Session 7 Reading

NON MARKETS READING FOR OCTOBER 20TH:  THE CONGRESS IN OPERATION

I.  Congress—The First Branch

· While Americans are extremely critical of the Congress and often associate it with low ethical standards.

· Negative perception of Congress as a whole is contrasted with positive views of individual members of Congress—disparity is known as Fenno’s paradox

The Structure of Congress

· Bicameral—consists of 2 chambers, House of Representatives and the Senate

· Both chambers have roughly equal powers which gives rise to inter-chamber rivalry

· Throughout history the relative power and importance of the two chambers has fluctuated

II.  Congress—The Context

· Politics and policy making in the modern Congress are result of interaction among geography, professionalism and electoral independence.

Geography and Constituencies

· Geography is an element in politics because socio-economic interests and their related values tend to be territorially concentrated—i.e. politics has geographic and regional dimensions

· Electoral institutions can either reinforce or minimize the importance of geography—U.S. system of single-member district simple plurality tends to reinforce importance of geography

Professionalism and Constituencies

· Today’s members of Congress are professionals who care about re-election which makes them more attentive to the needs of their local constituents

· Constituency interests tend to trump overarching party, ideology or national interests

Electoral Independence and Constituencies

· Electoral independence shapes the behavior of members of Congress

· U.S. congressmen are more independent of party leaders than their counterparts in other countries—parties no longer control nominations or campaign financing, etc.

· Congressmen are beholden to various re-election constituencies:  primary constituency consisting of original supporters, personal constituency consisting of friends and close personal contacts and contributory constituency consisting of individuals and groups who provide funding for re-election.

· As political parties have grown weaker, politicians rely increasingly on these constituencies to keep them in office

III.  Inside Congress

· Two major features of Congress:  party structure and committee structure both of which have developed to meet the needs of congressmen

· Both features more important in the House which, b/c of its size requires greater organization in contrast to the Senate whose size makes informal structures more viable

The Congressional Parties

· Parties are principal governing force in Congress

· Leadership roles are distributed according to party affiliation and majority—see Table 12.2 for breakdown of primary positions

Some Terminology

· Speaker of the House:  presiding officer of the House of Reps, normally is leader of the majority party

· Majority Leader:  Leader of the majority party, is the Speaker’s chief lieutenant and holds the most important office in the Senate.  Resp. for managing Senate floor

· Minority Leader:  Leader of the minority party who represents that party in dealing with the majority

· Whips:  members of Congress who serve as informational channels between the leadership

· Caucus:  All Democratic members of the House or Senate.  Members in caucus elect the party leaders, ratify committee leaders and debate party positions

· Conference:  Name for Republican equivalent of caucus

· President of the Senate:  office held by the Vice President.  Casts tiebreaking votes when necessary

· Unanimous consent agreement:  agreement that sets forth the terms and conditions according to which the Senate will consider a bill; are individually negotiated by leadership for each bill

· Filibuster:  delaying tactic in which one or more senators refuse to allow a bill or resolution to be considered either by speaking indefinitely or by offering dilatory motions and amendments

· Cloture:  motion to end debate—needs 60 votes to pass

What accounts for waxing and waning of party power in Congress?

· Rise in career politicians made them increasingly intolerant of party control that could hinder ability to serve constituents

· Increasingly heterogeneous political parties that make members reluctant to give up power to party leaders because it could be electorally dangerous.  As party composition changes, so does party power.

· Members of Congress will tolerate party constraints to the extent those constraints contribute indirectly to their electoral prospects.

The Committee System

· Congress does its business through committees—all bills and resolutions are introduced and referred to committees for consideration

· Standing committees:  have fixed membership and jurisdictions

· Select committees:  are temporary committees created to deal with spec. issues

See Table 12.3 for a list of Congressional committees

· Committee system under control of the majority party in each chamber, committee chairs are chosen based on seniority

Why does the standing committee system exist?

· System is a formal expression of vote trading process (a.k.a. log-rolling). Under this interpretation, members select committees to satisfy constituency interests.

· Alternative interpretation is that committees serve as a knowledge function—i.e. committees allow for specialization in particular subject areas.

How a Bill Becomes a Law (see figure 12.4)

1. Bill or resolution introduced by a congressional sponsor and is referred to appropriate committee for review, or to the appropriate sub-committee.

2. If bill is favorable, goes through a period of debate where witnesses testify for and against it

3. After hearings, subcommittee begins markup of the bill—revises it, add/deletes sections, etc.

4. After markup, bill is sent to the floor.  Many bills considered under a fast-track procedure called “suspension of the rules” which limits amount of additional debate before vote.

