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INSTITUTIONAL SOURCES OF
BUSINESS POWER

By MARIUS R. BUSEMEYER and KATHLEEN THELEN

ABSTRACT

Recent years have seen a revival of debates about the role of business and the sources
of business power in postindustrial political economies. Scholarly accounts commonly
distinguish between structural sources of business power, connected to its privileged po-
sition in capitalist economies, and instrumental sources, related to direct forms of lob-
bying by business actors. The authors argue that this distinction overlooks an important
third source of business power, which they conceptualize as institutional business power.
Institutional business power results when state actors delegate public functions to pri-
vate business actors. Over time, through policy feedback and lock-in effects, institutional
business power contributes to an asymmetrical dependence of the state on the continued
commitment of private business actors. This article elaborates the theoretical argument
behind this claim, providing empirical examples of growing institutional business power
in education in Germany, Sweden, and the United States.

INTRODUCTION

HIS article explores the sources and dynamics of a distinctive form

of business power in contemporary capitalism. Classic accounts of
business power make a broad distinction between the structural power
of capital and its instrumental power. Structural power arguments em-
phasize the privileged position occupied by business interests in market
economies, which rely on the private investment decisions of business
actors to sustain growth and employment.! Instrumental power argu-
ments, by contrast, draw attention to more direct forms of business
influence, such as lobbying and making campaign contributions to fa-
vored candidates to secure particular policy outcomes.

These literatures have taught us a great deal about business power.
But the existing scholarship has largely overlooked a third long-standing
but increasingly important source of business power in advanced cap-
italism, which we label institutional business power. This type of power
arises when policymakers invite or allow private actors to share in the
delivery of public responsibilities, setting in motion feedback effects that

! Lindblom 1977.
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over time enhance the power of private interests vis-a-vis publicly ac-
countable government actors.

The practice of assigning parapublic responsibilities to representatives
of organized business (and labor) is a well-known and long-standing
teature of Europe’s corporatist political economies. Although some of
the literature in this area articulates a concern about the potential cap-
ture of public authority by private interests,? the corporatism literature
as a whole tends to emphasize the benefits of “social partnership” and
the benign, even beneficial effects of these arrangements.’ Meanwhile,
the liberalization of public services has also produced different forms of
public-private partnerships in liberal Anglo-Saxon countries. Students
of American politics have drawn attention to the way in which the
private provision of key social benefits often precludes more egalitarian
public options.* But because these observations are typically invoked to
underscore the peculiarities of the US political economy relative to the
more socially embedded varieties of capitalism in Europe, they tend
to obscure key similarities in how the institutional power of business
unfolds across the whole range of postindustrial democracies.

Our analysis provides a unified framework for understanding the
power dynamics that underlie public-private governance arrangements
across the rich democracies. We show how these arrangements fos-
ter asymmetric dependencies of the state on the continued contribu-
tion of business actors in ways that, over time, tilt the public-private
balance increasingly in favor of business interests. The need to under-
stand the power dynamics unleashed by such arrangements is, if any-
thing, more urgent in the context of a general trend—across virtually
all the rich democracies—toward the outsourcing of public functions to
private enterprises, often justified with reference to efficiency and con-
sumer choice.

We situate our analysis in the context of a growing literature on busi-
ness power in advanced capitalism to show how the forms of power we
explore are not well captured by classic notions of structural and instru-
mental power. Unlike structural power, institutional power isn't a ge-
neric feature of capitalist economies, and unlike instrumental power, it’s
not directed at promoting or preventing particular instances of policy
change via lobbying. Instead, institutional business power is distinctive
in that it’s endogenous to policy design choices—that is, it essentially

2 See, e.g., Panitch 1977; Streeck and Kenworthy 2005, 455.
* See, e.g., Lijphart 1999; Katzenstein 1985.
* E.g., Hacker 2004; Mettler 2011.
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represents the feedback effects of past policy choices.” We identify three
general mechanisms through which institutional business power takes
root in the rich democracies—delegation, deregulation, and accretion.
In all three, what’s initially a voluntary choice on the part of state actors
to share public responsibilities sets in motion feedback effects that en-
hance and entrench the influence of business over time.

In what follows, we first provide a brief review of the literature on
business power, noting the recent resurgence of scholarly interest in
this subject and detailing the accomplishments and the gaps in both
classic and contemporary treatments. Next, we explore the phenome-
non of institutional business power as a crucial and hitherto overlooked
dimension through which the power of business has grown in demo-
cratic capitalist political economies. We provide empirical illustrations
of our argument in the form of short case studies of policy develop-
ments in Germany, Sweden, and the United States. We focus on the
field of primary and secondary education as a particularly instructive
case, because ex ante, there’s no compelling reason why the state should
delegate public responsibilities to business actors in a field with a long
tradition, in most countries, of direct public provision. That we see an
increase in institutional power in this policy area suggests that such an
increase is likely to matter even more in policy areas in which the influ-
ence of business is greater to begin with. We document commonalities
and parallel trends in three country cases that represent “most differ-
ent cases” spanning the three worlds of welfare capitalism and distinct
varieties of capitalism.® Our concluding section summarizes the argu-
ment and draws out its implications for the study of business power in
the current period.

BusiNess POWER IN CAPITALIST DEMOCRACIES

Arguments about the structural power of business commonly center
on Charles Lindblom’s well-known thesis about its privileged position
in democratic capitalism. According to Lindblom, businesspeople are
similar to public officials in that their investment decisions have large
consequences for society as a whole, affecting growth and employment
and, by extension, the distribution of income and wealth.” But unlike
democratically accountable public officials, businesses make private in-
vestment decisions, so in a market economy governments can’t force

5 We thank an anonymous reviewer for this formulation.
¢ Esping-Andersen 1990; Hall and Soskice 2001.
7 Lindblom 1977.



INSTITUTIONAL SOURCES OF BUSINESS POWER 451

them to do their bidding. Instead, governments must offer inducements
to ensure that private investment decisions will have beneficial (side)
effects for society at large, especially by creating employment opportu-
nities.® Lindblom emphasizes that to exert their power, businesspeople
don’t need to organize politically or to act in a coordinated manner:
“Businesspeople do not have to debate whether or not to impose the
penalty. They need to do no more . . . than tend to their own business,
which means that, without thought of effecting a punishment on us,
they restrict investment and jobs simply in the course of being prudent
managers of their enterprises.”

Lindblom’s analysis resonates with earlier arguments from the so-
called community power debate! in emphasizing that the range of is-
sues that are openly discussed and contested during policy-making
processes is usually only a subset of all possible issues. Policymakers shy
away from ambitious reforms that could trigger a negative counterreac-
tion from business, thus narrowing the range of issues and options that
make it onto the political agenda in the first place.

In the 1980s and 1990s, arguments about the structural power of
business were heavily criticized as either nonfalsifiable or false. As Pep-
per Culpepper writes, “Structural power became as suspect in political
science as conspiracy theories, with which it appeared to share problems
of falsifiability.”"! But arguments by some that power theories could not
be falsified didn’t stop others from claiming to do just that. David Vo-
gel, for example, argues that the empirical implications of the “struc-
tural dependency thesis” squared badly with existing evidence.'? He
cites a number of policy reforms in the 1970s and 1980s in the United
States, such as reforms in environmental legislation and consumer pro-
tection, which passed despite the vocal opposition of business.”® Vo-
gel also points to significant differences in the power of business actors
across countries, saying those in Europe’s social democracies appeared
to be considerably less powerful than their North American counter-
parts.’* He takes these demonstrations of the variability of employer
power as evidence of the bankruptcy of approaches that conceived of
business power in structural terms—that is, as a fixed attribute of all
capitalist political economies.

