made promises, 

we signed contracts, we explicitly agreed to steel ourselves against temptation. If 

those agreements and promises are to be meaningful, they must carry additional 

weight. Otherwise, the promise and agreement is wholly redundant, since the 

general obligation would apply to all of us, and to all of us equally. 
 

It is true that Sam should never have made any advances, but it is also true that 

you should have rebuffed Sam’s advances. The same goes for Jimmy and 

Wilburt. Wilburt might like to think that he is merely a “proposer,” while Jimmy is 

the “decider” -- and maybe Sam feels the same way too -- but both Wilburt and 

Sam are aware of Jimmy’s and your prior relationships, and both are well aware 

that in making a tempting proposal they are seeking to corrupt those prior 

relationships.  
 

5. Special relationships. Jimmy has a special relationship with his constituents. 

He owes them a duty to open the gate only where the benefit to be had for the 

townspeople is greater than the cost of losing some of the goodies behind the 

gate. When the reverse is true, when the cost to the townspeople swamps the 

benefits, we should begin our search for whom to blame with Jimmy. Rent-

seeking typically has this feature -- while it benefits some specific group of 

people, sometimes very much, it causes or contributes to socially negative 

outcomes for a still larger group of people. 
 

Of course, the truth about what is in the interest of the townspeople, and whether 

or not Wilburt’s “proposal” is of benefit to the townspeople might be a matter of 

disagreement. While the town’s economists may think Wilburt’s plan will make 

the townspeople a little bit poorer, the townspeople may be ignorant. They may, 

like many voters, not know what is, in fact, in their interest. Or, if they know this, 

they may not know what policies would actually promote rather than harm their 

interests. So they may demand that Jimmy open the coffers even when doing so 

would be bad for them. Plenty of townspeople do just that.  
 

6. Delegate account. Jimmy’s obligation may be to only open the gates when the 

benefits outweigh the costs, but Jimmy’s constituents may have the right to 

determine this for themselves. Jimmy’s role morality may require him to function 

as a delegate. Sometimes called “Madisonian role morality,”4 the delegate 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
4
 See Russell Hardin (2004), “Representing Ignorance,” Social Philosophy and Policy, vol. 21 no. 01, pp 

76-99, at p. 94. 
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account insists that politicians are to represent, to publicize and promote the 

expressed interests of their constituents, regardless of how informed or ignorant 

the constituents happen to be. 
 

If this were the right view, then Jimmy and other politicians would have access to 

an excuse from being blamed for socially negative rent-seeking. In cases where 

the townspeople demand the gates be opened, then he can simply say that he 

did his delegate duty when he opened the coffers. That it was bad for the 

townspeople cannot be blamed on him, since it is not his job, on this view, to 

open the gates only when the very best evidence suggests that it would be of 

benefit to the townspeople. He needs to heed their demands, no matter how 

foolish. 
 

And so it is with a whole host of subsidies and regulations. While economists 

disagree about a great number of things, they are mostly agreed that agricultural 

subsidies make things worse, while free and open trade between different 

countries makes things a lot better. But townspeople across Canada demand 

supply management for milk and wheat, despite the fact that it makes Canadians 

poorer, and townspeople across both the U.S. and Canada demand various 

restrictions, quotas, and tariffs on the importation of goods (and labour) from 

other countries. This, despite the fact that such restrictions make Americans and 

Canadians poorer. The typical citizen of either country does not know the 

relevant facts to help them vote their own interests, even when all they care 

about is voting strictly in their own interests.5  
 

“You asked for it,” may very well turn out to be a plausible excuse when it is, in 

fact, what the townspeople asked for, and if a politician’s duty is to act as a 

delegate. Very well, if we adopt this view, and if it’s true that this is a good 

excuse, then sometimes the blame for government failure rests with those of us 

who demanded it, rather than with political actors or with market actors. 
 

7. Trustee account. But many of us do not believe that a politician’s job is to 

merely function as a delegate on behalf of expressed interests.6 We take the role 

of politician to require a certain amount of discernment, of independent judgment. 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
5
 See, for example, Samuel L. Popkin, The Reasoning Voter: Communication and Persuasion in 

Presidential Campaigns, 2d ed. (Chicago, IL: University of Chicago Press, 1994). 
6
 If this is our view, we would have reason to endorse more referenda on more aspects of our public life. 

That would be a more accurate, and possibly less expensive way of having our interests expressed and 
promoted. 
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We expect a politician not to act merely as a delegate, but also, at times or in 

general, to act as a “trustee.” This account of the role morality of politicians, 

sometimes called “Burkean representatives,”7 finds its most prominent early 

defender in Edmund Burke who argued that politicians are to independently 

judge and act on what they think is best, and to take into account not just the 

interests of their own constituents, but those of the nation as a whole.8 His 

account is partly motivated by the problem of citizen ignorance. Burkean 

representatives help to solve this problem by being professionals and experts of 

a sort. They have knowledge of how to represent, as well as how to implement, 

certain policy prescriptions. Rather than function merely in the way a proxy voter 

might at a meeting of shareholders, as a trustee they are to try to represent the 

interests we would have if we had access to more knowledge and had the ability 

and power to implement it. To aid her in this task, she hires a staff, and has 

access to the relevant experts, from political scientists and economists, to 

pollsters and public relations professionals. She is expected to fill gaps in her 

knowledge by seeking out the best evidence. 
  

On the trustee account, “you asked for it” is not an excuse she can reach for 

because what her constituents ask for forms only a part, at times, of what policies 

or regulations she has most reason to defend and promote. But we may object 

that Burke’s trustee account is overly broad. We may insist on the abandonment 

of Burke’s second normative criterion, that of taking account of the interests of 

the nation as a whole, in favour of a narrower conception that only considers the 

people within the politician’s geographic jurisdiction. This narrower trustee 

conception would give us a different excuse. 
 

Jimmy’s townspeople may not care very much about the neighbouring towns. 

They may not care very much about the municipality of which they are a part. 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
7
 See Russell Hardin (2004), at p. 77. 

8
 Edmund Burke (1790) wrote: “Parliament is not a congress of ambassadors from different and hostile 

interests; which interests each must maintain, as an agent and advocate, against other agents and 
advocates; but parliament is a deliberative assembly of one nation, with one interest, that of the whole; 
where, not local purposes, not local prejudices, ought to guide, but the general good, resulting from the 
general reason of the whole. You choose a member indeed; but when you have chosen him, he is not 
member of Bristol, but he is a member of parliament. If the local constituent should have an interest, or 
should form an hasty opinion, evidently opposite to the real good of the rest of the community, the 
member for that place ought to be as far, as any other, from any endeavour to give it effect.” Edmund 
Burke, “Speech to the Electors of Bristol,” Nov. 3, 1774, in The Founder’s Constitution, Chapter 13, 
Document 7, Works 1: 446-448, at 448. 

8 
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Suppose each town sends a representative to a municipal council. Suppose 

further that the municipality has a gate behind which they store goodies, portions 

of which they take from each of the townspeople in the various towns. Jimmy 

may accurately assess his town’s interest in the securing of a subsidy for 

Genuine Motors, a car company that employs a quarter of his town. Suppose he 

knows that it would lead to socially negative outcomes for the municipality as a 

whole, while being a significant benefit to his constituents.  
 

“It’s good for my constituents” might work as an excuse on the narrow trustee 

conception, if we think that the relevant constituency just is the group of people 

who reside within the representative’s jurisdiction and not those outside of it. If 

this is the account that we endorse, then again the blame redounds to those of 

us who fail to care enough about neighbouring towns, or the country as a whole. 

Neither political nor market actors would be to blame. 
 

8. Party-centered account. A third variant of political ethics tells us that politicians 

are not to be regarded as representatives of their constituencies or of the people, 

but of their political parties. They are party functionaries, whose primary role is to 

secure election for their political party. They owe an allegiance to the party and, 

despite what they may publicly say, their primary role is to ensure that their 

political party gets into power, and remains in power.  
 

On this view, one excuse that might be offered is this: “It’s good for my party.” 

Certain special interests may align more closely with one political party, rather 

than another. So, for example, from 1989 to 2014 the International Brotherhood 

of Electrical Workers was the sixth biggest political donor group in the U.S. They 

spent over $45 million, 92% of which went to candidates and PACs aligned with 

the Democratic Party, with 2% to Republicans. The American Federation of State, 

County and Municipal Employees, the second biggest donor group, gave just 

over $60 million. The Democratic Party was the beneficiary of 81% of that total, 

Republicans at 1%. The National Rifle Association, number 52 on the list, spent 

over $19 million, 82% of which went to Republican Party candidates and PACs, 

17% to those aligned with the Democratic Party.9 If we take the party-centered 

approach, we may believe that a politician has reason to acquiesce in the face of 

rent-seeking by the special interests that contribute a great deal to their political 

party. 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
9
 See “Heavy Hitters: Top All-Time Donors, 1989-2014,” OpenSecrets.org, accessed at 

https://www.opensecrets.org/orgs/list.php (March 5, 2014). 
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7. General justification. None of the above three views are independently justified. 

