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Government regulation of business is acommon phenomena both in govern-
ment and busincss circles. Ncither the government nor the busincss community
can ignore thisreality. And there are justifiable reasons for this strange state
business rclationship. Indeed, state (state is preferred to government which has
a morc limitcd usage) regulation of business must be considered in a wider
perspective, as onc of the many aspects of state business relationships. No
business manager, lct alone a financial manager can afford to ignorc this

rclationship.

The success or failurc of any cnterprise, from its inccption to its maturity,
hinges on this rclationship. Peter F. Drucker, an cminent scholar in the ficld
of management had this to say aboul statc busincss rclationships:

A crucial social rcsponsibilityfor the manager, and
cspecially for the busincss manager, is therelationship
of busincss and government. Few relationships arc as
critical to the busincss cnterprisc itself as the relation-
ship to government. The manager has responsibility
for this rclationship as part of his responsibility to the
enterpriscitsclf.

State cnterprisc rclationship is not thc domain of any particular form of
government. It exists both in capitalist countrics of the west Lo socialist states
in the cast. Nor arc third world, or the so called developing countrics
excluded. Itis therefore essential that financial managers be conversant with the
form and nature of state busincss rclationship lest they fail their enterpriscs.
This is crucial in order to rc- emphasizc that state business rclationships be
seen notas confrontational butratheras onc of partnership. Indeed, to some
extent, governments themselves arc entreprencurs, while other private entitics
operate as public realitics. This reality has been obscrved by Drucker who

declares that:

There are institutions that, while incorporated as pri-
valc companics, are publicly owncd and discharge
public functions. There are also institutions wpich
while governmentowned operate in fairly competitive
markets and discharge “privatc sector” functions. ?

A Financial Manager must also realizc that, both public and private cnterpriscs
must deal with the state in one form or the other. They mustnot only cooperate
asbusincss partners, but both their survival as managers and the survival of their
enterprises depends on how they cooperate with the state. Morcover, 10 some
extent, the survival of the government depends also on how busincss thrives,
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both public and private. Business survival meansan im ili

: -Bu ! proved ability of the stat
to Qc.hver goods andservices to 1ts population. Inability to deliver, puts th:
legitimacy of the state into question, and hence its survival.

Both economic, political and social stability therefore depends on how business
and state can join hands in a new partnership that can improve the social and
material well being of the society that sustains them. This essentially means that
this partnership must be able to guarantce the most basic needs of the
community i.e. good living conditions in the form of adequate calorie intake
in nutritious food, reasonable housing and sheltcr, basic education and health
for all citizens. Included in the basket of basic needs is also state guarantee of
human justice, and equality in the form of free speech, freedom of association

free pressas well as protection of the environment that sustains the communily’
Now, this cannot be sustained either through private or public effort a]one:

Only joint efforts can sustain this endcavor.

sthe only way to guarantee the success of business.
This is esscntially the casc because busincss can only thrive in a relatively
stable society. Stability can only be guarantced when the communit):
perccives the state and cnterprise 10 be supporting better living conditions
for them. And this can be done when both civil and political rights are
available. When cconomic justice prevails. In discussing the US economy and
the necd to forge new economic arrangements in favor of cconomic justice for

all, the US Bishops declarcd that,

The first step in such an cf} fort is the development of a
new cultural consensus that the basic economic condi-
tions of human welfare arc essential to human dignity
and are duc persons by right. Second, the sccuring of
these rights will make demands on all members of
society, on all private scctor inslitutions, and on gov-
ernment... Indecd political democracy and a commit-
ment to sccure economic rights are mutually reinforc-

ing.?

The success of this endecavori

While Bishops in the USA are calling for joint efforts between the state and
busincss entitics in the USA such efforts are said to have been the story of

econOMIC miracles achieved in Brazil, as well as the newly industrialized
nations of Asia. Unfortunately, however, industrial development in those
countries, has not been able toguarantee political democracyanda commitment
{0 scoure economic rights for the majority of the population in these countries.

ulations cater for the rich few and suppresses the majority

State rules and reg
poor who arc condcmned to perpctual poverty.

in an analysis of the Alliance ofmultinational, state and Local

Peter Evans,
1, concludes that:

Capital in Brazi
The industrializing elite alliance that currently holds
sway in Brazilis inhcrently incapable of scrving the
nequ of the mass of the population yet the pressurce of
{heir unsatisficd needs remains the constant backdrop
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for the elite’s strategies of industrialization. .. but the
redistribution of economic rewards and political power
can only be postponed for a certain period. The work-
ers who burned the buses will not remain indefinitely
a passive audience.*

Evans argues that unless the state and private business alliance redistributes the
wealth generated, both standsto loose. For as soon as the pauperized majority

perceives betrayal, they will pursue their rights through sporadic protests
demanding economic and political justice. when protests become nasty and
out of hand, business suffers while the state looses its legitimacy.