8 Lindblom 1977, 172-73.

? Lindblom 1982, 328.

10 Bachrach and Baratz 1962; Lukes 1974; Gaventa 1980.
1 Culpepper 2015, 392.

12 Vogel 1987.

13 Vogel 1987, 397-98.

1 Vogel 1987, 403.
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In a sense, Vogel’s reference to cross-national variation in the power
of business set the ground for the influential debates in political econ-
omy that took off in the 1990s on the subject of distinct varieties of
capitalism (voC) in the rich democracies. But the flourishing litera-
ture in this area didn’t take up Vogel’s core argument. Indeed, it mostly
sidestepped the issue of business power. For instance, in the original
voC framework,” the essential difference between liberal and coordi-
nated market economies wasn’t that business was more powerful in one
type of capitalism than the other, but rather that business actors re-
lied on different types of coordination—via market or nonmarket in-
stitutions—for their activities. The issue of business power, and how it
might vary across different institutional arrangements, remained in the
background.

voC’s main foil, power resource theory, took issue with the volunta-
rist view of institutions at the core of voC theory, and explicitly empha-
sized class conflict and power in capitalism.'® But the power resources
that gave the theory its name had more to do with the power of labor
than that of business. Scholars in this school operationalized and mea-
sured power almost exclusively in terms of the resources—industrial,
organizational, and political—that labor could bring to bear in con-
flicts with capital.’” The thrust of this line of theorizing wasn’t so much
to assess the sources of business power but rather to point out that in
coordinated market economies employers were more constrained (and
by implication, less powerful) than their counterparts in liberal market
economies.!®

In a seminal contribution that brought scholarly attention back
to the issue of business power, Jacob Hacker and Paul Pierson argue
that structural business power should be conceived as “a variable, not a
constant.””” In contrast to Vogel, they insist that variation in business
power shouldn’t be taken as evidence of its absence. Rather than seeing
structural power as a fixed and unchanging attribute of capitalist coun-
tries as Lindblom does, they point out that such power can and does
vary over time. They offer the example of the New Deal reforms of the
1930s, which reduced the structural power of American business by
centralizing key aspects of social policy. By partly neutralizing the ef-
tects of federalism, these reforms made it harder for employers to play
individual state governments off one another against threat of exit.

15 Hall and Soskice 2001.

16 See, especially, Korpi 2006.

17 Stephens 1979; Korpi 1983.

18 See, e.g., Korpi 2006.

¥ Hacker and Pierson 2002, 282.



INSTITUTIONAL SOURCES OF BUSINESS POWER 453

Other theorists identify further sources of variation. Culpepper’s
work, for example, points to variation in business influence due to dif-
ferences in the political salience of various issues.?’ He argues that busi-
ness actors have more power to influence policy-making and policy
implementation in domains characterized by what he calls “quiet poli-
tics.” When issues become politically salient, and therefore contested in
the glare of public attention, it’s harder for business interests to prevail
in political discourse as public opinion and party politics become more
influential. In their subsequent work on bank bailouts, Culpepper and
Raphael Reinke* depart from both Lindblom* and Hacker and Pier-
son® to argue further that structural power doesn’t necessarily operate
automatically (through anticipated reactions on the part of policymak-
ers), but can instead be deployed strategically.** Another recent strand
of work explores cross-national and cross-sectoral variation in the abil-
ity of business to strategically mobilize consumers as a source of influ-
ence in conflicts with organized labor and government.

INSTITUTIONAL SOURCES OF BUSINESS POWER

Compared to the earlier work, then, recent scholarship has paid more
attention to the empirical analysis of business power and its variation—
across countries, across issue areas of varying salience, across sectors,
and over time. But as the foregoing discussion suggests, contemporary
debates still center largely on business power in its classic structural and
instrumental manifestations. In so doing they neglect the growing sig-
nificance of other forms of business power. In particular, the important
institutional sources of business power remain undertheorized.

Institutional business power differs in important ways from both
structural and instrumental power, although the three complement
and enhance one another empirically.? Unlike structural power, insti-
tutional power doesn’t flow from a firm’s position in a market econ-
omy, but from its role in the provision of key public goods and services.
Such situations don’t emerge out of the natural operation of the capi-
talist economy, as in Lindblom’s account. Instead, they’re based on pol-

2 Culpepper 2011.

1 Culpepper and Reinke 2014.

22 Lindblom 1977.

2 Hacker and Pierson 2002.

2 Culpepper and Reinke 2014; see also Marsh, Akram, and Birkett 2015 on the issue of agency,
and Woll 2016 on business power and banking reforms.

% Collier, Dubal, and Carter 2018; Thelen 2018; Rahman and Thelen 2019; Culpepper and

Thelen 2020.
% See also Culpepper 2015 on the link between structural and instrumental power.



454 WORLD POLITICS

icy decisions that either invite or allow private interests to play a central
role in providing crucial collective goods on which society depends. As
suggested above, the state makes a conscious decision in some cases to
share the regulatory space, resulting in what can be thought of as in-
stitutional power through delegation. But there are at least two other
mechanisms through which private actors can come to share this space.
One is through deregulation: the state’s retreat—partial or wholesale—
from the provision of some public function, which it cedes to private
actors, often in the supposed interest of greater efficiency. Another
mechanism is by accretion, where private actors acquire power by tak-
ing the initiative to move into a policy arena previously dominated by
the state, or into an emerging arena where the role of the state is still
limited, and gradually assume a central intermediating role (with the
state sometimes legitimating the move after the fact).

Whatever its provenance, institutional business power can be de-
fined as power flowing from the entrenched position of business actors
in the provision of essential public functions or services. As we define it,
the institutional power of business can be considered to occupy a space
at the intersection of structural and instrumental power. To some ex-
tent, the different sources of business power are complementary to each
other, in the sense that one source can be tapped to increase power in
another. When states share power with private actors in providing key
public services or in executing key public functions, they expose them-
selves to the threat of holdup and exit—features this form of power
shares with structural power. Typically, sharing space in this way also re-
quires business actors to be involved in policy-making and implemen-
tation in these areas, inviting them into the realm of “quiet politics,” in
which their influence on policy-making is particularly strong.?” Once
business actors are established as insiders and are regularly included in
policy decision-making and implementation, there is much less need
for them to resort to traditional lobbying and activism (instrumental
power). This illustrates how the different sources of business power act
in a complementary manner, akin to communicating vessels.

Our analysis focuses on institutional power as a hitherto undertheo-
rized form of business power. Of course, mixed public-private arrange-
ments can involve many different types of actors, and any government
depends on a variety of nonstate actors, such as NGOs, nonprofit univer-
sities, and hospitals, whose cooperation is needed to fulfill public func-
tions. In principle, the notion of institutional power can also apply to

27 Culpepper 2011.
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these other actors, although when nonstate actors depend on the state
for financial or other support, and when these quasi-public activities
represent their sole function, their exit threat is limited, as is their in-
stitutional power.”® Thus, a central conditioning factor that influences
the extent of institutional business power is the availability and credibil-
ity of an exit threat on the part of business. A greater exit threat means
stronger institutional power of business (and vice versa).