We do not elect politicians as delegates or trustees for its own sake. And it is 

hard to see why the rest of us should endorse a system where politicians aim 

towards gaining and preserving political power as such. The delegate, trustee, 

and party-centered views are views about the role morality of political actors. 

Role moralities are functionally determined. A role serves a particular function 

within a broader system or organization. The justification of a role is parasitic on 

the justification of the organizational structure or the system as a whole. 
 

There are many possible justifications of our political systems, but in what follows 

I will simplify by focusing on just one, that of promoting, or at least not hampering, 

the general welfare, including economic efficiency. This may be a controversial 

simplifying assumption, but I think it is well motivated. Even if we seek to defend 

the greater value of liberty or equality independently of their impact on economic 

efficiency, we would be hard pressed to cling to those views in the face of 

evidence that pursuit of these values would make us poorer and wretched over 

time.  
 

A fruitful analogue to Joseph Heath’s market failures approach to business 

ethics10 could be called the government failures approach to political ethics. We 

have an adversarial political system just as we have an adversarial market 

system. Businesses pursue their self-interest in competition with other self-

interested businesses, and we permit tough tactics based on the empirical belief 

that a competitive business environment leads to greater benefits for most of us, 

most of the time. Competition and private property help the price system deliver 

the relevant information about relative satisfaction from consumption, and 

incentivizes market actors to deliver positive social outcomes in terms of wealth 

creation, wealth expansion, and the satisfaction of more of our desires than other 

realistic and available means of organizing our economic life. They are moved to 

act in our interest and promote the common good although promoting the 

common good is no part of their intention. We do not endorse the individual 

actions of individual proprietors and entrepreneurs, we endorse the outcomes 

that are the unintended result of those actions in a competitive business 

environment. 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
10

 See Joseph Heath (2004), “A market failures approach to business ethics,” in Studies in Economic 

Ethics and Philosophy (vol. 9) Berlin: Springer. See also Joseph Heath (2006), “Business ethics without 
stakeholders,” Business Ethics Quarterly, vol. 16, no. 4, pp. 533-557. 
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So, too, might we think of our political system in similar ways. The system pits 

several political parties against one another, and pits individual politicians against 

one another when they fight for nominations to stand for election under one or 

another party banner. This kind of competition between different political 

aspirants can be regarded as a useful way of checking corruption, of promoting 

transparency, of getting representatives to be responsive to the needs of various 

individuals and groups in society, and so on. We can limit the extent to which we 

rely on political actors’ good intentions and good character by relying on the way 

in which an adversarial political system directs people’s venal and vainglorious 

instincts in socially beneficial directions.  
 

In approving of this system, we approve of the roles that people get to play within 

that system, provided that the general justification of the system is firmly before 

our eyes. If we could abandon the system of free enterprise in favour of an 

alternative that better met the normative criteria that, on this view, justifies it, we 

should. On this view, we don blinkers when we affix our gaze on private property 

rights and on the right of individual market actors to contract however they will 

with their own property. Maximization of shareholder value as a normative 

commitment of managers is not independently justified. These are to be regarded 

as of merely instrumental value, in securing the goal of market efficiency. 

Something similar can be said of our political system. Free and fair elections, the 

formation of individuals into political parties with a brand identity, the right of each 

of us to express our political preferences in public without legal hindrance, and so 

on, should be conceived, on this view, as instrumentally valuable, rather than 

independently justified. They are not God-given rights, or rights discovered in 

nature through reason, they are, instead, to be regarded as useful instruments 

for the attainment of the goal of our general welfare, including economic 

efficiency.    
 

If they are of instrumental value, then what should a manager do when 

confronted with the possibility of improving the bottom line of the company she 

manages at the expense of market efficiency? That is, what should a manager 

do when improving the bottom line means contributing to or generating a market 

failure? The answer should be obvious -- she would do wrong, and be 

blameworthy, if she chose her company’s bottom line. Many strategies are 

available to her for promoting profitability and maximizing shareholder value, but 

being an accessory to market failure is not. The “promise,” if it is a promise, to 
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maximize shareholder value obtains and has weight only under ordinary or 

normal market conditions. It becomes completely weightless when the purpose of 

the practice within which it plays a part and is justified is at stake. Maximizing 

shareholder value can be regarded as a heuristic in cases of ignorance, but the 

banner under which managers ought to rally is the banner that reads, “do what’s 

best for my company, except in cases where doing that makes me an accessory 

to market failure.” Market failure is a limiting condition on the pursuit of profit. 
 

Just as there are predictable causes of market failure that we urge managers to 

avoid, so there are predictable causes of government failure as well. The 

government failure approach would urge that party politicians pursue their party’s 

electoral self-interest in a way that avoids government failure. For the same 

reason, government failure would serve as a limiting condition for the trustee 

view as well.11  
 

They should, then, rebuff rent-seekers, deny goodies to lobbyists, attend to the 

possibility of regulatory capture, avoid perpetuating a system of crony capitalism, 

and so on, whenever those activities would cause or contribute to government 

failure. They may owe their electoral victories to their political party, or to one or 

another special interest group, or to their constituents more broadly, but they, too, 

must rally under the banner “do what’s best for my constituents or political party, 

except in cases where doing that makes me an accessory to government failure.” 

Government failure functions as a limiting condition on the legitimacy and 

authority of the system of politics we have, and on the individual legitimacy and 

authority of the politicians. 
 

8. Excuses, excuses. In order not to be confused, I want to again emphasize that 

the supply-side view does not exonerate the actors on the demand-side. The 

claim is not that they can push for socially wasteful policies, and do nothing 

wrong thereby. Michael DeBow thought it was a funny implication of Milton 

Friedman’s view that managers had a moral responsibility to lobby for handouts 

even when they knew that it would have negative social consequences.12 If that 

is the implication of the view, then the view is false. If it is wrong for me to do x, it 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
11

 On the delegate view, it is the citizens who have the responsibility of becoming sufficiently informed in 
order to vote competently, including voting in a way that avoids government failure. For a defense of this 
view see Jason Brennan (2011), “The Right to a Competent Electorate,” The Philosophical Quarterly, vol. 
61, no. 245, pp. 700-724. 
12

 Michael DeBow (1992), “The ethics of rent seeking? A new perspective on corporate social 
responsibility,” Journal of Law and Commerce, vol. 12, no. 01, pp. 1-21. 
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doesn’t suddenly become right for me to do x if I am an agent acting on your 

behalf. Agents inherit the moral constraints that apply to their principals. 
 

But sometimes it is hard to describe rent-seeking as blameworthy, and, at other 

times, it seems plausible to suggest that while there is pro tanto reason to avoid 

engaging in behaviour that has a negative social impact, there may be 

exculpatory conditions that excuse rent-seeking. 
 

Public choice economists sometimes illustrate rent-seeking by using the dollar 

auction. The dollar auction works like this. I dangle a dollar bill in front of a group 

of people, and invite people to bid on the dollar in increments of, say, 10 cents. I 

inform them, however, that they have to pay their highest bid, regardless of 

whether or not they are the highest bidder. Here’s what happens: People end up 

bidding more than a dollar for the dollar.  
 

The game is rigged. All of the participating bidders lose. The game generates 

socially destructive behaviour, but it is hard to describe the bidders as the 

blameworthy agents in this scenario. The only truly blameworthy one is me, the 

dollar-dangler. The problem here is on the supply, not on the demand-side. It’s 

not that students want to bid for the dollar that makes them blameworthy, it’s that 

I’m busy dangling it in front of them that makes me blameworthy.  
 

Maybe you find that unpersuasive. Maybe you think the truth is that no one 

should bid, or that you should let only one person bid. But now suppose that the 

dollar I dangle in front of you was once partly yours. I took 20 cents from your 

pocket, and 20 cents from each of the pockets of four other students. And 

suppose that each of you are competing against each other and the dollar will 

make a very big difference to whoever ends up with it. In fact, whoever ends up 

with the dollar will use that dollar to try to outcompete you.13
 

 

This kind of dollar auction is corrupt. On the market, many companies operate in 

similarly corrupt environments. When you run a business, often your competition 

is already getting political privileges that tilt the playing field in their direction. 

Some of your tax dollars go towards contracts that benefit your competition at 

your (and other companies’) expense. You can sit idly by and be exploited, or 

you can seek rents in self-defense. If rent-seeking is sometimes excusable then 

in those cases we cannot apportion blame for the social waste generated by it to 
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
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 I’m grateful to Jason Brennan for this way of describing the corrupt dollar auction. 
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crony politicians and crony capitalists equally. Those who run the dollar auctions, 

those who distribute the rents, are, in those cases, the only blameworthy parties. 
 