In short, whereas, the partnership between state and business can resultin some
sortof devclopmentor to be precise, some sort of economic growth, such growth
may be short-lived. It may be short-lived because no devclopment takes place.
For devclopment must take into considcration a whole package of social,
political and economic justice for all. Otherwise, business as well as the state
will end up as loscrs. Loscrs because the disenfranchised and marginalized poor
willrise up against the alliance. They will revolt, and in the cause of rebellion tear
down the semblance of growth. Business will suffer both material and moral
losses. The criteria of business success is profit maximization. And profits
cannot be maximized when business property is torn and burnt down. Morally
business will have failed to improve the well being of those who produce the
mega profits, the exploited. The state is not cxonerated either. When mass
rcbellion ensues because of unfulfilled basic demands, the prerequisites to
development, the state is furtheralicnated from the masses. An alienated and
withdrawn state will not be sustained cxcept through dictatorial use of coercive
instruments of the state, the police and the army. Martial law rulcs supreme.,
This further undermincs its ability to rule and puts into question its legitimacy.
Anillegitimate state cannot survive because it cannot guarantee property rights,
the production and exchange of goods and scrvices, the very heart and soul of
business. In analyzing the swift economic growth of the newly industrialized
countrics of South East Asia, Frederic Deyo states that:

State led strategies in capitalist economics entail con-
tinuing. Sclective intervention by state agencics in
private sectordecision making and market transactions
toachievestrategic goals. .. suggests the importance of
consistent, developmentalist, state-led, strategy for
economic growth and restructuring in South Korca,
Taiwan, and Singaporc.s

The suggestion here is that busincss boom in South Korca, Taiwan, and
Singaporc was mainly duc to state interventionist policies in busincss.
Unfortunately for the masscs, the statc in those instances was dictatorial.
Economic growth was not followed by devclopment, in the form of guarantees
to minimum basic necds both material, political and social justice and
protection of the cnvironment. Business prospered because the state used both
the carrot and the stick to deal with busincss and only the stick to dcal with the
masses of the working people in these nation states, The state guarantced
business massive profits by dcnying workers the right 10 excrcise  their
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fundame:n'tal n ght. The right to strike. Low wages wasa business present to the
bomge(?nsne. §r<;' were loans, subsidies and protection from foreign
competition. These were iven in exc i ing i iori

compet give xchange for investing in state priority

Since the legitimacy of the state was questionablc forei i

X v gn capital and
werea vital elcmentboth tothe survival of the state and the succgss of bu:h(::’;ss
Thus, statc busincss alliance is critical for both. However, when the workers;
and peasants, the bulk of thepopulation is alienated, no onecan enjoy the fruits

of this success.

Riots arc frequently reported in Seoul, South Korea and in Taipei Tai

. - ’ aiwan.
oftcn business suffers. Business thercfore has a moral respolr)\:ibilit"; to nhm?fé
sure that their cooperation with the state ensures sustainable development for

the benefit of all.

Africa is also a scene of fertile state business relationships. Given the high
e African masses and their preoccupation with basic

illitcracy rates of th
survival, they arc rarcly involved in deciding their own fate. The state in this

respect takes advantage of this phenomena, and make policies that partiall
roflcts the “interests of the national elitcs and those of the population a{
large™

In theabsenceof legally organized opposition, and true mass representation, the
O einoss decisions, most oficn in favor of the dominant

state interven
business elite. The African clite constitutes the statc bourgcoisie as well
as privatc capital in the nation statc. This infact forms the basis of state

Beno Ndulu, has explained this phcnomena as simply

business relationship.
racteristic of African regimes, stating that:

another dominant cha

Another dominant characteristic of Africanregimesis
the closc link between the state bureaucracy and the
private sector, both foreign and indigenous. Elites use
statc power cither indcpendently or in conjunction
with privatc cntreprencurs to enter into the business
sphere, tending to creatc a srong symmetry of intcr-
csts between the private scctor and the stale bureauc-

racy.’