Furthermore, the institutional power of business can vary according
to how deeply business actors are entrenched in the architecture of pub-
lic service provision, or, to put it another way, how much the state has
maintained the capacity to deliver these public services without the co-
operation of business actors. Both dimensions are related, but only to
a certain degree. The institutional power of business is strongest when
both conditions obtain—when the state’s dependency on the continued
involvement of business is high and when the exit threat of business is
credible (as business can easily shift its resources elsewhere). To antici-
pate our empirical case studies below, this situation holds in the case of
Germany: employers can simply decide to stop offering apprenticeship
training, while the state has limited capacity to set up alternative public
training facilities (at least in the short term and on a large scale). In the
case of private schools in Sweden, the state’s dependency on the contin-
ued involvement of business is lower but still significant, as public and
private providers of education exist side by side, with private provid-
ers taking a good share of enrollment. Compared to the German case,
the exit threat of Swedish private providers is also lower, since they in
turn depend on financing from the state. The case of charter schools in
the US is the reverse of Sweden in some ways. The state’s dependency
is lower than in Sweden because private resources mostly supplement
public resources—they’re targeted not at replacing public resources but
at redirecting them toward alternative educational arrangements (nota-
bly charter schools) that operate outside the rules applied to traditional
public schools. But the exit threat is high in the US case, since the ven-
ture philanthropists behind many of these institutions can decide to re-
invest their resources elsewhere.

To the extent that the public comes to depend on private actors to
provide essential public services, the power relationship between state
and private actors is likely to become more asymmetric over time. The

% For example, in the US, Planned Parenthood and similar NGOs rely heavily on state funding to
perform their core missions, and thus enjoy less institutional power than, say, Boeing, whose contribu-
tions to the US defense industry are but one part—albeit a vitally important one—of the company’s
overall portfolio. We thank an anonymous reviewer for this example.
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corporatism literature recognizes that sharing public space between
governments and private business actors opens up the risk of public in-
stitutions being “captured” by private interests. Wolfgang Streeck and
Lane Kenworthy suggest that governments can neutralize this dan-
ger (and minimize the holdup power of business actors’ exit threat) by
maintaining the state’s ability, willingness, and capacity to “threaten
direct intervention in case self-government fails to meet its public
responsibilities.”” The problem is that the credibility of the state’s in-
tervention threat is likely to diminish over time. This is because dele-
gating public responsibilities isn’t a one-off decision; it sets in motion
dynamics that enhance the institutional power of business interests
over time in a process of endogenous institutional change. Thus, in-
stitutional power often exhibits strong feedback effects (along the lines
identified years ago by E. E. Schattschneider and further developed by
Paul Pierson, Andrea Louise Campbell, Suzanne Mettler, and others),*
in which past policy choices alter the political landscape.

These feedback effects operate on several levels. Relying on private
actors to provide the organizational and administrative infrastructure
needed to deliver key benefits can lead to the decay (or even an ac-
tive dismantling) of the state’s own independent delivery system, erod-
ing state capacities in this area. Moreover, where private actors assume
some of the financing for providing these services, the state will be in-
creasingly hard-pressed to substitute public-private arrangements with
tull-fledged public institutions. Especially in times of fiscal austerity,
the costs of business exit for the state grow over time. Policy feedback
effects also occur on the level of organized interests and political elites
as new actors emerge on the scene or as established actors adapt their
strategies and positions. In addition, normative connotations of exist-
ing institutions have feedback effects on the mass public, influencing
popular attitudes toward the most appropriate division of labor between
public and private sector in fulfilling public responsibilities.*!

In short, once public responsibilities have been ceded to business
actors, who then become integral parts of the governance and deliv-
ery structures of key collective goods and services, the government
becomes de facto dependent on the business actors’ continued commit-
ment to providing those services. Publicly accountable policymakers in
democratic polities can scarcely abdicate their responsibility to provide

# Streeck and Kenworthy 2005, 455.
% Schattschneider 1935; Pierson 1993; Mettler 2011; Campbell 2012.
! Busemeyer and Iversen 2014; Lerman 2019; Pierson 1993.
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such public services as education, whereas private actors are only mo-
tivated to participate as long as it’s in their interest to do so. Loathe to
risk any disruption in essential public services, policymakers will face
ever-stronger incentives to attend to the interests of business in order
to maintain private actors’ commitment to keep up their side of the
bargain.

In sum, the government could, in theory, reduce its dependency by
reverting to full-scale public provision. But in practice, reclaiming lost
territory becomes more difficult over time as path dependency and
lock-in effects increase the economic and political transaction costs im-
plied in such a shift. Not only would the state have less institutional and
administrative capacity to do so, it would also face a different politi-
cal landscape. This arena is populated with new kinds of private actors
supported by the government itself, and policymakers may find that the
mass public’s expectations have changed regarding the balance between
public and private provision. In short, once private actors are estab-
lished and involved in the provision of crucial public goods and services,
they’re likely to remain on the scene and influence future policy-
making processes.

EMPIRICAL ILLUSTRATIONS

In this section, we offer some short case studies to illustrate our ar-
gument. We don’t intend these empirical examples to provide a full-
fledged test of our theory, nor do we present detailed analyses of the
cases. Rather, we aim to demonstrate the usefulness of the notion of
institutional business power in broad strokes, highlighting how it dif-
ters from both structural and instrumental business power and also how
it draws on and blends elements of both.

We focus on education policy because there’s no structural imper-
ative that requires business to be involved in providing education. In-
deed, education is in many ways a quintessentially public function, and
one for which the state often assumes exclusive or at least dominant re-
sponsibility. We wouldn’t expect a priori business actors to have partic-
ularly strong power resources in this field as compared to, for instance,
financial or labor markets. So finding indicative evidence for a signif-
icant and increasing role of business actors in education suggests that
similar dynamics could be at work in other policy fields as well. Em-
pirically, education provides illustrations of each of the mechanisms of
change noted above; in all three cases, the result is a significant increase
in the institutional power of business.
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INSTITUTIONAL POWER THROUGH DELEGATION: VOCATIONAL
TRAINING IN GERMANY

The case of Germany provides a clear illustration of the first mechanism,
delegation. The dual model of apprenticeship training (that is, the com-
bination of workplace-based training in firms and theoretical education
in vocational schools) has a long tradition in Germany, though it wasn't
fully entrenched in the law until the late 1960s. An extremely popular
system, it enjoys the support of organized business and labor groups,
plus that of political parties across the spectrum.* The system provides
key institutional support for Germany’s highly competitive export sec-
tor, and it is widely considered a particularly successful public-private
partnership. It rests on a well-developed infrastructure in which the
education and training of young people is delegated to training firms
that are held to standards set jointly by employers, unions, and govern-
ment actors. Germans don’t consider it problematic to have employers
directly involved in the crucial area of youth education and training. On
the contrary, this involvement is seen as an asset because it mitigates
market failures, such as insufficient training, and ensures a close match
between training and the skill needs of actual firms.