9. Politics and Self-defense. Above, I offered three excuses politicians can turn to 

when they are accessories to government failure: “You asked for it,” “It’s good for 

my constituents,” and “It’s good for my party.” “You asked for it” excuses the 

politician on the delegate view, while implicating us as (incompetent) voters. I 

offered reasons to abandon this view above. But even if we accept it, we can still 

insist that an agent ought not follow through on her principal’s demands when the 

principal demands what is unethical. On the delegate view, there appears to be 

at least some reason for the agent to sometimes become a conscientious 

objector. If the principal has no moral right to demand the distribution of a rent 

that causes or contributes to government failure, then the agent has reason not 

to represent that demand in public. So even on this view the excuse may fail.  
 

“It’s good for my constituents” is supposed to be an excuse on the narrow trustee 

view, while “It’s good for my party” is an excuse on the party-centered view. 

These responses would only function as good excuses if a politician were morally 

permitted to pursue the good of her constituents or political party even in cases 

of government failure. But it is not. For this reason, none of these excuses should 

carry any water. The role morality of the politician-as-trustee and politician-as-

party-functionary, being parasitic on the general justification of the political 

system, can only generate prima facie duties, and can only be used to ground 

promises that are not inconsistent with the general justification. Promises and 

prima facie duties lose their moral weight and their status as legitimate excuses 

in contexts where the promise or prima facie duty conflicts with the justification of 

the system. 
 

Above, however, we also considered and found justified an excuse for socially 

negative rent-seeking when a market actor enters an already-corrupt market. 

Can it not be said that sometimes politicians are also excused when they act in 

self-defense in an already-corrupt political system? Might there not be a 

symmetrical case to be made for excusing a political actor for the same reasons? 

 

Justifications of self-defense depend, in part, on the reality and significance of 

the threat, weighed against the value of what is being defended. When a market 

actor enters an already-corrupt business environment, the threat to him is real. At 

least in some cases, the consequences of not engaging in rent-seeking is a 
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significant loss of potential income, and sometimes the loss of the business itself. 

If the difference between seeking rents and not seeking rents was a matter of 

somewhat lower profits, we would rightly expect them to avoid seeking rents. 

Contributing to corruption is not justified when the price of keeping your hands 

clean is low. 
 

The very same cannot be said of political actors. First, the threat appears to be 

less real than commonly thought. A politician may worry that she is vulnerable to 

the threat of campaign spending against her should she rebuff rent-seeking 

companies. It may be a perceived threat, but the evidence is either inconclusive, 

or it leans on the side of campaign spending having a small effect. Some have 

suggested that spending money on political campaigns is a consumption good, 

rather than an “investment.” This is the view of, for example, Stephen 

Ansolabehere, John de Figueiredo and James Snyder Jr. expressed in a paper 

titled, interestingly enough, “Why is there so little money in U.S. Politics?”14 If this 

is right, then worries by the Democratic Party about losing campaign 

contributions from the International Brotherhood of Electrical Workers, or by the 

Republican Party of losing funding from the National Rifle Association, have less 

of a foundation. 
 

Could a politician be excused for failing to know that there is no significant 

threat? If you’re making decisions on behalf of other people -- if you are an agent 

for your constituents -- you need to know that the threat is real before doing 

something that could negatively affect them. Even if you are an agent on behalf 

of your political party, you still have a strong duty to avoid government failure. 

Avoiding that failure requires you to look into whether this threat is real or 

imagined. 
 

Apart from the empirical literature, we can also take a closer look at the 

composition of the political class. The political class may represent our interests, 

but they do not represent us in the sense of sharing our socioeconomic status.15 

A significant number of them have training as lawyers. Others are themselves 

former business people. A majority of U.S. senators and house members hold 

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
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 See Stephen Ansolabehere, John de Figueiredo, and James M. Snyder Jr. (2003), Journal of 

Economic Perspectives, vol. 17, no. 01, pp. 105-130. 
15

 OpenSecrets.org compiles an annual list of the average net worth of U.S. senators and members of 
Congress. In 2011, the average net worth of a U.S. senator was $14,013,596, while the average net 
worth of a member of U.S. Congress was $6,594,859. 
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advanced degrees.16 The composition suggests that the claim of ignorance or 

excusable inadvertence is undermotivated and, frankly, implausible. The political 

class does not consist of unsophisticated rubes. It consists of sophisticated 

actors, either themselves sufficiently competent to navigate threats or capable of 

adequately selecting experts to fill gaps in their knowledge about whether a 

threat is real or perceived.  
 

Second, the significance of the threat is less pronounced. The demand that a 

market actor do something else or refuse to participate in a corrupt market falls 

flat. It falls flat because he may be unable to escape participating in a corrupt 

environment, or the requirement asks too much of him. Instead of running a 

business, he can be an employee of a business. But if he works as an employee 

within a corrupt market, he contributes indirectly to that corruption, and he 

benefits in the form of wages from that corruption. To escape a corrupt market 

may require him to avoid several kinds of industries, or, if crony capitalism is 

sufficiently widespread, the country. That is asking too much.  
 

But the same cannot be said for political actors. Recall that a successful excuse 

of self-defense not only requires a genuine threat, but also something sufficiently 

significant that is worth defending. Here, what is being defended is the chance of 

reelection.17 Asking a political actor to refuse to participate in corrupt practices 

may at best threaten her status and station as a political actor. But we do not put 

up with coercive institutions so as to enable people to live out their dreams of 

becoming political actors with a certain amount of celebrity. We can say to the 

politician “avoid politics” without thereby asking her to sacrifice something of 

comparable significance. It is possible that she would then participate in a corrupt 

business environment as a business person or employee, but this would change 

the charge from one of violating a strong duty that underpins the legitimacy and 

authority of the position, to the lesser charge of participating in corruption.  

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
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 In the U.S., and according to CQ Roll Call, 77 per cent of senators and 52 per cent of House members 
in the 112th Congress held advanced degrees. The majority of senators listed “Law” as their prior 
occupation (52), 36 listed “Public service/politics” as their prior profession, while 28 listed “Business.” The 
majority of House members listed “Business” (181) as their prior occupation, with “public service/politics” 
(172), and “Law” (148) coming in second and third. See “Demographics of the 112th Congress,” CQ 
Today, vol. 46, special “Guide to the New Congress” issue, (November 4, 2010), pp. 14-15. 
17

 Those who are not now in positions of political power do not have the ability to dole out rents, so it 
cannot be a threat against election. It may be interesting to inquire into whether or not it would be 
permissible for a politician to promise rents to certain companies in order to avoid being the target of 
negative campaign spending, without delivering on those promises once elected. It does strike me as 
permissible to do this, but I will not pursue this further here. 
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10. Conclusion. I’ve argued that government failures are a problem with rent-

distributing behaviour, rather than rent-seeking behaviour. That while there is a 

lot of blame to go around, most if not all of it should fall on the shoulders of the 

lobbied, rather than the lobbyists, on the politicians, rather than the crony 

capitalists they help to enrich at our expense. At the very least, when we see 

government failures, we should direct our gaze to the supply-side, to political 

actors and look for blame amongst the political class.  
 

Political actors are not merely the gatekeepers, they are also rule-makers. Unlike 

market actors who are not charged with the task of setting up the rules of the 

game, political actors, as a group, are so charged. It is part of their portfolio of 

responsibilities. There may be many cases where both the lobbyists and the 

lobbied collude to make things worse for the rest of us, but, when in doubt, we 

should blame the politicians. Crony capitalism, rent-seeking, regulatory capture, 

and government failure in general is a problem with our politics, not with our 

markets. 
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In many contexts, all of the individual members of a group can benefit from the efforts of each 
member and all can benefit substantially from collective action. For example, if each of us 
pollutes less by paying a bit extra for our cars, we all benefit from the reduction of harmful gases 
in the air we breathe and even in the reduced harm to the ozone layer that protects us against 
exposure to carcinogenic ultraviolet radiation (although those with fair skin benefit far more 
from the latter than do those with dark skin). If all of us or some subgroup of us prefer the state 
of affairs in which we each pay this bit over the state of affairs in which we do not, then the 
provision of cleaner air is a collective good for us. (If it costs more than it is worth to us, then its 
provision is not a collective good for us.) 

