Chapter 10

Spectrum of Regulation

Total reliance on the market (Laissez faire Regulation)

Corporate self-discipline
Industry self regulation
Self-regulation involving stakeholders
Negotiated self regulation 
Mandated self regulation
Quasi government regulation

Government regulation (Government legislates regulation)


Government 
· Is the protector of various societal interests against business exploitation
· Is the protector of business and producer interests
· Is the owner of business enterprises (e.g. Canada Post)
· Directly manages (through regulation) large areas of private business activity (communication, energy etc.)
· Is a major purchaser of goods and services produced by businesses
· Is a major promoter and subsidizer of businesses
· Is a partner with business in some endeavours (i.e. Mixed enterprises; and Public-Private Partnership (PPP))
· Is architect of economic growth
· Is a supplier of debt capital to many businesses (i.e. Tax expenditures or tax credits; chosen instrument)
· Is a rescuer of failed businesses
· Prescribes rules businesses must follow


Lobbying 
All attempts to influence directly or indirectly any government activity, and includes any attempt to influence legislators, their staff members, public administrators, and members of regulatory agencies.
• Business lobbying attempts to influence:
• Making or amending of legislation and regulations
• Making or changing of government policies or programs
• Government decisions in the awarding of grants, contracts, contributions, or any similar benefits
• Government appointments to boards, commissions, and any other public office


Criticisms:
• Practices unethical (e.g., bribes, gifts, improper political contributions, blackmail).
Business lobby too powerful.
• Business has unequal access to government.
• Cost of business lobbying passed on to consumers

Benefits:
• Offset the influence of other groups.
• Opinions or perspectives must be made known to governments if informed decisions are to be made about public policies affecting business.
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Impact of Government involvement 

Deregulation 
Definition: the reduction of government influence or impact over the economy allowing for a freer and more efficient marketplace
• Pros: more competitive business environment, resulting in higher productivity, more efficiency, and lower prices
• Cons: reduced environmental quality standards, greater financial uncertainty, and market control by monopolies

Privatization 
Definition: Strengthening of the market at the expense of the state
• Provision of public service by the private sector
• Degrees of privatization (i.e. complete or partial)
• Techniques or forms of privatization (i.e. divestiture, contracting out)


Corporate Governance 
Definition: The processes, structures, and relationships through which the shareholders, as represented by a board of directors, oversee the activities of the corporation. (LO 11.6)
• “For most corporations, the basic governance structure is this: shareholders vote for, and hence empower, a board of directors, who then have a fiduciary responsibility to look out for shareholders’ interests. The board hires a CEO, who is accountable to the board. The CEO (sometimes with input from the board) hires a management team, and so on.
• At each step, there is a flow of
power down the chain (from shareholders through to front-line employees), and a flow of accountability back up that chain.”1

SHAREHOLDERS

BOARD OF DIRECTORS

CEO

EXECUTIVES

WORKERS




Rights of shareholders 

Secure ownership registration
• Capability to transfer ownership
• Access to relevant corporate information
• Participation and voting at shareholder meetings
• Election and removal of board members
• Share in profits of the corporation
   Knowledge of extraordinary transactions or decisions 
• Disclosure of dual-class shares 
• Rules and regulations to ensure transparent functioning of capital markets 
• Capability to exercise ownership rights 
• Ability to consult other shareholders relating to their rights 

Shareholder Democracy: the exercise of power by owners to ensure they are treated fairly and enjoy equally the privileges and duties of ownership
Passive shareholders: do not attempt to influence the affairs of the corporation even though they have a legal right to do so.
Active shareholders: participate in the governance of the firm to the full extent allowed by law.


OWNERSHIP ISSUES					ETHICAL IMPLICATIONS		
	Passive vs. Active shareholders
	Managers not challenged by some shareholders, but abused by others

	Pros and cons of employee ownership
	Complications from dual stakeholder roles

	Management buyouts and corporate buybacks
	Managers have advantages and buybacks may not be justified

	Accountability of private corporations
	Less social and environmental accountability to society

	Accountability of government owned corporations
	Conflict between social and economic goals and lack of accountably 

	Widely help vs. concentration ownership
	Mangers can ignore shareholders

	Minority vs. majority ownership
	Minority shareholders can be taken advantage of

	Dual class stock
	Shareholder democracy abused with non-voting shares








Rebalancing Power:
• CEOs have been too powerful
• New balance of power emerging among management, board, professional services
(e.g., lawyers, auditors)
• Directors now playing bigger role in strategic decision making and ethical responsibilities
• Auditors more cautious
• Legal counsel representing everyone
• Some shareholders more active in pressuring boards

Criticism of Reform:
• Audit fees have increased
• Management attention diverted away from operation of business
• Additional costs have made North American business less competitive in global market
• Changes may not make a difference to firm performance or in protection of shareholders
• Approach should be principles- based, not rule-based