Hence—and it’s important to emphasize this—the German appren-
ticeship training system shows that from a normative point of view,
having business actors involved in providing public functions isn’t in-
herently good or bad. Business involvement can have beneficial or
detrimental side effects for society as a whole, and in many ways the
German apprenticeship system is a classic example of arguments about
the benign, indeed positive, influence that organized business some-
times exercises in coordinated market economies. Yet these character-
izations shouldn’t obscure the immense power wielded by business in
this system, which goes back to one simple and foundational fact: at its
core, the apprenticeship system relies on employer voluntarism in what
is still a market-based system. This means that firms ultimately decide
whether to hire apprentices in a given year and if they do decide to hire,
in which occupations the apprentices will be trained. Even though po-
litical actors are constantly cajoling firms to hire more apprentices—es-
pecially when there’s a shortage of training slots on the apprenticeship
market—they can’t compel them to do so.

The German government relies on the private sector to train a sig-
nificant share of the country’s youth through the apprenticeship system.

32 Baethge 2008; Busemeyer 2012; Thelen 2004.
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Currently, about five hundred thousand youths enter into a firm-based
apprenticeship each year, roughly the same as the number of young
adults who take up university studies.*® This arrangement gives employ-
ers significant institutional power. As firms’ participation in the training
system is crucial for it to function, employers and their associations can
credibly claim that the institutional environment must be molded in a
way that boosts or at least preserves their involvement. The institutional
power of business depends partly on market conditions. It is likely to
be lower when there are shortages of apprenticeship candidates, and
higher when there’s a lack of training places. Although German em-
ployers have recently complained about a shortage of skilled labor, be-
ginning in the 1970s, the German apprenticeship market has generally
been characterized by chronic shortages of training slots** and mount-
ing problems with matching the pool of applicants to the slots available.
Thus, employer participation in the training of young people becomes a
rationed resource, and others involved in the system—state actors and
the unions—develop a joint interest in maintaining and nurturing it.

The institutional power of German employers in this system isn’t just
a theoretical possibility. It has been wielded to great effect to both pre-
serve firm autonomy in this area and to extract concessions from the
system’s other stakeholders. In the 1970s, a shortage of training slots
led the social democratic government to openly consider moving to-
ward a more statist model by strengthening vocational schools and es-
tablishing a levy-grant scheme that would require nontraining firms
to contribute to a common training fund.*® But as conditions wors-
ened in the apprenticeship training market, policymakers became in-
creasingly worried about maintaining employers’ involvement in the
system. The association representing all the business and employers’ as-
sociations in the field of training opposed the reforms on the grounds
that they “would significantly impede firm-based apprenticeship train-
ing and thereby endanger the number of needed and available training
places in the future.”® Faced with such resistance and the prospect of
alienating training firms, the government backed down, scrapping the
most contentious reform plans.”

As an alternative, employers voluntarily offered to accept more ap-

3 BMBF 2019, 26.

3 Busemeyer 2009.

35 Busemeyer 2009.

3¢ Kuratorium der Deutschen Wirtschaft fiir Berufsbildung 1975, 12.
7 Baethge 1983.
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prentices, especially after the 1982 change to a more business-friendly
coalition government led by Helmut Kohl and the Christian demo-
crats. The new government cooperated with the peak employers’ as-
sociation to mobilize support among individual firms to increase the
number of training slots. This defused the tense situation in the ap-
prenticeship training market. In a prominent government policy state-
ment at the beginning of his tenure, Chancellor Kohl proclaimed an
“apprenticeship guarantee,” promising a training slot for every willing
and able youth.* He then proceeded to implore business to produce an
additional thirty thousand training slots.*

In exchange for the employers’ voluntarily overcoming the short-
fall of training places, the government dropped the previous adminis-
tration’s ambitious reform agenda. The new federal education minister,
Dorothee Wilms, heavily criticized the more statist and interventionist
threats of the social-liberal government of the 1970s, and emphasized
the government’s goal of reducing “regulation, bureaucracy and admin-
istration on all fronts.”* She suggested further that statist interven-
tion would be counterproductive, harming the willingness of business
to participate in training.*" In an official political statement, the gov-
ernment made clear its position on the division of labor between state
and business in this area: “Business has taken over a societal responsi-
bility in providing vocational education and training, which it manages
largely as a matter of self-responsibility.”*

To facilitate the efforts of business actors in discharging these respon-
sibilities, and to enhance the incentives for firms to participate in ap-
prenticeship training, the government undertook a number of reforms
aimed at removing “unnecessary bureaucratic regulations.” It pro-
moted principles like the “independence of training firms” and avoided
“statist-bureaucratic forms of steering.”** For example, the government
loosened regulations regarding working time for youths as well as those
regarding health and safety concerns; deregulated policies regarding the
training of firm-based training personnel; and, in the 1990s when the

3 Kohl 1983, 299.

% The private sector delivered, increasing the number of training slots even beyond Kohl’s prom-
ises. The government offered thanks for “special efforts in securing a sufficient number of training
slots”; Deutscher Bundestag 1983, 1.

4 Wilms 1986, 17.

# In the minister’s own words: “I have never doubted that the commitment of business to vo-
cational education and training is best nurtured and supported without leveling a policy of ‘the big
stick.”” Cf. Wilms 1986, 19.

* Deutscher Bundestag 1983, 3.

# Deutscher Bundestag 1983, 3.

* Deutscher Bundestag 1989, 1-2.
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structural crisis on the apprenticeship market persisted, significantly
weakened requirements for training firms to give credit to apprentices
for previous training acquired outside the firm.*

A subsequent switch in government to a left-wing “red-green” co-
alition of social democrats and the Greens in 1998 didn’t fundamen-
tally change the trajectory of the German vocational training regime.
Faced with another severe lack of slots, the government again raised the
possibility of more interventionist measures, including a levy on non-
participating firms and the establishment of a fully school-based alter-
native alongside the firm-based apprenticeship system. But the idea of
a school-based alternative met with intense opposition from the em-
ployers’ camp. A representative of the powerful German Chamber of
Industry and Commerce demanded that the idea of a school-based
equivalent be withdrawn as a “necessary condition” for further negotia-
tions between government and employers on dealing with the appren-
ticeship market crisis.*

Faced with these and similar threats by employers to withdraw from
the training system, the government dropped its more intervention-
ist proposals and again adopted supportive measures geared toward
strengthening positive incentives for firms to participate in training.
These included lowering the qualification requirements for firm-based
training personnel and giving firms more leeway in setting firm-specific
training content.* Like his conservative predecessors, Chancellor Ger-
hard Schréder pursued a voluntarist training pact with employers, one
that accommodated their demands for greater flexibility in organizing
training. Even as his government was making significant concessions to
business, the chancellor could be heard imploring firms to fulfill their
obligation to give youth a chance to acquire skills.*

It is telling—and most important for our argument—that by the late
1990s and early 2000s, the government met mounting resistance not just
from business interests, but also from other organized stakeholders and
from within its own camp, as trade unions and regional leaders of the
ruling social democrats also rallied to defend the existing system.* For
example, in the case of the proposal to introduce a school-based alter-

* Busemeyer 2009, 118, 141.

% Busemeyer 2009, 155. Another representative of the same organization argued that a training
levy would lead “to a complete take-over of dual training by the state”; quoted in Busemeyer 2009, 153.

¥ Busemeyer 2009, 147-68.