Unfortunately, my polluting less does not matter enough for anyone—especially me—to notice. 
Therefore, I may not contribute my share toward not fouling the atmosphere. I may be a free 

rider (or freerider) on the beneficial actions of others. This is a compelling instance of the logic 

of collective action, an instance of such grave import that we pass laws to regulate the behavior 
of individuals to force them to pollute less. 
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The strategic structure of the logic of collective action is that of the n-prisoner's dilemma 
(Hardin 1971, 1982a). If n is 2 and the two members are able to coordinate on whether they act 
together, there can be no free rider unless one of the members is de facto altruistic. As 
represented in Game 1, prisoner's dilemma for two players is essentially the model of exchange 
(Hardin 1982b). Suppose that, in the status quo, I have a car and you have $5000 but that both of 
us would prefer to have what the other has. Of course, each of us would rather have the holdings 
of both of us: both the money and the car. The second best outcome for both of us would be for 
you to have my car in exchange for my having your money. The status quo is a worse state of 
affairs for both of us than that in which we succeed in exchanging. In the matrix, the outcomes 
are ordinally ranked from best (1) to worst (4) for each player. For example, the outcome (upper 
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right cell) in which you yield the money and I keep the car is worst (4) for you as the Row player 
and best (1) for me as the Column player. 
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As an n-prisoner's dilemma for n >> 2, collective action is therefore essentially large-number 
exchange. Each of us exchanges a bit of effort or resources in return for benefiting from some 
collective provision. The signal difference is that I can cheat in the large-number exchange by 
free riding on the contributions of others, whereas such cheating in the two-person case would 
commonly be illegal, because it would require my taking from you without giving you 
something you prefer in return. 

In some collective provisions, each contribution makes the overall provision larger; in some, 
there is a tipping point at which one or a few more contributions secure the provision—as is true, 
for example, in elections, in which a difference of two more votes out of a very large number can 
change defeat into victory. Even in the latter case, however, the expected value of each voter's 
contribution is the same ex ante; there is no particular voter whose vote tips the outcome. Let us, 
however, neglect the tipping cases and consider only those cases in which provision is, if not an 
exactly linear function of the number of individual contributions or of the amount of resources 
contributed, at least a generally increasing function and not a tipping or step function at any 
point. In such cases, if n is very large and you do not contribute to our collective effort, the rest 
of us might still benefit from providing our collective good, so that you benefit without 
contributing. You are then a free rider on the efforts of the rest of us. 

Unfortunately, each and every one of us might have a positive incentive to try to free ride on the 
efforts of others. My contribution—say, an hour's work or a hundred dollars—might add 
substantially to the overall provision. But my personal share of the increase from my own 
contribution alone might be vanishingly small. In any case of interest, it is true that my benefit 
from having all of us, including myself, contribute is far greater than the status quo benefit of 
having no one contribute. Still, my benefit from my own contribution may be negligible. 
Therefore I and possibly every one of us have incentive not to contribute and to free ride on the 
contributions of others. If we all attempt to free ride, however, there is no provision and no 
‘ride.’ 
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The scope for free riding can be enormous. Suppose our large group would benefit from 
providing ourselves some good at cost to each of us. It is likely to be true that some subgroup, 
perhaps much smaller than the whole group, would already benefit if even only its own members 
contribute toward the larger group's good. Suppose this is true for k << n. This k-subgroup now 
faces its own collective action problem, one that is perhaps complicated by the sense that the 
large number of free riders are getting away with something unfairly. If one person in an 
exchange tried to free ride, the other person would most likely refuse to go along and the 
attempted free ride would fail. But if n - k members of our group attempt to free ride, the rest of 
us cannot punish the free riders by refusing to go along without harming our own interests. 

1.1 History 

The free rider problem and the logic of collective action have been recognized in specific 
contexts for millennia. Arguably, Glaucon in Plato's Republic (bk. 2, 360b-c) sees the logic in his 
argument against obedience to the law if only one can escape sanction for violations. First-time 
readers of Plato are often astonished that dear old Socrates seems not to get the logic but insists 
that it is our interest to obey the law independently of the incentive of its sanctions. 

Adam Smith's argument for the invisible hand that keeps sellers competitive rather than in 
collusion is a fundamentally important and benign—indeed, beneficial—instance of the logic of 
collective action. He says that each producer “intends only his own gain, and he is in this, as in 
many other cases, led by an invisible hand to promote an end which was no part of his intention. 
Nor is it always the worse for the society that it was no part of [the individual's intended end]. By 
pursuing his own interest he frequently promotes that of society more effectually than when he 
really intends to promote it” (Smith [1776] 1976, bk. 4, chap. 2, p. 456). The back of the 
invisible hand swats down efforts at price collusion, thereby pushing producers to be innovative. 

David Hume grasps the generality of the problem clearly. He says: 
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John Stuart Mill ([1848] 1965, book 5, chap. 11, sect. 12) expresses the logic very clearly in his 
defense of laws to require maximum hours of work. He supposes that all workers would be better 
off if the workday were reduced from, say ten to nine hours a day for all, but that every 
individual worker would be better off working the extra hour if most others do not. The only way 
for them to benefit from the shorter workday, therefore, would be to make it illegal to work 
longer than nine hours a day. 

Vilfredo Pareto stated the logic fully and for the general case: 
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Pareto's argument is framed for the negative case, such as the example of pollution above, but it 
fits positive provisions as well. Unfortunately, his argument is buried in a large four-volume 
magnum opus that is a rambling discussion of many and varied topics, and it seems to have had 
little or no influence on further discussion. 

Finally, the logic of collective action has long been generalized in a loose way in the notion of 
the free rider problem. And it is captured in the popular slogan, “Let George do it,” in which 
George typically stands in for the rest of the world. 

Despite such frequent and widespread recognition of the logic, it was finally generalized 
analytically by Mancur Olson only in 1965 in his Logic of Collective Action. The odd mismatch 
of individual incentives and what may loosely be called collective interests is the independent 
discovery of two game theorists who invented the prisoner's dilemma for two persons (see 
Hardin 1982a, 24-5) and of various philosophers and social theorists who have noted the logic of 
collective action in various contexts. In Olson's account, what had been a fairly minor issue for 
economists became a central issue for political scientists and social theorists more generally. 
From early in the twentieth century, a common view of collective action in pluralist group 
politics was that policy on any issue must be, roughly, a vector sum of the forces of all of the 
groups interested in the issue (Bentley 1908). In this standard vision, one could simply count the 
number of those interested in an issue, weight them by their intensity and the direction they want 
policy to take, and sum the result geometrically to say what the policy must be. Olson's analysis 
abruptly ended this long tradition; and group theory in politics took on, as the central task, trying 
to understand why some groups organize and others do not. 

Among the major casualties of Olson's revision of our views of groups is Karl Marx's analysis of 
class conflict. Although many scholars still elaborate and defend Marx's vision, others now reject 
it as failing to recognize the contrary incentives that members of the working class face. (Oddly, 
Marx himself arguably saw the cross-cutting—individual vs. group—incentives of capitalists, the 
other major group in his account.) This problem had long been recognized in the thesis of the 
embourgeoisement of the working class: Once workers prosper enough to buy homes and to 
benefit in other ways from the current level of economic development, they may have so much to 
lose from revolutionary class action that they cease to be potential revolutionaries. 

In essence, the theories that Olson's argument demolished were all grounded in a fallacy of 
composition. We commit this fallacy whenever we suppose the characteristics of a group or set 
are the characteristics of the members of the group or set or vice versa. In the theories that fail 
Olson's test the fact that it would be in the collective interest of some group to have a particular 
result, even counting the costs of providing the result, is turned into the assumption that it would 
be in the interest of each individual in the group to bear the individual costs of contributing to the 
group's collective provision. If the group has an interest in contributing to provision of its good, 
then individual members are (sometimes wrongly) assumed to have an interest in contributing. 
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Sometimes, this assumption is merely shorthand for the recognition that all the members of a 
group are of the same mind on some issue. For example, a group of anti-war marchers are of one 
mind with respect to the issue that gets them marching. There might be many who are along for 
the entertainment, to join a friend or spouse, or even to spy on the marchers, but the modal 
motivation of the individuals in the group might well be the motivation summarily attributed to 
the group. But very often the move from individual to group intentions or vice versa is wrong. 

This fallacious move between individual and group motivations and interests pervades and 
vitiates much of social theory since at least Aristotle's opening sentence in the Politics. He says, 
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Even if we grant his parenthetical characterization of individual reasons for action, it does not 
follow that the collective creation of a city-state is grounded in the same motivations, or in any 
collective motivation at all. Most likely, any actual city-state is the product in large part of 
unintended consequences. 

Argument from the fallacy of composition seems to be very appealing even though completely 
wrong. Systematically rejecting the fallacy of composition in social theory, perhaps especially in 
normative theory, has required several centuries, and invocation of the fallacy is still pervasive. 
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Olson based his analysis on Paul Samuelson's theory of public goods. Samuelson (1954) noted 
that some goods, once they are made available to one person, can be consumed by others at no 
additional marginal cost; this condition is commonly called jointness of supply or nonrivalness 
of consumption, because your consumption of the good does not affect mine, as your eating a 
lovely dinner would block my eating it. Therefore, in standard price theory, in which price tends 
to equate to marginal cost, such goods should have a zero price. But if they are priced at zero, 
they will generally not be provided. In essence, price theory commends free riding on the 
provision of such goods. This might sound like merely a cute logical problem; but standard 
examples include radio broadcasts, national defense, and clean air. If any of these is provided for 
anyone, they are de facto provided for everyone in the relevant area or group. 