State busincss cooperation in this context is obvious. Given the low living
standards of the African masses which is not guarantced its supply of a full
basket of basic needs, it means that, at least, in the short run, this business
alliance between the public and private bourgeoisie is beneficial to commercial
interests, but detrimental 1o sustained development in the long run. Yet, most
rcformcrs unwiltingly clamor for more doscs of the very policies that’ hav
harnpcrcd Arl‘ican dCVC]OPmcmn As Paul Okojic sllCCinc[Iy put it, “h. iS A ¢
remarkable that th World Bank is urging African Countries to pursue th Quite
: (h which has been the source of their poverty and miscry” .e very

cconomic pa

The economic path mcn!ioned isunfortunatcly the very onc also pr

IMF, i.c. opent the Afnca}n, economy more and morc to P u?golr‘:;id byf
YO

intcrnational finance capital. Of course, the very alliance between state
and
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The erosion of legitimacy brings into uestion one i sustificati
for state intervention in a market econgmy. That of :ln;g?:nagfl;ﬂ‘;s et:lf;cat!on
property rights efficiently and cffectively. Under normal cincumstanmclng
market activity i.e. production andexchange of goods and services necessaces,rya
for Ehc reglization of business profits, is only possible where there are
copt'{ncts arising from property ownership. This determines what type of owr:‘ o
ship is allowed by law. Experts are of the opinion that “in terms of efficien "
government may be able toresolve the conflicts of interest more economicaily’
than would private attempts to settle disputes on a case by case basis™? Thiy
efficicncy is made possible because, the state can back ownership claim.s wn;
threats to unleash the coercive instruments of the statei.e. police, jails etc. fi
violators. Morcover, economies of scale can be realized, hence ’efﬁcienc. in
resources use. Such sanctions are basically a public good, since “the resofml;n
expended to protect one claim could also serve to protectany other govemmene;
backed claim™. It is common knowledge that the market is inefficient in
dealing with public goodsdue 10 free rider problems, hence the need and

justification state intcrvention.

However the erosion of state legitimacy, may ultimately robits power to enforce
sanctions. Thisabilitycomes from the body politic. The good will of the masses
of the population, the final arbiter of legitimate power in free democracies. If
this good will is alicnated, due to withdrawal of support by the disenchan;ed
public, business suffers. Business suffers because as Pogue and Sgontz

correctly argues:

In the absence of such government sanctioncd rights, more resources would
likely be devoted to both thicvery and the protection of property, with fewer
resources being allocated to the production of goods and services. Moreover,
there would be less incentive to engage in production and cxchange because of

»s product might be stolen or an exchange agreement might be

the fear thatonc

violated..."

Entreprencurs donotwanttoinvest where more of theirresources will be needed
to protect their propertics than to gencrate maximum profits for their sharchold
ers.Peaceand tranquillity are essential pre-conditions for aconducivebusiness
climate.

Pogue and Sgontzs’ above scenario is an cxtreme condition where the erosion

of legitimacy has led 10 ]awlcssness. No business can thrive under such
conditions. South Alfrica is a good example. Although international sanctions
have been eased, mew investments are not forthcoming due to township

violence. Butlack of popular support do not lead to inability to enforce property

rights and exchange alone. A chaotic situation where the state cannot use its

coercive instruments may lead to incquality in the distribution of the national

wealth.
+ ensure equitable distribution of goods and services, the poorest

If the sate canno! 1
of the poor will continue to be suppressed by the rich, further alienating the

public.
otsand protests will ensue. Demonstrations and civil disobedicnce will

Violentri
normal conduct of business. Intervention in favor of equity i
ity 1S

disrupt the
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therefore essential to safeguard both business and state interests, It must also be
emphasized, that the market does notonly fail indefiningand enforcing property
rights and rules of exchange, but the mark ctisalso inefficient when dealing
with externalities. The market fails 1o deal with extemnalities because most of the
time this may mean extra costs 1o the business entity. Since the primary goal
ofaproduceris o decrease the costs of production any extra cost of production
and exchange is not a welcome endeavor. Moreover, controls of such costs

protecting the environment is part of the basic needs Package, a prerequisite to
any real societal development,