“ Ralf Neukirch, Michael Sauga, and Gabor Steingart, “In Argwohn vereint” [United in Sus-
picion], Der Spiegel, May 5, 2003, p. 105. At https://magazin.spiegel.de/EpubDelivery/spiegel/pdf
/27007516, accessed June 10, 2020.

# Busemeyer 2012, 703.
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native, almost all the major unions sided with the employers in defend-
ing firm-based apprenticeship training against state encroachment.”
This move represented a significant reversal of labor’s position com-
pared to that of the 1970s. Having lost the earlier battles to enhance the
state’s role in vocational training, unions had turned their energies to-
ward exerting influence within the existing firm-based system, among
other ways, through collective bargaining.”* By the 2000s, unions had
come around to a full-throated defense of firm-based training, rejecting
proposals for the introduction of state alternatives. For example, a 2004
statement by the German Confederation of Trade Unions (Deutscher
Gewerkschaftsbund or DGB) made it clear that organized labor opposed
greater state presence in this area on the grounds that it would increase
“fragmentation” in the country’s training regime and lead to a “devalu-
g Y g reg

ation” (Entwertung) in the traditional firm-based system.*?

Over time, then, the entire debate about training reform shifted to-
ward accommodating the needs and desires of business. All talk of train-
ing levies and school-based alternatives has vanished from mainstream
debates. The most recent major reform to the system, the Federal Law
on Vocational Education and Training in 2004-2005, aims instead at
“stopping the trend towards statism in vocational training” by recog-
nizing the “special responsibility” of business and government to “pro-
vide a sufficient supply of attractive training places.”** What’s more,
the parties supporting the reform (the governing social democrats and
Greens, and the Christian democrats in the opposition) stated jointly,
“The modernization of vocational training can only be successful if the
number of firm-based apprenticeships does not decline further. Pub-
lic investments cannot compensate for the decline of firm-based train-
ing places.”™*

The case of apprenticeship training in Germany raises several points
that are important for our argument. One is that business actors draw
power from a variety of sources. To be sure, German employers and their
associations regularly and openly voiced opposition to policy propos-
als they saw as contrary to their interests. But this form of instrumen-

50 Deutscher Gewerkschaftsbund 2004.

511G Metall 1983, 12-13. After criticizing the continued dependence of the number of available
training slots on changing market conditions, the union’s 1983 position paper states the following
goal for the coming years: “It is now becoming more important that we use more than before our own
sources of power to secure the availability of training opportunities in those places where they are most
in danger: in the firms themselves!” (p. 12).

32 Deutscher Gewerkschaftsbund 2004, 6.

53 Fraktionen 2004, 2-3

> Fraktionen 2004, 6.
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tal power was complemented by institutional sources of power, which
is wielded in less open and less visible ways and is manifested in how
other actors besides business started to embrace the policy positions of
employers. Unions and Social Democratic Party leaders came around
to defending the autonomy of firms in the training system rather than
promoting interventionist policies that might trigger firm withdrawal.
Throughout the process, the availability of a credible exit threat—the
prospect that firms would simply stop offering training slots—strongly
influenced the institutional power of German employers in the appren-
ticeship system, allowing them to hold the state at bay and to secure
policy concessions that reflected their interests.

INSTITUTIONAL POWER THROUGH DEREGULATION: EDUCATION
REFORM IN SWEDEN

Sweden provides an example of an alternative mechanism through
which private interests acquire institutional power in the area of educa-
tion: deregulation. In the early 1990s, key areas of the Swedish wel-
fare system—in particular, education and care services—were opened
to competition by private providers. These changes were inspired by a
combination of fiscal and political strains, the latter related to growing
discontent among the Swedish middle classes for the lack of individual
choice.” Although the for-profit sector has expanded gradually, the
long-term changes have been significant. Prior to the 1990s, social pol-
icy in these areas was “organized as a virtual public monopoly of care-
tully planned and standardized services,” with private providers playing
almost no role.”® The system was premised on core values that were
quintessentially social democratic: high-quality, subsidized, and uniform
public services were guaranteed to all citizens as a matter of right.

The reforms of the 1990s represented a major departure from this
long-term development trajectory.”” In the area of education, the re-
forms established a voucher regime in which public funds are used to
support private “independent” schools. The Swedish approach of estab-
lishing a market for educational services is different from full-fledged
privatization in that to receive public funding, the independent schools
must comply with the national curriculum and other governmental reg-
ulations.”® To head off the possibility that privatization would fuel ed-

% See, e.g., Klitgaard 2008; Gingrich 2011.

%6 Blomqvist 2004, 140.

°7 Svallfors 2016; Svallfors and Tyllstrdm 2019.
58 Bunar 2010.
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ucational stratification and inequality, the government also prohibited
the schools from explicitly selecting students on the basis of academic
ability or socioeconomic characteristics.

Despite careful hedging against potential detrimental side effects,
school reform in Sweden created dynamics that have strengthened
the institutional power of the new for-profit actors over time. Many
of the first independent schools to be founded were small-scale op-
erations, but larger companies have since taken over an ever-greater
share of the market. According to Jenny Andersson, by 2014 fully 30
percent of the market was controlled by ten large corporations.”” The
largest of these corporate groups, AcadeMedia, was purchased in 2010
by EQT, a prominent Swedish venture capital firm; in 2017 EQT sold
controlling shares to other investors.®” Thus, rather than independent
schools catering to the particular educational needs of localities or soci-
etal groups, the sector has become dominated by large-scale businesses.
Today nearly 25 percent of upper secondary students in Sweden attend
voucher schools, of which 85 percent are for-profit (the other 15 per-
cent are faith based).®!

The entry of private actors has fundamentally changed the playing
field in education. Stefan Svallfors argues that Sweden’s new “welfare-
industrial complex” has become “a formidable power bloc in Swedish
politics.” “Large private companies have . . . achieved a direct role and
stake in the organisation of care and education,” giving them and their
employers’ associations a voice in policy-making in these sectors.®* Both
Svallfors and Andersson characterize business influence in this area
mostly in instrumental terms, emphasizing new “iron triangles” con-
sisting of private providers, elected politicians, and policy entrepreneurs
embedded within the bureaucracy itself. Andersson emphasizes that
the biggest players in the welfare market enjoy direct access to party
elites and maintain active public relations machines.®*

But the growing institutional power enjoyed by business in these
sectors is just as important as these new sources of instrumental power.
With privatization, the logic of the system shifted from universalism
and egalitarianism toward efficiency and cost effectiveness. This new

5 Andersson 2014, 124. Similar figures are given in Svallfors and Tyllstrém 2019, 749.

O “BRIEF-EQT Sells 12.6 Million Shares in AcadeMedia, Cuts Stake to 12.1 pct.” Reuters, Septem-
ber 20, 2017. At https://www.reuters.com/article/brief-eqt-sells-12.6-million-shares-in-ac/brief-eqt
-sells-12-6-million-shares-in-academedia-cuts-stake-to-12-1-pct-idUSFWN1M103T, accessed June
1 621O%?/;efors Hinnerich and Vlachos 2016, 4.

©2 Svallfors 2016, 509.
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logic didn’t hold just for the private providers; it also affected public sec-
tor providers that were now competing with the private providers.®® As
early as 2004, Paula Blomqvist noted the “self-perpetuating quality” of
privatization and anticipated that the system would become even more
entrenched over time.®® She noted that privatization creates its own
supporters, not only among the firms that provide these services but
also among the users, especially those in high-performing schools and
user-friendly care facilities, who can be mobilized to defend the system.