There is a second feature of Samuelson's public goods that would make them problematic in 
practice: the impossibility of exclusion. Once supplied at all, it is supposedly impossible to 
exclude anyone from the consumption of a public good. It is often noted that this feature is 
analytically interesting but empirically often beside the point. States often forcibly exclude 
people from enjoying such public goods as radio broadcasts. Others can be provided through the 
use of various devices that enable providers to charge the beneficiaries and to exclude those who 
do not pay, as for example, by advertising that imposes a cost on television viewers or the use of 
cable rather than broadcasting over the air to provide television programming at a substantial 
price. Exclusion is merely a problem of technology, not of logic. With present technology, 
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however, it may be too expensive to exclude many people and we may therefore want the state to 
provide many goods so that we can avoid the costs of exclusion. 

There are some compelling cases of goods that are both joint in supply and nonexcludable. 
National defense that protects cities against attack from abroad, for example, is for all practical 
purposes a good with both these features. But the full logic of public goods is of little practical 
interest for many important contexts. Indeed, what are often practically and politically interesting 
are goods that are in fact provided collectively, independently of whether they have either of the 
defining features of public goods. We can even provide purely private consumptions through 
collective choice. For example, most welfare programs transfer ordinary private consumption 
goods or resources for obtaining these. Although technically these are not public goods in 
Samuelson's sense, we can refer to them as collective goods and we can treat provision of them 
as essentially problems of collective action. 

Olson notes that very many politically provided goods, such as highways and public safety, 
roughly have the qualities of Samuelson's public goods and therefore face the problem of free 
riding that undercuts supply of the goods. Note that the supply of such goods by the state 
overcomes the free rider problem because voters can vote on whether everyone is required to pay 
toward the provision, as in the case of national defense. If I am voting whether the good is to be 
provided, I cannot free ride and I need not worry that anyone else can either. We can all vote our 
overall preferences between supply at the relevant individual cost versus no supply and no cost 
of provision, so that democratic choice turns our problem into a simple coordination—if we are 
all in agreement that a relevant good should be collectively provided. 

From the analysis of the de facto logic of collective action that would block the spontaneous 
provision of many fundamentally important classes of collective goods we can go on to argue for 
what is now often called the public-goods theory of the state (Baumol 1952, 90-93; more 
generally see Hardin 1997). The public-goods account gives us a clear normative justification of 
the state in welfarist terms: The state resolves many centrally important and potentially pervasive 
free rider problems. It does not give us an explanatory account of the origins of the state, 
although it could arguably contribute to the explanation of the maintenance of a state once it 
exists. It might do so through support for the state's collective provisions and, therefore, support 
for the state. Unfortunately, as libertarians are quick to note, giving the state power to resolve 
certain free rider problems also gives it the power to do many other things that could not be 
justified with similar normative arguments. 
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The modern view of the fallacy of composition in social choice is a product of the understanding 
of politics as self-interested. That understanding begins partially with Niccolò Machiavelli, who 
advised the prince to act from his own self-interest. A century later, Hobbes did not bother to 
advise acting from self-interest because he supposed virtually everyone naturally does so. From 
that assumption, he went on to give us the first modern political theory of the state, an 
explanatory political theory that is not merely a handbook for the prince and that is not grounded 
in normative assumptions of religious commitment. To some extent, therefore, one could credit 
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Hobbes with the invention of social science and of explanatory, as opposed to hortatory, political 
theory. 

Hobbes's argument for the state is an argument from mutual advantage. We all benefit if there is 
a powerful state in place to regulate behavior, thereby enabling us to invest efforts in producing 
things to make our lives better and to enable us to exchange with each other without fear that 
others will wreck our efforts. Some scholars see this resolution as a matter of mutual cooperation 
in a grand prisoner's dilemma. This is strategically or game theoretically wrong because putting a 
state in place is a matter of coordination on one or another sovereign, not a matter of exchange 
among us or between us and the sovereign. Once that state is in place, it might be true that I 
would rather free ride on the better behavior of my fellow citizens, who are generally law-
abiding. But I generally cannot succeed in doing so, because there is police power to coerce me 
if necessary. 

What I cannot free ride on is the creation of a state. I want the state, just as everyone who sees it 
as mutually advantageous wants it. Suppose that somehow, perhaps using the ring of Gyges to 
make me invisible as Glaucon proposed, I could get away with theft or other crimes. Even then, I 
would still want the state to have the power to coerce people into order because if they are not 
orderly, they will produce nothing for me to steal. If it is true, as Hobbes supposes, that having a 
state is mutually advantageous, it follows that we all want it; and none of us can free ride on 
whether there is a state. Either there is one or there is not, and if there is one, then I am 
potentially subject to its powers of legal coercion. On balance, I would want there to be an 
effective state for the protections it gives me against others despite its potential for coercing me 
into good behavior. 

When we vote on a policy, as discussed above, we de facto change our problem from a 
collective-action prisoner's dilemma into a simple coordination problem by ruling out individual 
idiosyncrasies in our choices. We have only collective choice: provision for all or provision for 
none. Although the state is itself not the resolution of a giant prisoner's dilemma or collective 
action, as is sometimes supposed, it can be used to resolve prisoner's dilemma interactions. 
Suppose you and I both want cleaner air but that each of us would free ride on the efforts of 
others to clean the air. State policy can block free riding, if necessary at metaphorical gunpoint. 
We both prefer the general effort to provide cleaner air and we both pay our share toward the 
cost of providing it. 
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The facts that there is a lot of collective action even in many large-number contexts in which the 
individuals do not have rich relationships with each other and that, therefore, many people are 
not free riding in relevant contexts suggest at least three possibilities. First, there are ways to 
affect the incentives of group members to make it their interest to contribute. Second, 
motivations other than self-interest may be in play. Third, the actors in the seemingly successful 
collective actions fail to understand their own interests. Each of these possibilities is important 
and interesting, and the latter two are philosophically interesting. Each is also supported by 
extensive empirical evidence. 
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In the first category are the by-product theory proposed by Olson and the possibility that political 

entrepreneurs, at least partially acting in their own interest, can engineer provisions. In the by-
product theory, I might contribute to my group's effort because the group ties my contribution to 
provision of some private good that I want, such as participation in the Sierra Club's outdoor 
activities or, in the early days of unions, low-cost group-insurance benefits not available in the 
market. Such private goods can commonly be provided in the market, so that their usefulness 
may eventually be undercut. Indeed, firms that provide insurance benefits to their employees 
thereby undercut one of the appeals of union membership. The general decline of American 
unions in recent decades is partially the result of their success in resolving problems for workers 
in ways that do not require continuing union effort. 

When collective goods can be supplied by government or some other agency, political 
entrepreneurs might organize the provision. For example, Senator Howard Metzenbaum worked 
to get legislation on behalf of the poor and of unions, although he was certainly not poor and was 
not himself a working member of a union. Yet he benefited from his efforts in support of these 
groups if they voted to keep him in office. Because there is government, collective action of 
many kinds is far more likely than we might expect from the dismal logic of collective action. 

Turn now to the assumption of self-interest. In generalizing from the motive of self-interest to 
the explanation and even justification of actions and institutions, Hobbes wished to reduce 
political theory to an analog of geometry or physics, so that it would be a deductive science. All 
of the statements of the logic of collective action above are grounded in an assumption of the 
self-interested incentives of the actors. When the number of members of a group that would 
benefit from collective action is small enough, we might expect cooperation that results from 
extensive interaction, mutual monitoring, and even commitments to each other that trump or 
block narrowly self-interested actions. But when the group is very large, free riding is often 
clearly in the interest of most and perhaps all members. 

Against the assumption of purely self-interested behavior, we know that there are many active, 
more or less well funded groups that seek collective results that serve interests other than those 
of their own members. For a trivial example, none of the hundreds of people who have been 
members of the American League to Abolish Capital Punishment is likely to have had a personal 
stake in whether there is a death penalty (Schattschneider 1960, 26). In our time, thousands of 
people are evidently willing to die for their causes (and not simply to risk dying—we already do 
that when we merely drive to a restaurant for dinner). Perhaps some of these people act from a 
belief that they will receive an eternal reward for their actions, so that their actions are consistent 
with their interests. 

