Session 3 Reading

Chapter 4 – Private Nonmarket Action 

Pages 90-105

Intro:
Private nonmarket action occurs outside public institutions


Examples include interest groups, unions, and Ralph Nader


Important because the affect the 4 “I’s”

1) Can identify issues management is unaware of

2) Can affect the organization of interests, by mobilizing people

3) Pressure can affect institutions (new laws, agencies etc)

4) Provide information to public and public officeholders

Boycotts:


Common method of protest


Firms often deny there is an impact, but they do affect some customers


Impact is greatest when switching costs are low, or brand name is important

Other susceptible firms: consumer products, activities with externalities, in market with many interest groups, global companies, companies in developing nations, decentralized companies

Activist Strategies:


Two strategies: Direct pressure (on firms), or pressure public institutions


Specific types of pressure:


Use media, gov’t agencies (EPA) to highlight issues


Sue, petition legislatures or gov’t organizations


Bargain with firms, using threat of media attention


Conduct studies or investigations


Target individual (such as CEO) who has controversial views with boycotts

Activist Organizations:


Ralph Nader, and the Nader organizations, are numerous and influential


David Brower (Sierra Club) has also created many organizations


Greenpeace peaked in 1985, now is smaller.  Most influential in Europe

Interacting with Interest Groups and Activists


Need to assess issue lifecycle (often early) and potential impact


First reaction by firm often defensive, but it can be better to listen to concerns

Meeting with activists helps firm understand their motivations, fortitude and willingness to negotiate (negotiation often preferable to long media confrontation)

Chapter 2:  A Framework for the Analysis of Nonmarket Issues

Pages 45-49

See figure 2.4 on page 46

Steps:
1) Generation of Alternatives


2) Screening: Eliminate ideas that are illegal, unethical or against company policy


3) Analysis: Predict likely outcomes of remaining alternatives


4) Choice: Weigh moral concerns, interests of firm, shareholders and stakeholders

See pps 47-49 for a case illustrating these steps

Summary:  In 1987 Citibank decided to use college major as an application criterion in its student credit card business.  In screening stage, decided it was legal and not unethical.  In analysis stage, Citibank underestimated likelihood of nonmarket action and of its potential impact.  Question is, would nonmarket protests translate to market impacts for Citibank?  Answer unknown, because Citibank changed the policy after media coverage of student protests at Berkeley.

The basic lesson is to think about all the possible consequences of your actions. 