A growing body of work suggests that the privatization of Sweden’s
welfare services has led to some of the feedback effects foreseen by
Blomgpvist. Although the issue of profits has become contentious (see
below), the presence of private providers per se isn't necessarily seen as
problematic. In a representative survey of public opinion on education
policy conducted across eight Western European countries in 2014, 70
percent of Swedes agreed or strongly agreed with the statement, “Fam-
ilies should be able to choose freely between public and private schools,
independent of income and place of residence.”” Only a bare majority
of Swedes—51 percent—agreed with the statement, “The state alone
should be in charge of financing and providing education at all levels,”
while across all eight countries included in the study, 56 percent of re-
spondents agreed with it.%® Similarly, in the case of health care services,
Anna Bendz finds that support for further privatization increases once
users themselves have experienced these services.® And Jonas Edlund
and Ingemar Johansson Sevi find that municipalities offering more pri-
vate options show stronger support for a mixed public-private system.”
Thus, the influence of private providers has also grown as consumers
have become more invested in the new model. As Andersson points
out, the current system doesn't just react to middle-class preferences for
“choice,” but actively reinforces them.”

Moreover, and as in the case of Germany, the growth of the for-
profit sector has also affected the positions of interest groups. For exam-
ple, Gabrielle Meagher and Marta Szebehely show that the position of
Kommunal, the Swedish municipal workers’ union, flipped over time.”
Initially, the union was strongly committed to public provision, but it

% Blomqvist 2004, 151; see also Busemeyer and Iversen 2014.

6 Blomqvist 2004, 152.

7 Busemeyer et al. 2018; Busemeyer, Garritzmann, and Neimanns 2020.

6 In addition to Sweden, the other countries are Denmark, UK, Ireland, Germany, France, Italy,
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% Bendz 2017.

70 Edlund and Sevi 2013.

7 Andersson 2014, 127.
2 Meagher and Szebehely 2019, 464.
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reversed its position in 2001 to match its leadership’s pro-privatization
stance. Something similar occurred in the education sector. As Jane
Gingrich points out, Swedish teachers’ unions have gradually warmed
to independent schools, which they see “as offering them greater profes-
sional autonomy.”” Surveys show that teachers employed by indepen-
dent schools express more satisfaction with their jobs and management
than those employed in municipal schools.”

In 2012, a major scandal in Sweden’s eldercare industry provoked a
public backlash that inspired a broad debate on profits for private pro-
viders of welfare services, including in the education sector. The social
democratic government that came to power in 2014 established a com-
mission to lead an inquiry into this issue. If anything, the initiative ex-
posed the latent institutional power of private education providers. In
2016, when the so-called Reepalu commission announced a proposal to
impose an operating profit cap of 7 percent of working capital, private
providers reacted with dire warnings and thinly veiled threats.” One of
the country’s largest private education providers, Internationella En-
gelska Skolan, threatened that it would be forced to cease operations
if the commission’s recommendations were implemented and that it
would demand “full compensation for the loss of value that the pro-
posal would entail.”” The Swedish Association of Independent Schools
(Friskolornas Riksférbund) voiced a similar critique: “The proposal is,
in fact, a prohibition on profits and will lead to the closure of the ma-
jority of the independent preschools and schools, whether public lim-
ited companies, associations or foundations.” The association made it
clear that “if the investigation’s proposal becomes a reality, the munici-
palities would, at short notice, be forced to accept tens of thousands of
students who will be left without school when the independent schools
are forced to close down.””’

These threats seem to have resonated among policymakers. As Ilmar

” Gingrich 2011, 160.

7 See, e.g., the article in the education news portal Skolvirlden entitled, “Teachers in Independent
Schools More Satisfied.” At https:/skolvarlden.se/artiklar/larare-pa-friskolor-mer-nojda, accessed
June 10, 2020. We thank Axel Cronert for drawing our attention to this point.

7> Meagher and Szebehely 2019, 469.

76 Claes Lonegard, “Storm av kritik mot Reepalus vilfirdsutredning” [Inquiry on Welfare Ser-
vices Receives Harsh Criticism], Svenska Dagbladet, February 7,2017. At https://www.svd.se/stormen
-mot-reepalu--kritiken-valler-in, accessed June 10, 2020. Thanks to Axel Cronert for this reference
and translation.

77 The response of the Swedish Association of Independent Schools to the commission’s proposal
was published on the association’s website at https://www.friskola.se/2017/02/08/remissvar-ordning
-och-reda-i-valfarden-sou-201678/. Similar dynamics played out in other sectors. For example, Hikan
Tenelius, a representative of the Association of Private Care Providers, lambasted the idea of a profit

cap in a newspaper article entitled, “Stopping Profit Would in Practice Mean Stopping Welfare” (Mea-
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Reepalu, the government-appointed chair of the commission on limit-
ing profits, recognized, “We would have been in a somewhat easier sit-
uation if much of what we are proposing was introduced some twenty
years ago.””® In large cities, where private providers have a significant
market share and would be most directly affected by disruptions, local
policymakers reacted particularly strongly to the (more or less) veiled
threats from private providers. Their reaction was a clear indicator of
the institutional sources of power that these providers can tap into. For
example, the mayors of Stockholm and Norrképing publicly opposed
the plan. In an interview that appeared in Dagens industri, Stockholm’s
mayor drew attention to her city’s heavy dependence on private provid-
ers in the education and care sectors. Urging the social democrats to
look for a concession, she stated, “We must seek a broad compromise
that is sustainable over time, where we safeguard tax money and ensure
that we get good quality.””

These developments and the subsequent failure of the profit cap to
prevail in parliament resonate with Svallfors and Anna Tyllstrém’s anal-
ysis of private provision in Swedish healthcare. They attribute the re-
silience of private provision to the way in which these private providers
create “facts on the ground” and then “strategically [use] their current
position and possibilities for exit as a bargaining threat . .. [and in this
way seek] to beat off threats against their market.”®

In sum, this illustrative case study of Swedish education policy shows
that over the last two decades the political arena of social policy-making
has tilted significantly in favor of the business interests of private wel-
fare service providers. There’s nothing inherent in capitalism that ex-
plains this (as structural power accounts would argue). Nor were the
privatization reforms of the 1990s a result of lobbying efforts from busi-
ness actors (instrumental power), since many of the most influential
actors simply didn't exist then—rather, they were engendered and em-
powered by the reforms themselves. But once enacted, the privatization
and deregulation of education in Sweden set in motion a self-reinforc-
ing process that transformed the political landscape. It changed public
attitudes regarding the division of labor between public and private ac-
tors in the delivery of public services, and it empowered new kinds of
organized interests that could convert some of their institutional power

78 Cited in Wallin 2016.

7 Tomas Nordenskiéld and Fredrik Ojemar, “S-revolt mot Reepalus vinsttak” [S-Revolt against
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resources into instrumental power to influence future rounds of policy—
making, as in the recent attempt to introduce a profit cap. Despite a sig-
nificant amount of open lobbying in the latter case, this exercise in in-
strumental power was ultimately made possible by actors being able to
mobilize and tap into the institutional sources of power that flow from
their entrenched position in the architecture of the increasingly priva-
tized Swedish welfare state.