Finally turn to the possible role of misunderstanding in leading people to act for collective 
provisions. Despite the fact that people regularly grasp the incentive to free ride on the efforts of 
others in many contexts, it is also true that the logic of collective action is hard to grasp in the 
abstract. The cursory history above suggests just how hard it was to come to a general 
understanding of the problem. Today, there are thousands of social scientists and philosophers 
who do understand it and maybe far more who still do not. But in the general population, few 
people grasp it. Those who teach these issues regularly discover that some students insist that the 
logic is wrong, that it is, for example, in the interest of workers to pay dues voluntarily to unions 
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or that it is in one's interest to vote. If the latter is true, then about half of voting-age Americans 
evidently act against their own interests every quadrennial election year. It would be extremely 
difficult to assess how large is the role of misunderstanding in the reasons for action in general 
because those who do not understand the issues cannot usefully be asked whether they do 
understand. But the evidence of misunderstanding and ignorance is extensive (Hardin 2002). 
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The logic of collective action has become one of the richest areas of research and theory in 
rational choice theory in the social sciences and philosophy. Much of that literature focuses on 
the explanation of varied social actions and outcomes, including spontaneous actions, social 
norms, and large institutions. One of its main areas is efforts to explain behavior in elections. In 
general, voting seems clearly to be a case of collective action for the mutual benefit of all those 
who support a particular candidate or whose interests would be furthered by that candidate's 
election. If voting entails costs to individuals whereas the benefit from voting is essentially a 
collective benefit only very weakly dependent on any individual's vote, individuals may find it in 
their interest not to vote (Downs 1957). When the number of voters on one side of an election is 
in the tens of millions, no individual's vote is likely to matter at all. Even though it is not 
narrowly in their own individual interest to do so if there are any costs to be borne in going to the 
polls to vote and in learning enough about various candidates to know which ones would further 
a voter's interests, millions of people vote. This is one of the most notorious failures of the 
rational choice literature. A standard response to the phenomenon of massive voting is to note 
how cheap the action is and how much public effort is expended in exhorting citizens to vote. 
But it seems likely that much of the voting we see is normatively motivated. 

Both the voting that does happen and the non-voting or free riding that accompanies it as well as 
the level of ignorance of voters call simple normative theories or views of democracy into 
question. “The will of the people” is a notoriously hallowed phrase that is vitiated by logical 
fallacy and that is generally meaningless as a supposed characterization of democracy, in which 
decisions are majoritarian and not unanimous (Kant [1796] 1970, 101; Maitland [1875] 2000, 
101-112). It might on rare occasion be true that the people are in virtually unanimous agreement 
on some important policy so that they share the same will on that issue. But generally, there is a 
diversity of views and even deep conflict over significant policies in modern pluralist 
democracies. In large societies, democracy is invariably representative democracy except on 
issues that are put to direct popular vote in referendums. Even this term, “representative,” is 
gutted by logical fallacy. My representative on some governmental body is apt to work on behalf 
of my interests some of the time and against them some of the time. Even those for whom I vote 
often work against my interests; and if they should be said to represent me, they often do a very 
bad job of it. 

Note that, as mentioned earlier, the election of a candidate is a good whose provision is a step 
function of the number of votes. If there are n votes cast, then half of n - 1 votes spells defeat and 
half of n + 1 spells victory. If, as Mayor Daley did with the Chicago votes in the US presidential 
election of 1960, I could withhold my vote until all others have been counted, my vote might 
actually tip the result to victory for my candidate. In actual fact, the typical voter casts a vote in a 
state of ignorance about the final count. I might readily expect the margin to be very large or I 
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might expect it to be very narrow. But I am unlikely to expect it to be tied, so that my own vote 
would be decisive. Hence, although the actual provision is a step function, my vote or my free 
riding must be based on some sense of the expected effect of my vote, and that must generally be 
minuscule for any election in a large electorate. With extremely high probability, my vote is 
likely to have no effect. 
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The fact that people do organize for collective purposes is often taken to imply the normative 
goodness of what they seek. If the by-product theory is correct, however, this conclusion is 
called into question. For example, we might join a union merely to obtain insurance at the 
inexpensive group rate even though we vote against all its strike proposals, would never join a 
picket line, and might even be hostile to the idea of unions. Or we might go to a political 
demonstration for varied reasons other than agreement with the ostensible object of the 
demonstration; for example pro-war proponents might join in a peace march on a glorious day to 
hear performances by outstanding singers in a large public park—something they might happily 
have paid to do. 

Also, free riding on the provision of a collective good is often characterized as morally wrong. 
H.L.A. Hart (1955, 185-6) says that, if others are cooperating for mutual benefit and I benefit 
from their cooperation, then I have an obligation to do my share. John Rawls ([1971] 1999, 96) 
cites this argument favorably. Robert Nozick (1974, 90-95) dismisses the claim, as would anyone 
who thinks with Hume that we cannot deduce an ought from an is (Hume [1739-40] 1978, book 
3, part 1, sect. 1, p. 469). Nozick notes that Hart's position would entail the possibility that others 
could impose an obligation on me merely by their acting cooperatively to provide some good 
from which I also benefit. One might conclude that free riding in some instance is wrong, but 
this cannot follow merely from the fact that it is free riding, as Hart and Rawls wrongly presume. 
Rawls ([1971] 1999, 98) also says that, unlike public officials who have taken an oath, citizens 
have no obligation to obey the government, although they surely can benefit substantially from 
its actions. This view seems to be consistent with his reading of Hart. 

Some people insist, of course, that we have a moral duty to vote, although it is extremely 
difficult to ground that duty in any more basic and compelling set of principles. People 
sometimes even argue from a loose generalization argument, and ask, “What if everybody failed 
to vote?” or, in the language here, “What if everybody chose to free ride on the voting of 
others?” The practical answer to that question, of course, is that everybody does not choose to 
free ride, only some do, and that it is exceedingly unlikely that everyone will choose to do so. 
But if I think almost no one else will vote, I should probably conclude that it is therefore then in 
my interest to vote (that day has yet to come). Perhaps there is some number of citizens, k, such 
that, if fewer than k citizens vote, democracy will fail. If so, half of all citizens seems likely to be 
a number significantly greater than k. Local elections in the US often turn out far less than half 
the eligible citizens and presidential elections turn out a bit more than half. One may question 
just what kind of democracy the US has, but it seems in some significant ways to work. 

The generalization argument here is a variant of the fallacy of composition and it is logically 
specious in its presumed implication. Yet many people assert such an argument in collective 
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action contexts, and they may very well be motivated by the apparent moral authority of the 
argument. An alternative question here would be something like: “What if everybody failed to 
take into account the effect of their own vote on the election?” The answer is that roughly half of 
Americans may well fail to take into account the effect of their own votes on elections, and they 
vote. The rest ride free. 
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PROBLEM AND OPPORTUNITY 

Hematopoietic blood stem cell (HSC) procurement is a highly inefficient sector of the medical 
services industry. Each year, 8,000 people with various blood diseases, like leukemia or sickle cell 
anemia, need a hematopoietic stem cell transplant (HSCT). Over 1,000 of these people die 

waiting to find a suitable donor in the 
existing registry. Sadly, 60% of donors 
in the national registry are unwilling or 
unable to donate when contacted. This 
high dropout rate comes from a variety 
of causes: lost contact, job 
commitments, childcare, inconvenience, 
and misinformation are the most 
common reasons. 

To fix the 60% dropout rate, patients 
initiated legal action in 2012 to allow 
financial compensation to HSC donors. 

They argued compensation would allow the national registry to recruit more donors and 
encourage their donors to follow through to donation once identified as a match. They won, 
aligning the industry with the best practices of egg, sperm, and plasma donor industries. 
However, the only HSC registry in the United States strongly opposed the movement and they 
argued that all HSC donations should be altruistic. Donor compensation fell dormant. Tragically, 
this viewpoint comes at the expense of patients and adds tremendous cost to the system. Hemeos 
is the first independent HSC registry using the donor compensation model. Hemeos is positioned 
to challenge the norms of the $400M monopolized HSCT industry and help those patients 
desperately in need of a suitable donor. 

 
HEMATOPOIETIC STEM CELL TRANSPLANT INDUSTRY SNAPSHOT 

Our customers comprise of approximately 185 U.S. transplant hospitals that conduct HSCT 
surgery. These hospitals currently search the national registry, run by the National Marrow Donor 
Program (NMDP), for potential donors. They search for donors who are a suitable Human 
Leukocyte Antigens (HLA) match for their patients. The NMDP then contacts selected donors 
for further medical screening. Following successful screening, only one donor is selected to go to 
a medical “collection center” and donate. The HSC are then transported from the collection 
center to the transplant hospital for the transplant procedure. The hospital pays ~$50K to the 
NMDP for each HSC donation. 