Directors are encouraged to ask five questions about the corporation’s ethics management:
• What is the strategy to manage ethics?
• Who is responsible for ethics in our company?
• Are people in our firm equipped to recognize and resolve moral dilemmas?
• Are people in our firm provided with a safe opportunity to discuss ethical issues of concern?
• Do we reward or punish ethical integrity and moral courage if it has a negative impact on the bottom line?
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Ethical Issues
EMPLOYEES: 

Hiring practices:
• Preferential treatment
• Nepotism
• Promotion
• Training and education
• Evaluation and appraisal
• Testing (integrity tests) 

Firing practices:
• Employment security
• Just cause
• Dismissal procedures
• Layoffs
• Downsizing procedures 

Wages and working conditions:
• Fair wages
• Profit sharing
• Stability of work
• Feedback on performance

Discrimination:
Conflicts of interest:
• Gender • • Age • • Minorities • • Race and social origin • 

Honesty:
• Calling in sick to take a day off 
• Using company services for personal use •
• Conducting personal business on • company time •
• Claiming credit for someone else’s work • 
• Passing blame for mistakes to others
• Pilfering materials and

Secrecy and espionage:
Insider information
Obligations to former employers
 Secrecy and the public interest
 Saboteurs/hackers




10 Principles business must follow 
1. Accountability
2. Identifying purposes
3. Consent
4. Limiting collection
5. Limiting use, disclosure, and retention
6. Accuracy
7. Safeguards
8. Openness
9. Individual access
10. Challenging compliance
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Environmental concerns
 Acid rain
• Air pollution
• Ecosystems
• Energy production and consumption
• Nature and wild life.
• Ozone
• Pollution
• Waste management
• Water quality
• Climate change/ global warming


Why NGOS target firms
Firm is the source of the environmental impact
• Extent of the consequences of the firm’s actions
• Denser relationships among firm’s ENGOs
• Larger the firm
• Greater influence of the firm
• Previous interactions with ENGO
• Closeness of the firm to consumers
• Firm’s brands are well know

Threat:
• Corporate image may deteriorate
• Revenues may suffer if customers are lost
• Investors may decide not to invest
• Material and production costs may increase
• Financial penalties increasing
• Insurance premiums can increase
• Potential alienation from local community
• Government may enact stricter legislation
Corporate Opportunities:
• Reputations likely enhanced
• Customers attracted
• Investors attracted
• Costs reduced through recycling/conservation
• More competent staff attracted
• Better integration with local community
• New technologies or expertise developed
• More efficient ways of producing products found
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Globalization: a process of decreasing constraints on the interactions among the nations and peoples of the world.
Economic globalization: the integration of fragmented markets into a global economy.
Political globalization: the process by which world power relationships changes, and there is a loss of sovereignty by the states.
• Social or cultural globalization: the emergence of a worldwide cultural system.

Globalization and the implications for business
Damage to the environment
• Support for oppressive regimes
• Criticism of marketing practices (e.g., tobacco, pharmaceutical, baby formula, etc.)
• Arms trade
• Treatment of employees (e.g., sweatshops)
• Treatment of indigenous peoples
• Genetic modification of plants and animals
• Corruption and bribery

Supporters:
• Trade leads to more efficient production of better goods and services
• Better opportunities for employment and higher incomes
• Standard of living has increased
• Transfer of capital, technology, intellectual property, skilled labour

Opponents:
• Benefits received by only a few
• Creates unemployment
• Increased poverty and inequality 
• Causes periodic financial crises
• Destroys local environment
• Destroys cultures
• Violates human rights
• Questionable payments made
• Disrespect of intellectual property
Standers of Conduct and accountability for global business
• Political factors
• Socio-cultural objectives and values • Disclosure of information
• Competition
• Financing
• Employment and human resources
• Science and technology
• Environmental protection 
• Stakeholder consideration 
• Corporate governance
[bookmark: _GoBack]• Corrupt practices
Chapter 16

Sustainability strategy: A plan that views economic, ethical, social, and environmental responsibilities more intensively and integrates corporate social responsibility (CSR) into all facets of the corporation’s operations.
• also referred to as a CSR strategy

Strategic management: The process through which a corporation establishes its mission and objectives, analyzes the environment and resource capabilities in order to formulate strategy, creates the organizational systems and processes needed to implement the strategy, and devises mechanisms for evaluating performance.

Vision: A statement of what the corporation wants to become or where it wants to be at some date in the future.
Mission: An enduring statement that specifies in broad, even philosophical, terms the organization’s “reason for being” and what distinguishes it from similar organizations.
Values: The basic assumptions about which ideals are considered desirable or worth striving for.

Sustainability strategy formulation 
Assessment of the external environment in which the corporation operates
• understand when and how this environment influences the corporation. • Assessment of internal resources and capabilities
• Allows corporation to determine its ability to take advantage of opportunities in the environment and to overcome any threats.
• Establishment of objectives
• The ends the corporation seeks to achieve through its existence and
operations.
• CSR strategy options and selection
Sustainability strategy Continuum
AMORAL    COMPLINCE BASED   EMERGING    COMPREHENSIVE 
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