INSTITUTIONAL POWER THROUGH ACCRETION: VENTURE PHILAN-
THROPY IN US EDUCATION

The United States illustrates a third mechanism through which private
interests secure institutional power in the area of education: a process
we call accretion. Accretion occurs when private interests invite them-
selves into a policy area and over time become increasingly involved in
providing crucial public services. The accumulation of power through
accretion differs from delegation in that it doesn’t always depend on
an explicit act of delegation from the state to private actors. And un-
like deregulation, increasing private involvement doesn’t stem from an
initially retreating state, though it can certainly promote a further re-
treat of the state as a consequence. Instead, the initiative comes from
the private actors themselves, but their influence can be facilitated by
government and then legitimated and supported by government after
the fact. As with the other mechanisms, the growing presence of private
actors through accretion reconfigures the policy landscape in ways that
can shift the balance of power between the state and private actors in
favor of the latter.

To illustrate this dynamic, we discuss the case of education reform in
the US, focusing on the role of venture philanthropists (vps). In recent
years, a small number of wealthy individuals and families (Bill and Me-
linda Gates, Eli and Edythe Broad, the Walton family, and others) have
taken up the cause of education reform. Although these philanthropists
operate through foundations that are formally independent of the busi-
ness interests behind them, many have pursued agendas heavily laced
with political advocacy, promoting policy changes closely aligned with
these interests.®? Accretion occurs as VPs promote education reform
from the bottom up, funding alternative models of education provision
at state and district levels that emphasize school choice and competi-

81 One of the most active players in this space is the Walton Family Foundation, created by an
outspoken conservative donor, Sam Walton, who was the founder and CEO of Walmart. Primary
and secondary (K~12) education is “a key portion of [the foundation’s] funding and portfolio” (Scott
2009, 122), with ambitions to enhance school choice and weaken teachers’ unions, among other goals.
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tion, while often sidestepping traditional stakeholders, such as teachers’
unions. Once this alternative model of education provision takes hold,
often in the concrete form of new charter schools, policy feedback oc-
curs as students, parents, policymakers, and sometimes administrators
and teachers themselves become invested in it. To the extent that these
new private actors become entrenched in the education landscape, in-
strumental business power is increasingly converted into institutional
power as policymakers come to depend on the continued commitment
of private actors to education provision.

As Sarah Reckhow argues, the growing influence of this new gener-
ation of VPs in the US education system originated in a set of favorable
conditions.® The effects of the Bush administration’s No Child Left
Behind law had shaken public confidence in the existing school sys-
tem and encouraged greater experimentation at state and local levels.®
This aftermath encouraged donors with strong reform agendas to shift
away from directly assisting public schools and to move toward funding
and promoting various “jurisdictional challengers,” that is, organiza-
tions like charter schools and other models “that compete with or offer
alternatives to public sector institutions.”®* Meanwhile, the emergence
of nationally oriented networks—including charter management orga-
nizations (CMOs) and the influential nonprofit organization, Teach for
America—created the infrastructure through which big donors could
channel their energies and wealth.®

Today’s vPs are more likely than their predecessors to engage in stra-
tegic charitable giving, seeking out projects that align with their own
values and business models.*® Existing research shows that education
philanthropy has become increasingly concentrated on jurisdictions in
which donors can exert the most influence on policy-making. For ex-
ample, as Reckhow’s work shows, vps favor cities with strong execu-
tives, where education is subject to mayoral or state control as opposed
to control by elected school boards in which teachers’ unions may ex-
ercise stronger influence.’” Leslie Finger’s research suggests that vps
also target cities that exhibit financial need and are thus more amena-

82 Reckhow 2012.

8 See Scott 2009.

8 Reckhow and Snyder 2014, 186. Reckhow and Snyder find that the top-fifteen education phi-
lanthropies increased their support for charters from 3 to 16 percent between 2000 and 2010, while
reducing their financial support for district schools from 16 to 8 percent (p. 190)
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ble to philanthropic influence® and, in our words, are more dependent
on continued financial contributions from private actors. Hence, even
though vps commonly employ instrumental power to enter the policy
area of education, they appear to target states and cities where the like-
lihood of their accumulating institutional power is greater in the long
term.

Many of the big philanthropists have channeled their resources into
promoting charter schools—publicly funded but independently oper-
ated schools that aren’t bound by the rules that apply to traditional
public schools, such as those regarding hours of operation and teacher
hiring and pay. Although charters account for only about 6 percent of
total public school enrollment across the US, their share in specific, tar-
geted cities and districts is far higher, reaching between 40 and 50 per-
cent in some districts in Michigan, Missouri, Indiana, and Washington,
D.C.# In cities with the highest share of charters, the imprint of VP in-
fluence is often significant and palpable.

One of the most prominent (and contentious) cases is New Orleans.
As a result of a major school reform undertaken after Hurricane Ka-
trina, nearly 95 percent of the city’s children are enrolled in charter
schools, by far the largest share of any US city. Venture philanthropists
played a key role in rebuilding the city’s educational infrastructure, and
critics suggest that post-Katrina education policy “was largely dictated
by the charter establishment and a handful of its wealthy donors.”*
The Walton Family Foundation figured—and still figures—especially
prominently in this transformation, providing grants of between $100,000
and $350,000 to charter startups in the city.”’ Although some observ-
ers see school reform in New Orleans as a “shining success,” others con-
sider it a corporate “take over.””? Love it or hate it, the role of vPs in the
city’s educational makeover is undisputed. Furthermore, to the extent
that vPs contribute essential financial resources to the school system,
public policymakers increasingly depend on the continued contribu-
tion of private actors.

The spread of charter schools in other major cities is also a result of
active philanthropic work, that is, the exercise of instrumental power,

% Finger 2018.

% Arianna Prothero, “Six Districts where 40 Percent or More of Students Attend Charter Schools,”
Education Week, November 10, 2015. At http://blogs.edweek.org/edweek/charterschoice/2015/11
/six_districts_where_40_percent_or_more_of_students_attend_charter_schools.html, accessed
June 10, 2020.

9 Gabor 2019.

91 Gabor 2019.
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which is followed by accumulating institutional power as private ac-
tors become entrenched in the system. The latter is evidenced by pol-
icy feedback effects and growing support for private provision among
stakeholders and the mass public, even though a great deal of what vps
are doing remains controversial—especially when it sidelines teachers’
unions. When conflicts with policymakers over such issues push into
the open, the capacity to tap into institutional power to mobilize allies,
such as parents who've grown attached to the services they provide, be-
comes more manifest.

One high-profile example of this dynamic is the 2014 conflict in
New York City between the newly elected mayor Bill de Blasio and Eva
Moskowitz, the founder of Success Academy Charter Schools, whose
board includes a number of prominent venture philanthropists.” De
Blasio, a strong supporter of traditional public schools and teachers’
unions, sought to limit the expansion of the Moskowitz network by
partly taking back his predecessor Michael Bloomberg’s decision to
grant space to a number of Success Academy schools. The conflict pre-
cipitated a showdown in which a procharter advocacy group, Families
for Excellent Schools (funded in part by the Walton Family Founda-
tion), rallied to Moskowitz’s defense. During the conflict, Moskowitz
shut down Success Academy for a day after alerting parents that “no al-
ternate arrangements would be made for their kids.”* Instead of school
that day, parents and children were directed to waiting buses (also paid
for by Families for Excellent Schools) that took them to participate in
demonstrations in Albany. Responding to the more than ten thousand
families who gathered at the state capitol, Governor Andrew Cuomo
announced, “We will save charter schools!” Shortly thereafter, he en-
acted legislation that would guarantee space for these schools.”