HEMEOS POSITIONING AND STRATEGY 

Hemeos currently focuses on recruiting African American donors because 1 in 3 African American 
patients cannot find a suitable donor. Because HLA type is genetic, donor-patient matches 
generally align by race. To date, we have recruited over 1,000 donors and four transplant centers 
agreed to use Hemeos once we are operational. We acquired these hospitals because of our focus 
on recruiting African American donors and our entrance as a price leader. Due to efficiencies from 
the donor compensation model, Hemeos can reduce the HSC price to the hospitals by 20%. 
Additionally, Hemeos has a 5-year exclusive license for the only viable 3rd party donor-patient 
matching software on the market (currently used in over 30 international registries). Hemeos is 
positioned for rapid growth in an under-serviced market.

FINANCING: 

Current Round: $900K Seed 
 

USE OF FUNDS: 

1. Software License 
2. Donor HLA Typing 
3. Hospital Sales & Marketing 
4. Strategic Operations Hire 
 
 

TEAM: 
Doug Grant, CEO 
douggrant@hemeos.com 
 
Craig Poland, CFO 
craigpoland@hemeos.com 
 
Jon Fernandez, CMO 
jonfernandez@hemeos.com 
 
Onik Quddus, CTO 
onikquddus@hemeos.com 

 

Growing Market, Unmet Demand: $105M of a 
$400M market unserved, 6% growth per year 
 
1st Mover Advantage: Incumbent cannot adopt 
compensation strategy, allowing Hemeos to be a 
price leader and maintain higher margins 
 
Barrier to Entry: Exclusive 5-year U.S. license for 
the only viable 3rd party donor-patient HLA 
matching software available on the market  

 

THE INVESTMENT OPPORTUNITY 
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A
s soon as Harold Leeson, the CEO of Natural Foods, pulled into the parking lot

of his company’s headquarters, his phone rang. It was Kenneth King, one of

his board members. Harold braced himself before answering.

“This is a total mess,” Ken said immediately.

“I know,” Harold replied, exhaustion creeping into his voice. “But our publicity team is

telling me it’s going to calm down soon—people will forget about it.”

“Which people? The media? Our employees? Our customers? Because a lot of people are

upset with us right now. And personally, I think they have a right to be.”

The trouble had started several weeks earlier, when the StarTribune ran a story about the

donation that Natural Foods, a midsize chain of organic grocery stores based in

Minneapolis, had made to a super PAC called Minnesota Business First. The company had

chosen to support the group because of its plan to fund ads promoting political

candidates who had strong pro-business platforms in the upcoming elections. However,

in a last-minute push to court conservative voters in a tight race, one of those candidates,

Pat Erikson, a rising star in the Minnesota Republican Party, had taken a strong stance

against gay marriage, saying that he’d vote against any bill to legalize it. Much to Harold’s

dismay, Natural Foods was now equated with that position.



“I’m not happy about it either,” Harold told Ken. “You know more than anyone how much

I don’t want the word ‘antigay’ associated with Natural Foods.” The two men had

discovered early on in their 10-year working relationship that each of them had a gay son.

When Harold had approved the super-PAC donation a few months before, he hadn’t

thought to question how Minnesota Business First vetted candidates on social issues.

And even when Erikson shifted to his hard-line stance on gay marriage, Harold hadn’t

anticipated how big the ramifications would be for Natural Foods.

Customers had staged protests at several of the company’s larger stores in San Francisco,

Los Angeles, and Minneapolis, and many of its 10,000 employees had signed a letter to

Harold asking that Natural Foods explain its support of Erikson. Several senior executives

privately expressed concern that their gay and lesbian team members were feeling

alienated. With the help of Betty Martin, Natural Foods’ head of government relations,

Harold had issued an internal statement saying that the chain’s donation did not mean

that Natural Foods endorsed all the views of the candidates Minnesota Business First

supported and that the executive committee and the board would be reviewing its policy

on campaign donations.

“I saw your letter to the employees, and that was the right message,” Ken said. “Make it

clear that Erikson’s position is not what Natural Foods stands for; we’re a socially

progressive organization.” The company was known for being a generous donor to

nonprofits, both in Minnesota and in other states where it had stores; it gave 5% of its

pretax operating profits to charity each year.

“But we need to take it a step further,” Ken continued. “As someone who gets paid to

think about risks that you and your team don’t see, this is where I need to advise you to

avoid making the same mistake again. Natural Foods should get out of politics.”

“Do you think I would have gotten a
meeting with the governor on 24-hour
notice if we hadn’t been a donor?”



Harold had known that this would be Ken’s take on the situation. Ken had always argued

that the world of campaign donations and lobbying was a minefield that sooner or later

would result in a crisis, just like this one. But he was outnumbered by fellow directors

who thought that ignoring politics was even riskier. There were many policy issues, from

taxes to food regulations, in which the company needed a say if it was to remain a

successful, profitable business and realize its mission of getting healthful food into the

hands of more people.

“Everyone likes to say it’s im possible,” Ken said now. “But look at Starbucks, Costco.

They don’t make federal campaign donations. They don’t lobby Congress. And the

Supreme Court’s decision in Citizens United hasn’t changed their position on that.”

“Come on, Ken. That’s all true, but those companies are in politics. They’re just involved

in ways that don’t leave obvious ‘receipts’ lying around for the national media to find.

We’ve built our reputation on doing the right thing for people—our customers, our

employees, the environment—and most of the issues we get involved in put those

stakeholders first. Think about how we support the expansion of federal food education

and safety programs. We need political clout to make those things happen. And it doesn’t

cost us much; it’s a tiny percentage of our revenue.” Harold looked out his car window

and saw several employees wave at him on their way into the office. He was usually one

of the first to enter the building, but this call was holding him up.

“We can maintain that reputation by giving to charities and nonprofits, but politics is

getting too dangerous,” Ken retorted. “I’m not even sure we’re getting the results we want

from these donations.”

“We’ve gone over this before,” Harold said. “Betty has made it clear that supporting these

PACs isn’t about buying legislation or votes, but it does give us a voice. Do you think I

would have gotten a meeting with the governor on 24-hour notice if we hadn’t been a

donor?” The year before, the Minnesota legislature had taken up a GMO-labeling bill that,

if passed as written, would have imposed requirements inconsistent with those in other

states, forcing the company to change its labeling system and costing it millions of

dollars. Harold had secured the governor’s word that he would veto it and encourage

state lawmakers to focus on rules more consistent with those in place elsewhere.
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“Please. We’re one of the biggest employers in Minnesota. We’d have that access even if

we didn’t make donations.”

“That’s not what Betty says,” Harold replied. “Let’s talk to her about this at the board

meeting.”

“You know what her position is going to be,” Ken said. “She doesn’t want to jeopardize

her job.”

No Way Out?

Harold was opening his car door when the

phone rang again. It was Betty. He was sure

the conversation would be one he didn’t

want to have walking the halls, so he closed

the door and leaned back again.

“Listen, Harold. I hope you’re not panicking

this morning.”

“Is there a reason I should be? More

protests?”

“No, no. Like I said last night, it’s already dying down. We just need to give it more time,

not make any rash decisions. I know you’ve been hesitant about our super-PAC

donations. But we need to do everything we can to get access to politicians who are

potentially sympathetic to us.”

“Right. But I just spoke to Ken, and you won’t be surprised to hear that he thinks this is a

sign. Perhaps we do need to rethink what we’re doing in politics—though I know that

would have big implications for you.”



“This isn’t about me,” Betty said curtly. “It’s about what’s best for Natural Foods. It’s

absurd to think that a company our size doesn’t need influence in Saint Paul and

Washington. How would you feel not having a voice in the debate on the definition of

‘organic,’ or in the conversation on import tariffs for the specialty products our customers

demand? When the farm bill comes up in Congress this year, do you want a say or not?

These are things that affect our business model. We’d be silly not to give ourselves access

to decision makers, especially since our positions on all these issues are subtle. We can’t

explain them with philanthropy or reduce them to marketing sound bites.”

Harold knew she had a point, but he wasn’t fully convinced. “The StarTribune article said

that only 10% of publicly traded companies lobby at the federal level, and only half the

S&P companies make campaign contributions. I didn’t believe those numbers at first, but

I checked them. Even in a post–Citizens United world, it seems we’re the outlier here.”

“But we’re already in the game—and playing it successfully, in spite of this situation with

Erikson,” Betty said. She explained that Starbucks and other companies had adopted

policies against campaign contributions early on. And although Howard Schultz,

Starbucks’s CEO, might be able to catch key politicians’ ears regardless, most chief

executives weren’t in that position. “We meet with governors. We meet with our

representatives and senators. We meet with majority and minority leaders and with key

committee chairs. We’d be crazy to throw away the investment we’ve put into making

that happen.”

Even before Citizens United, the company had maintained a traditional PAC through

which it amassed employee and shareholder contributions to target specific candidates.

But those donations were limited to $5,000 per candidate. For the past five years Natural

Foods had shifted money from its general treasury to super PACs, where contributions

were unlimited, and had been lobbying at the national level.

“So what do I tell our customers? What do I tell our employees?” Harold shifted in his

seat. He knew his assistant would be wondering where he was.



