Canadian Business in its social context
Lecture 2: The Canadian Business segment 

The macroenvironment of Canadian Business
· Business drives the economy of a nation
· The economic system in Canada is a private enterprise system
· Reward firms for effectively and efficiently meeting the wants and needs of a customers
· Basic rights of enterprise system:
· Private Property
· Freedom of choice
· Profits
· Competition

Six distinct time periods define North American business history-
· Colonial (before 1776)-Agriculture Production
· Industrial Revolution (1760-1850)- The advent of the factory system and mass-production
· Industrial Entrepreneurs (Late 1800s)-Risk-takers and inventors; advances in technology production (Late 1800s-1920s)
· Production (Late 1800s-1920s)-Assembly lines, producing greater quantity faster
· Marketing (since 1950s)-consumer orientation
· Relationship (From 1990s)- Strategic alliances between customers, suppliers

The workforce of today:
· Aging population
· Shrinking labour pool
· Increasing diversity
· Outsourcing & the changing nature of work
· Flexibility and mobility
· Innovation through collaboration 

*The Canadian Private Sector: Forms of business ownership 

1.Sole Proprietorship
· The simplest form of business organization available to any individual who is legally able to enter into a binding contract 
· SPs fall under provincial and municipal jurisdiction 
· Filing a name declaration is not required provided the proprietorship operates under a person’s name
· Owned and operated by one person
	Advantages
	Disadvantages


	· Easy and cheap to start
· Secrecy 
· Flexibility and control 
· Pride of ownership
· Distribution and use of profit
· No special taxes
· No government regulation 


	· Unlimited liability 
· Limited financial resources
· Limited skills pool
· Overwhelming time commitment
· Few fringe benefits
· Limited life span





 2.Partnership
· An arrangement whereby two or more persons combine some or all of their resources in a business undertaking with a view to sharing profits among partners
· Provincial laws require that a partnership must legally register it’s name and giver information about the partners

	Advantages
	Disadvantages

	· Ease of organization 
· More financial resources (capital and credit) 
· Shared management 
· Combined knowledge and skills
· Faster decision making
· Few regulatory controls 

	· Unlimited liability 
· Partners are responsible for the business activities of all others
· Division of profits
· Disagreements among partners
· Life of a partnership





General Partnership 
· Partners are not only liable in equal share for the debts of the partnership (Joint liable) but in addition, each partner is liable for the full amount (Jointly and severally liable)
· Each member can bind the partnership without consent of the other partners

Limited Partnership
· Composed of one or more general partners who conduct the business, and one or more persons who contribute an amount in actual cash (special or limited partners) 
· The special partners liability is normally limited only to the amount of the cash he contributed to the partnership 

Limited Partners 
1. Silent partners: Known to the public, no active management role
2. Secret partners: Unknown to the public, but takes an active role in management 
3. Nominal Partners: Lend their name for public relations, but are actually not involved 
4. Dormant Partners: Neither known to the public nor active in management 


3.Corporation:
· A corporation is recognized as a separate legal entity under the law
· A corporation can be incorporated federally or provincially 
· A corporation incorporated under the laws of Canada ( a federally incorporated business) can carry on business in all parts of Canada 
· Federally incorporated business include 150 of the 200 largest corporations in Canada 
· A federal company cannot be prevented by a provincial government from exercising the powers that have been validly conferred on the company by federal authority (e.g doing business in a province) 

A Private Corporation
· The right to transfer shares is restricted
· Number of shareholders limited to 50 
· May not sell share or debentures (bonds or debt instruments) to the public

A public Corporation:
· [bookmark: _GoBack]Sells shares to the public on a stock exchange 
· Is subject to stricter regulations for filing financial reports, must follow certain audit procedures 
· Must file a prospectus if shares are being sold to the investing public

	Advantages
	Disadvantages 

	· More money for investment
·  Limited liability
· Separation of ownership from management
·  Ease of ownership change-sells your shares
·  Perpetual life
· Size
·  Perceived legitimacy

	· Initial cost
·  Paperwork
·  Two tax returns
·  Termination difficult
·  Double taxation
·  Greater expectations for social responsibility and ethical conduct from stakeholders





4.Co-operatives *not important
· An organization that emphasizes working together as a way of building community involvement by supplying needed goods and services at a lower cost (e.g., producer co-op, consumer co-op, financial co-op, service co-op, housing co-op)

Franchises-specialized form of business ownership
· A business established or operated under an authorization to sell or distribute a company’s goods or services in a particular area

Corporate Governance: Definition
· The processes, structures, and relationships through which the shareholders, as represented by a board of directors, oversee the activities of the business enterprise.