5. Next step is the House and Senate votes, if it passes, it goes to the President to be authorized.  

6. Following authorization, the policy must pass an appropriations process where House and Senate must agree on budget for the bill/policy

Criticisms of Congress

· Lengthy and inefficient—long delays for legislation

· Congressional process works to advantage of political minorities, especially those content with status quo—minorities are able to easily frustrate the majority

· Members tempted to use their positions to extract constituency benefits

· Sometimes process of passing legislation ensures that it will not work

Internet Taxation:  Case Summary and Analysis

Overview

· May 10, 2000 House of Reps passes “Internet Non-Discrimination Act” which provided for a five-year extension of existing moratorium on internet taxes due to expire in 2001

· Bill supported by diverse coalition of consumer groups, internet users and high tech companies

· The bill was subject of intense lobbying in the Senate

· Unified position of high tech companies began to breakdown with prominent tech execs conceding that there was no justification for online tax advantage

· GAO report suggests potential loss of tax revenue to state and local govts in range from $300 million to $3.8 billion for current tax year

Precedents and Mail Order Sales
· Controversy over Internet taxation stemmed from court decisions that exempted certain mail-order sales from taxes.

· Supreme Ct. concludes collection of state and local taxes is an undue burden to merchants.

· Court only required merchants to collect taxes from customers residing in states where the merchant had a “nexus” or physical presence.

· The Supreme Ct. decisions passed the tax burden to consumers who were required to report and pay “use” tax which was roughly equivalent to sales tax rates

· Problem of low compliance as most consumers unaware of the law

· As transactions migrated to the Web, state and local governments feared further tax erosion

Other Concerns and Government Reaction

· Offline merchants worried that tax free internet gave online stores competitive advantage

· Online stores argued those benefits offset by delivery charges

· Controversy leads to introduction of bills at state level that would require some form of tax collection from residents

Federal Govt Response
· Internet Tax Freedom Act (ITFA) passed in 1998—established a 3yr moratorium on NEW internet taxes.  Bill also created the Advisory Commission on Electronic Commerce to study internet taxation

· Advisory Commission (19 members) was cross-functional group of industry leaders, consumer groups, state and local governments and Clinton administration appointees.

· Commission fragmented early on—3 camps emerge:

· Executive group in favor of internet taxation given equitable collection mechanism

· State and local reps willing to support any tax regime that guarantees recovery of lost tax revenues

· Gov. Gilmore of VA and a rep from Americans for Tax Reform who opposed any online taxes

· Various alternatives considered: no taxes, flat tax, credit card companies as collection agents

· Advisory commission unable to reach consensus, however group gave an unofficial recommendation to extend the tax moratorium which was incorporated into Internet Non-Discrimination Act

Interests and Their Stakes

Pro Moratorium:

Consumers: opposed to Internet taxes, state that taxes are important consideration for shopping online, studies indicate online taxation could result in over 30% decrease in online sales

High Tech Community:  opposed to Internet taxes, state that taxes will stunt growth of Internet through reduced online consumer pool and high cost of collection

Formally organized under ITAA (Information Technology Association of America)

Companies also formed ad-hoc coalitions to oppose online taxes:

Global Business Dialogue on Electronic Commerce:  consortium of large companies incl. HP, Disney, IBM, etc

Internet Tax Fairness Coalition:  formed in 1998 by 11 companies and associations

Oppose Moratorium:
Bricks and Mortar businesses:  online tax advantage yields unfair competition and injury to business

National Retail Federation (NFR) represented small shops to major dept stores

International Council of Shopping Centers:  38,000 members

E-Fairness Coalition:  Ad-hoc coalition comprising interest groups and major retail firms including ICSC, American Booksellers Assoc, Tandy/Radio Shack, and Walmart.  Claimed to represent over 350,000 retailers

State and Local Governments:  worried about decreased tax revenues

Governors under National Governors Association (NGA), States through National Council of State Legislators (NCSL)

City and County Governments:  worried about decreased tax revenues

Organized through U.S. Conference of Mayors, National League of Cities and National Association of Counties

Congressional Activity

· Legislation on Internet taxation falls into domain of interstate commerce

· Examined in House by Judiciary Committee, in Senate by Commerce, Science and Transportation Committee

· Many tax issues emerging as a result of technological change

· Internet Non-Discrimination Act passes House easily but bogs down in Senate where alternative bills are also under consideration

State Activity:  California
· Legislative activity at State level was complicating formulation of federal solution

· August 2000, California legislature passed bill requiring Internet merchants with bricks and mortar stores in CA to collect sales taxes on purchases made online by CA residents

International Activity

· International developments also complicated U.S. policy makers

· October 1998 OECD proposed Ottawa Taxation Framework Conditions outlining simple plan for Internet taxation

· 1999 Human Development Report proposed $0.01 “bit tax” for every 100 e-mails sent between users.  Tax revenues would go to underdeveloped countries.