The state realizes that as part of its legitimation ¢
as the definition and protection of property rights,

environment by assigning the burden of Producing business €xtcrnalities i.e.
pollution or limiting such costs 10 those who generate them. The state can
successfully deal with such costs, by either imposi

through standards and regulating on the extent of maximym pollution that can

bereleased to the environment. In (hjg Way, economic pundiys would conclude
that the state would have fulfilled one of its basic function. Thay of allocating
resources where markeg mechanisms haye failed,

is the effort to protect the

Taxes can pe used to deal with
ards and Fegulationg,

and consumers. This is often the case where tax
pollution. The state can also relate with pyg
Ppolicies. Accordingly, most States haye
policies and rates of annual incremengg,

I €S are imposeqd to control
iness by way of incomes and prices
a tendency 1 $Ct minimum wage

In this way both the entrep

reneur and the Consumer
theoretically, In practice however, workers enq upto beaur:::ll);:el:gw'lf:;ci? :V:le::st
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are fixed while business h i i i .
cay that iness has a way with manipulation of prices. Suffice it to

The manipulagion of prices to facilitate allocations of resources has been a
common practice of many sub-Saharan African governments. In general, such
practices have generated price distortions that result in inefficient use of

resources.'

In a mixed economy such as that of Tanzania, price controls have always
been maximized by private business to generate windfall profits. Most ofu)a’n
they would hoard goods and solicit price rises on the excuse that the costs of
production have gone up. Consumersare losers. On the other hand the parastatal
sector hason certain cases been undersold by private business selling second

There are also possibilitics of misallocation of resources
as suggested above, while price fixing may havealsobeen used to buy political
influence. To enhance business productionand exchange, care has to be taken

uld protect the consumer, where it is absolutely

to sct price levels that wo
necessary and politically expedient, otherwise, price fixing that creates biases

against normal business exchange has to be discarded.

There arc other ways of regulating business. One such other way is through
fixed cxchangerates. These arerates at which local currency can be exchanged
for forcign currencies. This wremendously influences import export business
Fixing exchange rates can have a negative effect, especially when the local
currency is over valued, making local exports incompetitive in the world
market. “In effect, maintaining overvalued exchange rates penalized those
sectors dependent on exports, such as tourism and manufacturing, and made
imports more autractive.”™” With foreign exchange constraints, this becomes a
disscrvice to the national economy.

nfluence business expansion orlimitit through physical trade
developing countrics use the excuse of protecting their
infant industries to slap import controls. This is often done by way of foreign
exchange restrictions, and the bureaucratic allocation of such foreign
exchange. Another method commonly used is the imposition of import licenses
along with a long list of import restrictions.

anegative result in society, especially in encouraging
smuggling and pureaucratic corruption. Both business and the state loses.
Resource allocation is distorted, people lose faith in. the official organs of
the state and official business is undermined by dubious business dealings by

the government suffers a double jeopardy in the form of lost

smugglers. And er ul
tax revenue while its legitimacy Crisis overflows.

class cheap imports.

The statecan alsoi
restrictions. Most

Trade restrictions have

Interest rates when properly utilized can help to promote business. However, if
improperly managed, interest rates can hamper profitable business. The state
can usually us¢ interest rates to stabilize the economy and improve business
performance- This can be done by manipulating interest rates i.e. raising the

to curb inflationary pressure O depress them to spur investments Whm
interest rates wm ncgative, under high inflationary conditions, as was .the c:s:

in Tanzania in the mid 70’sthey demotivate savings. Rwegasira was abl
able
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to demonstrate that this was indeed a cause of declining savings rates in
Tanzania.*

Declining savings, means that credit facilitics to business may also be
restricted, thus hampering smooth operations of busiucss. On the other hand,
low interest rates may encourage excessive borrowings especially by
governments that have failed to mobilize adequate tax revenues. Deficit
financing is common by most governments, However, when it is allowed
to become the norm it has a negative impacton business, This is especially
the case where the state competes  with business for limited credit facilities
and accords itself priority over business, But most important is the specture
of huge debtburden accruedto borrowing states. Eventually they have to bepaid
up, and most likely business will be forced to participate in debt repayments
in the form of higher corporate taxes as well as taxes on inputs. This may have

anegative and distorting influence in the allocation of scarce resources in the
nation State,

economic hardships. The state is most often forced to abdicate its social
responsibilities. Most African States, Tanzania included have been forced 1o
enter into agreements with IMF and swallowed the biger pill of IMF
conditionalities. This has forced them 10 withdraw subsidics and cut down
their budgets on social services such as education and health, To Tanzania this
has meant shelving away some of its fundamentga] principles of providing basic
needs to all her citizenry. Business does not benefit under sych a political and
economic environment, at least not in the long run,