“Like I said, Harold, this situation is an anomaly, and everyone will move on soon.

Revenue at the stores where there have been protests hasn’t even dropped. But politics

does not go away. We need those relationships.”

Harold jumped when someone knocked on the glass next to him. It was Camilla

Fernandez, the company’s no-nonsense general counsel.

When he lowered the window, she said, “You’re late for our meeting.”

It Could Happen Again

Harold was happy to finally be in his office. Camilla sat opposite him.

“I know you don’t like to wait,” he said. “Sorry about that.”

She shrugged. “I saw you on the phone. I assume you’re getting calls about the protests?”

Harold told her about his conversations with Ken and Betty.

“Everyone is giving you their gut reaction, Harold. Betty loves politics. Ken hates it. We

need to be measured about this.”

“That’s why I wanted to meet,” he said. “I’d like to get your perspective.”

“Is there a middle ground?” Camilla asked. “Could we give to campaigns exclusively

through the National Grocers Association PAC? We wouldn’t have as much say over the

candidates endorsed, but if there were problems, it would be Whole Foods or Safeway

taking the heat, not us.”

“But then it’s also them, not us, with access to lawmakers,” Harold said.

“OK, so what about taking out the middleman?” Camilla said. “Just give directly to

candidates we’ve thoroughly vetted.”



“In either of those cases, our contributions would be limited by the laws governing

traditional PACs. Plus reviewing candidates would mean that Betty needed more

resources, and the board would have to approve a new process and criteria. And I don’t

know that we could say for sure whether a candidate would be aligned with all the issues

we care about.”

“We’d be even more closely tied to the next Pat Erikson.”

Harold nodded. “This all just leaves such a bad taste in my mouth.”

“What does Nick say?” Camilla asked, referring to Natural Foods’ CFO.

“He says that neither store revenue nor the stock price has been affected, and until they

are, he doesn’t have an opinion.”

“Spoken like a true numbers man,” Camilla said. “But I’m surprised we haven’t seen any

financial fallout yet.”

Me too, Harold thought.

A Bold Move?

That evening Harold was returning to his car when his phone rang: Conversations with an

angry Ken would bookend his day. This time Ken was more subdued, however. He had

talked to several other board members that afternoon, and opinion was divided.

“I’ve been going back and forth on this all day,” Harold said. “Betty made some strong

arguments about why we need to keep investing in politics. And Camilla had some good

advice about ways we could stay active with less risk.”

“Betty’s talking her own book, and Camilla’s a lawyer—of course she’s going to try to

mediate between the parties and negotiate a palatable compromise. But this is your

opportunity to make a bold move and do what’s right for the company. There’s a real

split, Harold. People are looking to you to lead the way.”



Should Natural Foods stop making campaign contributions?

The Experts Respond

Ken Cohen is the vice president of public and government affairs for Exxon Mobil

Corporation.

In my view, the heart of this controversy is actually management’s reaction to the

accusations of discrimination. The company’s first priority should be to clarify its

position on the issue of gay marriage and thus change the perception that Natural Foods

shares the candidate’s view. As it is, events are defining the company’s stance. An

internal statement from the CEO, especially one that sounded as defensive as his did, is

not enough. Harold (or a designated spokesperson) must say that Natural Foods opposes

discrimination of any kind—period. Then his team needs to get that message out in a

variety of venues—blog posts, in-store displays, a CEO interview or two.

That said, Natural Foods should not stop making campaign donations. Any company of

size and consequence should be actively engaged in the political process, and that

includes political giving. Once in office, candidates are likely to give reasonable access to

those who helped them.

In today’s world, where business is highly regulated, corporate leaders who insist on

staying out of politics may be neglecting their fiduciary responsibilities. Not only is Ken

King’s stance unrealistic for Natural Foods, but it could damage shareholder value over

the long term, leaving the company at the mercy of too many external players. At Exxon

Mobil, where I head up our company’s PAC, we see campaign donations as an important

way to stay involved in political discussions. After all, few industries are more closely

regulated than energy.

Natural Foods shouldn’t give up its role in
the political process because of this one
incident.



Answers from the hbr.org
community

Go with a lobbyist

The company should allocate all its

campaign contributions to a lobbyist

or a lobbying firm, which would

advance Natural Foods’ interests but

without the exposure. The lobbyist

would also use the money more

effectively, targeting specific issues

that are important to Natural Foods,

such as import tariffs or farm

bills. Alex Chang, consultant, Cerner

Corporation

Align actions with values

When making contributions, we seek out candidates who have a history of supporting

open markets, understand business, and have demonstrated a willingness to hear the

facts involved in a particular debate. We certainly don’t expect a candidate we’ve

supported to vote in our favor 100% of the time, but we do seek to have a voice in the

debate. Camilla, the general counsel, suggested better vetting of candidates, but of

course that’s not always possible. We focus on the candidate’s positions on issues that are

core to our business.

Recently we’ve had some investors who shared Ken King’s views and introduced proxy

proposals that would impact our ability to influence policy making. To date, however,

these initiatives have not gained much support from other shareholders.

Natural Foods shouldn’t give up its role in the political process because of this one

incident. Campaigns generate controversy and debate, which the media will cover. It’s

how you handle yourself in such situations that matters. As long as Harold and his team

are clear on what the company stands for, Natural Foods can survive those storms and

retain the access to government decision makers that gives it a place at the table in policy

debates relevant to its business.

John Harrington is the president and CEO of

Harrington Investments, a registered

management advisory firm.

Ken King is mostly right when he says that

Natural Foods needs to get out of politics.

Political donations are not a good use of the

company’s money and, as the current

situation demonstrates, can be harmful to

its reputation.

Executives often frame campaign

contributions as investments in their

company’s future—a necessity if they want

to be engaged in the political process and to



What are the company’s values, and

how do its actions align with them?

As an employee, a customer, or an

investor, I would want to know the

answers to those questions long

before a crisis occurred. John Calia,

CEO group chair, Vistage

International

Protect the brand

Natural Foods should withdraw, for

three reasons: (1) Issue advocacy can

be done without direct political

contributions; (2) election outcomes

and popular thinking create risks

that lobbying cannot manage well;

and (3) the other positions of

candidates that aren’t directly

relevant to the business may create

risk for the overall brand. Robert J.

Choi, principal, RJC & Co.

Stay away from PACs

Political endorsement is very

different from issue alignment, and

getting behind a PAC that supports a

slate of candidates is always a high-

risk proposition. I would never advise

a client to get involved with a PAC;

too many of them have dubious

practices that go unchecked. If you

favor what the PAC advocates, align

with a legacy organization in the

issue sector that is publicly

accountable. Art Stewart, vice

president for corporate

development, Maine Pointe

secure beneficial tax legislation and

business contracts. But this argument has

many flaws.

For one, when a company gives money to a

PAC (or a super PAC), it has no control over

how the money is ultimately spent, as the

Natural Foods case makes clear. Even if your

donation goes directly to a campaign, you

can’t ensure that your candidate, if elected,

will feel beholden to you on every issue.

Elected officials decide on hundreds, if not

thousands, of pieces of legislation each year,

and because of the way the system works,

they have to make deals and trade votes,

which can work against your interests.

Politicians have also been known to pass

some of their own campaign money on to

others to secure a vote, a committee

assignment, or a leadership position. Your

influence as a corporate donor is extremely

limited, and your donation may actually be

put to work against you.

Lobbying is a far
better use of
corporate funds.
You have more
control over where
the money goes.



There is another problem, which Betty Martin touches on: Who decides which political

action committees or candidates to support—a board committee, the CEO, or someone

else? And how can you be sure that the decision maker isn’t favoring donations that

enhance his or her personal power but not necessarily the standing of the firm? Some

CEOs do this.

In my view, lobbying is a far better use of corporate funds. Although I have reservations

about how it is done, at least it’s issue-specific, you have more control over where the

money goes and how it’s used, and you get more-specific and documented results.

Wasted money is one risk. A damaged reputation is another. The more corporations

dominate the political system, the greater the chance of public backlash. Natural Foods

customers have reacted to a particular contribution, and that is certainly a danger. But a

growing number of Americans see the issue more broadly: They don’t want to support

companies that try to “buy” politicians and corrupt the system.

To protect Natural Foods from this future, Harold should tell the board he wants the

company to stop making campaign contributions. I introduced shareholder resolutions to

this effect at Starbucks and at the health care provider WellPoint. They were voted down,

because executives and other investors wanted to reserve the right to make donations at

some point in the future. This was shortsighted and will come back to haunt

management.

If Natural Foods continues to make political donations, it will see more and more

controversies like the one it’s facing now.

A version of this article appeared in the November 2014 issue of Harvard Business Review.

Brian K. Richter is an assistant professor in the Business, Government, and

Society Department at the University of Texas at Austin’s McCombs School.