· WTO extended moratorium on Internet taxes and struck down the bit proposal December 1999

· EU imposed VAT tax on electronically delivered goods supplied by EU companies to EU residents.  This was extended in June 2000 to non-EU companies in spite of WTO moratorium.  

Companies

· Companies affected directly and indirectly

· Amazon.com would suffer major impact and was strongly opposed to I-taxation.

· Cisco systems similarly opposed but worked on the issue through Internet Tax Fairness Coalition and American Electronics Association.  

CASE Questions 

I did not fill out the pluralism matrix, but I think you could use the case summary to do it if you want to.  

1.  Impact of requiring state and local taxes for online transactions would have a significant impact on Amazon because current lack of online taxes allows Amazon customers to offset delivery charges with the tax savings.  Assuming Amazon book prices are much lower than traditional stores even after delivery charge is computed, it’s generally more cost-effective to buy online.  Since switching costs are low, and shopping in a store provides other benefits (e.g. you can pick up a book and review it prior to buying, grab a cup of coffee if it’s Borders or BN, etc) the introduction of state and local taxes make online purchase less competitive and would most likely induce customers to purchase books at traditional bookstores to take advantage of the other intangible benefits noted above.  Furthermore, if state and local taxes were required for online purchases, Amazon would also suffer from the additional cost of setting up and maintaining a system capable of dealing with the multiple state and local tax rates.  Given the company has yet to show a profit, the additional cost of administering tax collection, combined with potentially reduced sales because of the tax would further exacerbate the company’s losses.

2.  The impact of requiring state and local taxes for online purchases on Cisco systems would be indirect.  Specifically, to the extent those taxes had the effect of significantly reducing online purchases, and growth of e-businesses were to stagnate or even become negative (i.e. existing companies go out of business) Cisco would see a reduction in demand for its products (internet routing equipment).

3.  How much influence are the various interests likely to have on the issue of internet taxation?  I would suggest that the high tech/internet companies and consumers are really the primary interests that could have any impact on the outcome of the bill, with state/local governments following closely in third place.  The other coalitions are more/less re-packaged combinations comprising members of the above-mentioned groups.  With that in mind, I think that companies and consumers are likely to have the greatest influence on the issue because of their ability to use their constituent status to influence the voting of their respective congressmen.  State and local governments have far less influence because they are not really constituents of federally elected officials.  Furthermore, there is a certain antagonism between the interests of the state/local governments vis-à-vis the issue of internet taxation (i.e. want Internet taxes to be legislated by the Congress to avoid loss of revenue) and their own interest of being reelected (lobbying heavily for Internet taxation could be extremely unpopular with their constituents who make up the population of Internet consumers).

4.Other interests might include the shipping companies who benefit from online purchases (FEDEX, UPS, DHL, U.S. postal service) as well as foreign-based internet companies.  I think that the shipping companies could be enticed to enter the fight against Internet taxation, however I would imagine that foreign-based internet companies would free-ride.

5. Similar to question one discussed above.  I think it’s important to both companies for different reasons.  As stated before, Amazon would be directly impacted by the implementation of Internet taxes whereas Cisco would experience an indirect impact.  Put in a slightly different way, the impact of taxes on Amazon’s demand would be immediately apparent.  Demand for Cisco products is derived from demand for Internet services.  If Internet taxes reduce internet consumption/traffic overall then demand for routers would diminish.

6.  The bill needs to pass the Senate vote, and be signed by the President.  Given that John McCain essentially cancelled the hearing on the bill and that would have to be revived, I think passage is unlikely with the current Congress.  Proximity of the election is also a factor—I don’t think any Senators want to risk alienating their constituencies with an unfavorable vote so close to the election.  RE: possibility the next Congress passes it, I’m not sure.  It will depend to some extent on the outcome of the elections this coming November.  

7.  My prediction is that the moratorium will continue to be renewed indefinitely.  I’m skeptical that the Senate will revive the bill and actually vote on it given the high stakes involved.  As long as special interests can contribute $$$ to election campaigns it’s in the best interest of the various Senators to keep the issue alive but not resolve it.  