Locating industry out of concentrated areas may not carry favor with business,
Whereas the state may want to distribute the benefits of growth overthe whole
nation state by moving new investments out of concentrated areas with 1oy,
unemployment to create jobs where unemployment is high, business may be
skeptical. Business is oftcn keen to maximize on advantages of concentration
of industry. Such benefits include the development of SPecialized industries,
individual financing in single Processes or commodities, evolvement of
Supporting firms o service major industries ang the creation of highly
organized markelts to cater for the industrial district,

In view of these benefits individual businesses may as well “pe attracted to a
highly concentratcd area by the prospect of low operating cogts,™s Industry
would like to take advantages of economies of scaje, However, given the
inherent limitations of concentration such as risks of market failure and
disastrous unemployment that may ensue, or Security risks in times of cjvil
strife, the state often overcomes business’s short (orm requircments and
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exercises control over the location of industry. -

| This can be done by designating some areas as sights for new industrial
development. Various inducements are also provided to attract business tosuch -
designated areas. These include declaring some areas as free trade zones fior
customs purposes, (ax exemptions, and other tax benefits may be providied
In Tanzania, Dodoma, Kigoma and Zanzibar fall under this category.

The state can also promote business in ways other than planning as envisaged
above by the “encouragement of joint consultation in industry and assistance
in the settlement of disputes and the support of training schemes...”®
Tanzania has introduced such facilities by the establishment of the permanent
Labor Tribunal, and recognition of employers association, OTTU and varicws
training institutes. The Tanzania Investment and Industrial Promotion Councill
advises potential investors. The Tanzanian Chamber of Commerce and Agricul-
ture, SCOPO etc. influences business operations in Tanzania.

@ The state may also intcrvene in business as a regulator by imposing legal
obligations and or restrictions on its conduct. This is made in order to maintain
a semblance of harmony in the conduct of busincss. The state can impose
minimum wages, it may also legislate anti-trust laws as in the USA to avert
monopolistic tendencies in business that may hamper fair competition. Apart
from efforts to discourage unfair business practices, the state may be obliged
10 sct and enforce, not only minimum conditions of work, but must also ensure
quality control by introducing m'miml.lm standards. of both quality and
quantity depending on the nature of business production and exchange. This
protects both the producer as well as those who work in the factories and
consumers. It also protects business from unfair competition from production
and exchange of shoddy goods and services. In short state intervention is
necessary to avoid questionable business deals to protect consumers as well

as legal business entities.

Tanzania has established the Tanzania Bureau of Standards to regulate local
producliOﬂOngOds' Tanzania also cngages the services of international firms
such as International Superintendent as well as that of Interpol to regulate

foreign business transactions.

It is pertincnt to point out that modem bt_xsincss cannot sustain without
interactingor articulating with the state. According toone authority in financial
managementcircles, business is much awarc that “according to the sovereignty
theory the corporation Owes its legalexistence to the state in which it obtains
its chartes”» This thesis acknowledges that the lifc span of abusiness fromits
inception to its maturity is very much dependent on rules and regulations
pmmulgaled by the state. Thcsc Jlaws may vary from statc to state but overall,
they control firms from business names 10 laws pertaining 1o capitalization

procedurcs allowed.

Business names aré for example sclected with the express purpose of business
identity and marketing ic. advertising a firm’s products. “The state law
by statutory provision protects thenames of the firms in that they will disallow
aname which is designed todeceive or cause confusion”.2 Most states have
incorporation laws that require that the name of the main office as well as that

The
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It is upon business Mmanagers and financia] managers in
think through their responsibilities and discharge th
done by recognizing and appreciating the fact that

Particular 1o carefully
em properly. This can be
no business can succeed

ageselc. can have
any business entity. Its
anager can manage such
» the state mugt also realize that public
ssof its €conomy are “in the

siness how must collaborate

i S strange relationghj . The final
arbiter for both the stage and the busmessman, is megoodwillofthe n?asses This
goodwill can be achieved through both poligjcay and economic liberalization,
That is democracy, economic Justice and ryle of law myg; reign Supreme,
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