As Jay Greene points out, this case shows “how beneficiaries of choice
could be mobilized to defend and expand the program. . .. If founda-
tions had not initially subsidized the development of charter schools in
New York and elsewhere, there would not have been a thriving charter
sector with thousands of enrolled students. And if foundations had not
supported the organizations that helped mobilize those beneficiaries of
charters into an organized interest, constituents may not have turned
out in such large numbers and parlayed that strength into victory in Al-
bany. . . . Before the foundations took action, these constituents did not
know they could benefit from this change and could not be organized to

% This example is based on Bergner 2014; sce also Greene 2015, 17-18.

% Bergner 2014.
% Bergner 2014.
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fight for it.”** Although this kind of open confrontation between state
and private actors may look like the exercise of instrumental power,
such lobbying actions are only feasible when private actors can also
rely on institutional sources of power. The extent to which foundations
and related organized interest groups could mobilize parents depended
on the feedback effects created by past policy decisions—allowing and
even promoting the establishment of charter schools—on mass public
opinion and on organized interests like Families for Excellent Schools.

Beyond contributing to the spectacular rise in charter schools, phil-
anthropic funding is often crucial to their continued operation. Despite
ambitions to become self-sustaining, many of the cMOs that manage
the largest charter networks still rely on private giving. At a 2011 sym-
posium on CMO finance hosted by the University of Washington, not
a single attendee could point to a CMO that was fully self-supporting.”’
One “well-known” (albeit unidentified) cmo in California “required an
infusion of $700,000 in private funding to prevent financial collapse.””®
In some cities, philanthropy dollars are also used to supplement the sal-
aries of top school-district officials.” These examples demonstrate the
continued reliance of many communities on private actors whose con-
tributions can't easily be replaced by (nonexistent) public funds.

As in the other two cases, in the US case we see self-enforcing dy-
namics that over time have enhanced the institutional power of vps and
the activities and organizations they underwrite. Chronically under-
funded urban schools often leap at the chance to secure philanthropic
funding, and in such cases, as Reckhow notes, some of the most power-
tul feedback effects relate to the way in which vp funding reconfigures
interest-group coalitions. By empowering new actors while displacing
others, these feedback effects alter the education policy landscape.'® As
in Sweden, the entry of these new actors has changed the public-pri-
vate mix. In the US, the market logic that animates the cMOs and the
charter schools they operate has spread as the public schools that now
compete with them embrace some of the same principles.'” In response
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to widespread popular dissatisfaction with the status quo and propelled
by the tentative support or benign neglect of policymakers and other
state actors, VPs have become increasingly involved and invested in US
education pohcy. Indeed, their influence in this area is now taken for
granted: in a survey of about two hundred education policy experts, Bill
Gates was named the most influential individual in US education pol-
icy—ahead of the secretary of education.'®

To be sure, as Janelle Scott notes, many vP-sponsored programs have
had undeniably positive effects in cities where schools have failed to
serve children well. At the same time, it’s clear that these trends give
private interests more opportunity to put their stamp on the Ameri-
can education system while avoiding the usual democratic checks and
balances.!®® With regard to our argument, it’s not important to de-
bate whether the influence of private actors in education is beneficial
or detrimental for the system as a whole, but rather to highlight how
the entrenchment of new actors in educational governance has deeply
transformed this policy field by cultivating alternative models that now
occupy a significant place in the educational landscape. vps have gained
growing institutional power as communities become dependent on their
continued commitment of fiscal resources and political support over
time. Policymakers who openly question vP involvement in education
policy face significant political backlash, not only from the private busi-
ness actors themselves, but also from the growing group of supporters
among the general population.

CONCLUSIONS

The three cases examined here show the mechanisms through which
private interests have become central actors in education, one of the
most important areas of public life. Although we’ve used the case of ed-
ucation as an illustration, we posit that our argument about institutional
sources of business power should also apply to other policy areas and
types of public-private partnerships. The paths to power documented
here vary—through delegation, deregulation, and accretion—but the
result in each case is a growing dependence of the state on private ac-
tors to deliver key public goods in the context of complex public-private
partnerships. Whether this state of affairs ultimately improves the per-
formance of education systems or drives new forms of inequality is an

102 Reckhow 2012, 12. The current US Secretary of Education, Betsy DeVos, is herself a VP and a
longtime advocate of school choice and public funding for private religious schools.
103 Scott 2009, 128; Reckhow 2012, 143-45.
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empirically contested question, well beyond the scope of this article.
Rather, we emphasize that recent developments in the German, Swed-
ish, and US education systems all point to the importance of institutional
power and its distinctive features as a significant yet undertheorized va-
riety of business power.

This type of power emerges at the intersection of the instrumental
and structural power of business, but it is distinct from both. It is dif-
ferent from structural power because institutional power isn't the same
in all capitalist economies. Instead, it depends on the degree to which
business actors have become entrenched in the institutional frame-
works of different countries and, more specifically, different policy ar-
eas. Thus, while arguments about the structural power of business have
been vulnerable to the criticism that business power varies across coun-
tries and across time, conceptualizing business power as institutional
(or institutionalized) power helps us to understand such variation.

Institutional power also differs from instrumental business power be-
cause it points to the power of business in effectively setting the agenda
of policy-making without having to rely on persuading politicians di-
rectly. Instead, as a form of power that flows as a feedback effect from
the prevailing status quo, institutional business power enhances the de-
pendency of political actors and of the mass public (as consumers of the
public services provided by private actors) on the continued commit-
ment of these actors to hold up their side of the deal. Therefore, insti-
tutional business power can also shape the attitudes and preferences of
collective political actors and the mass public. Compared to open con-
flict or even backroom deals, it’s a more effective way for business to
prevail in political struggles.

Furthermore, a crucial difference between institutional power and
both structural and instrumental power is that the forces of path de-
pendency and policy feedback can enhance the power of business over
time without active lobbying. Even if business and governments were
to start out in a relationship of “reciprocal dependence,”* the balance
is likely to tilt in favor of business interests over time. The reason for
this is simple: even where business actors are incorporated into mixed
public-private partnerships, they will only stay involved as long as it’s
in their interest to do so. Once private actors are deeply entrenched in
providing crucial public goods and services, policymakers and the mass
public have good reason to avoid measures that could cause these ac-
tors to retreat or withdraw. If anything, political actors face strong in-

104 Culpepper 2015, 397.
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centives to accommodate business interests to keep them committed to
the public-private arrangement.

In closing, we note that the valence attached by different observers
to the developments in education we've outlined above—whether these
are viewed as positive or negative—will clearly vary, depending on one’s
ideological leanings. Our objective isn't to adjudicate the normative de-
bates but rather to elucidate an important and underappreciated source
of business power. By identifying a significant and growing source of
business influence and specifying the mechanisms through which such
influence can take root and grow, this article makes an important con-
tribution to the scholarly and public debates about the sources and the
dynamics of business power in advanced capitalism.
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