Simplest definition of corporate governance- Themes: How an organization steers itself
· Values
· Rules
· Processes
· Impact
· Accountability
· Responsibility

OECD:
· Governance…the full set of relationships between a company’s management, its board, its shareholders and its other stakeholders such as its employees and the community in which it is located



Corporate Governance:
According to the OECD, governance:
· Concerns the rights and responsibilities of a company’s management, its board, shareholders and various stakeholders

Corporate Governance Key Players

1. Shareholders
· The de-facto owners of the corporation
· Interested in return on investment

2. Board of Directors
· Responsible for governance
· Elected by shareholders to represent shareholder interests
· Fiduciary duty
· Duty of care

             Responsibilities:
· Accountability
· Management control systems
· Disclosure
· Financial reporting
· Shareholder & stakeholder rights
· Risk
· Performance

3. Officers/Senior Employees
· Senior employees who oversee daily operations
· President
· Chief Operating Officer
· Members of the senior management team

Corporate Governance: Directors’ Fiduciary Duties
· Duties given in trust to an individual as a director
· To act in good faith
· To exercise powers properly for the purpose for which they are conferred
· To avoid conflict of interest
· To prevent improper payments
· Obligations of directors to shareholders that are prescribed by laws or regulations.
· To make decisions in the best interest of the company (which are not always in the best interest of the shareholder)
· Consider other stakeholders
· Equal consideration to all shareholders
· No personal profits at company expense
· Declare conflicts of interest

Governance Failures
Examples:
· Enron
· WorldCom
· Tyco
· Perregrine Systems

Adversely affect many parties, both direct and indirect:
· Shareholders
· Employees
· Suppliers
· Pension funds
· Communities
· Government
· Civil society

What exactly is Corporate Social Responsibility”?
· The degree of moral obligation that may be ascribed to corporations beyond simple obedience to the laws of state (Kilcullen & Kooistra, 1999).
· An organization’s obligation to maximize its positive impact and minimize its negative effects in being a contributing member to society, with concerns for society’s long-run needs and wants.  CSR means being a good steward of society’s economic and human resources (Journal of Consumer Marketing, 2001)
· The intelligent and objective concern for the welfare of society that restrains individual and corporate behaviour from ultimately destructive activities, no matter how immediately profitable, and leads in the direction of positive contributions to human betterment, variously as the latter may be defined (Andrews, quoted in Hartman, 1998, Perspectives in Business Ethics)

Definitions: 
· The way a corporation achieves a balance among it economic, social, and environmental responsibilities in its operations so as to address shareholder and other stakeholder expectations.
· “…the capacity of a corporation to respond to social pressures.” (Source: Andrew Crane and Dirk Matten:Business Ethics, Third Edition: Oxford University Press, 2010.

Case for social responsibility 
· Business must satisfy society’s needs.
· CSR prevents public criticism and government regulation.
· Business and society are interdependent.
· CSR is good for the bottom line.
· Investors and consumers support CSR.
· Addressing social problems can become financial opportunities (e.g., pollution abatement).
· Business should take long-term CSR approach.
· Social actions improve public image and goodwill.
· Business can solve problems as well as government.
· Proactive approach is better than reactive.
· Businesspeople are also concerned citizens.

Case against Corporate Social Responsibility 
· Profit maximization is the primary purpose of business.
· Business is responsible to shareholders.
· Social policy is role of government.
· Business lacks training in social issues.
· CSR would give too much power to business.
· Business involvement in social matters increases costs.
· No reliable guidance for business in CSR matters.
· Business cannot be held accountable unlike social institutions.
· There is divided support in business community for social involvement.


Social Responsibility Theories
1. Amoral View 
· Traditional view of business as merely profit-making entity
· An activity that’s not moral, we just do it
2. Personal view 
· Corporations are like people and can therefore be held accountable for their actions
3. Social View 
· Corporations are social institutions with social responsibilities
· What society view as acceptable behaviour 

Pyramid of Corporate Social Responsibility

[image: ]
Contemporary Corporate Social Responsibility Concepts

1. Corporate Sustainability
·  Corporate activities demonstrating the inclusion of social and environmental as well as economic responsibilities in business operations as they impact all stakeholders
· Five levels
· Compliance-driven: following government regulations & responding to charity & stewardship considered appropriate by society
· A minimalist approach

· Profit-driven: consider social, ethical and environmental aspects of business operations insofar as they contribute to the bottom line
· A ‘tactical’ approach

· Caring: initiatives go beyond legal compliance and profit considerations – economic, social & environmental concerns are balanced
· An ‘accommodating’ approach

· Synergistic: well-balanced and functional solutions are sought that create value in the economic, social, and environmental areas that result in gains for all stakeholders
· A ‘collaborative’ approach

· Holistic: full integration of corporate sustainability embedded in every aspect of the corporation’s activity as this is important to the quality and the continuation of life on this planet
· A ‘utopian’ approach
· Recognized by the financial markets because it creates long-term shareholder value by embracing opportunities and managing risks relating to economic, social and environmental develops

2. Reputational Management
· Any effort to enhance the corporation’s image and good name
· Focus has moved away from media, public relations and crisis management to developing relations with all stakeholders
· Reputational management involves several stages in its development:
· Identify the desired perception of the corporation
· Recognize the significance of image with all stakeholders
· Be aware of the influence of interactions with all stakeholders on the corporation’s reputation
· Manage relationships with stakeholders continuously

3. Social Impact Management 
· Defined by the Aspen Institute as “the field of inquiry at the intersection of business needs and wider social concerns that reflects and respects the complex interdependency of the two” (Source: Sexty, p.153)
· Stresses the need for business to recognize and understand this interdependency if business and society wish to thrive
· Two aspects: society’s influence on the corporation, and the corporation’s influence on the social and environmental concerns of society
· Social Impact Management evaluates three aspects of business:
1) Its purpose (in both societal and business terms)
2) Social context (are stakeholders considered?)
3) Metrics (how is performance and profitability measured?)
Triple-E Bottom Line (TBL)
· Evaluates a corporation’s performance according to a summary of the economic, social, (ethical) and environmental value the corporation adds or destroys.
· Now forms the basis for corporate reporting of economic, ethical, and environmental responsibilities

Corporate Citizenship
· The demonstration by a corporation that it takes into account its complete impact on society and the environment as well as its economic influence
· A term recently becoming commonly used to describe the role of business in society
· Good corporate citizenship can provide benefits in eight areas:
· Reputation management
· Risk profile and risk management
· Employee recruitment, motivation and retention
· Investor relations and access to capital
· Learning and innovation
· Competitiveness and market positioning
· Operational efficiency
· Licence to operate (greater leeway when problems occur


The Natural Environment and Business
Natural Environment Issues
· Ozone depletion
· Global warming
· Solid and hazardous wastes
· Freshwater quantity and quality
· Degradation of the marine environment
· Deforestation
· Land degradation
· Endangerment of biological diversity

Responses of Governments in Canada
· Canadian Environmental Protection Act (Federal government)
· Air Quality Legislation (Provincial governments)
· Water Quality Legislation (Federal government)
· Canada Water Act
· Fisheries Act
· Navigable Waters Protection Act
· Arctic Waters Pollution Prevention Act
· Canada Shipping Act
· Dominion Water Power Act
· Land-Related Legislation

· After the Exxon Valdez oil spill the CERES organization was formed.  CERES developed ten principles that have been advanced as models for businesses to express and practice environmental sensitivity
· Many major companies have endorsed these principles:
· E.g., Coca-Cola, American Airlines, General Motors, Sunoco

CERES Principles:
· Protection of the biosphere
· Sustainable use of natural resources
· Reduction and disposal of waste
· Energy conservation
· Risk reduction
· Safe products and services
· Environmental restoration
· Informing the public
· Management commitment
· Audits and reports


Two Views of Environmentalism 
1. Standard Environmentalism occurs when government regulation/intervention is required to remedy the market’s failure to provide sufficient environmental protection

2. Market Environmentalism occurs when economic incentives created by the market are more effective at protecting the environment than government intervention
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