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John Rawls: veil of ighorance



A brief overview of capitalism



Capitalism started in the US: as a very clever way of getting around man's
inclination towards his own "self-interest"

"It Is not from the benevolence of the butcher, the brewer, or the baker that we
expect our dinner, but from their regard to theirjown interest.

We address ourselves, not to [other people's] humanity, but to their| self-love, ]
and never talk to them of our own necessities, but of their advantages.

.... it is by treaty, by barter, and by purchase, that we obtain

from one another the greater part of those| mutual good offices |

which we stand in need of, so it is this same trucking disposition
which originally gives occasion to[the division of labour."

Adam Smith: The Wealth of the Nations, page 19

http://www2.hn.psu.edu/faculty/jmanis/adam-smith/wealth-nations.pdf



http://www2.hn.psu.edu/faculty/jmanis/adam-smith/wealth-nations.pdf

Free markets and 'liberal' economies

A purely liberal economy [has] a minimal state that simply enforces contracts,
protects private property from theft and possibly has an army and a police
force. It [has] minimal taxation.

Michael J. Sandel (2009) Justice: What's the right thing to do? page 60

and in the words of Milton Friedman (1962) Capitalism and Freedom.

Shareholder wealth maximisation is the only goal of business - so long as no
laws are breached.

(assume that in 1960 there were no draconian Health and Safety regulations).



The Five Forces That Shape Industry Competition

Threat CSR and Sustainability in Scandinavia
of New Strand, R., R. E. Freeman and K. Hockerts (2015)
Entrants Corporate Social Responsibility and Sustainability in
Scandinavia: An Overview, Journal of Business

T Ethics, 127 (1). pp. 1-15.
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Fig. 4 Porter’s 5 forces. Reprinted with permission from “The Five
Competitive Forces That Shape Strategy,” by Porter (2008), Harvard
Business Review. Copyright © 2008 by Harvard Business Publishing:
all rights reserved
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As Capitalism has developed the response to the "ugly side of
capitalism" has been two fold.....

() Governments around the world have (and continue to) create new laws and
regulations in an attempt to prevent "poor corporate behaviour"

(i) Society has "re-negotiated" its social contract with big business

v

An example of a "re-negotiated social contract" is the
idea that stakeholder capitalism is "good".



R. Edward Freeman (2007) Stakeholder Capitalism, Journal of Business
Ethics, 74, pp. 303-314.

He would argue for a Stakeholder Capitalism - that suggests that the long
term shareholder best interests - will take into account all the stakeholders of
the business.

Critically: Freeman could be caricatured as arguing that in today's society the
only way to maximise long term shareholder wealth is to treat all stakeholders
in an "ethical" manner.

He also argues that most forms of capitalism see "business" as amoral (not to do with morals) or solely about
"business ethics" not about wider notions of the greater good.



Stakeholder capitalism

Suppose a business makes pipes. They pay their suppliers[on time land deliver
well | ipes to their customers at a|fair price| Their employees are
paid Jmarket wage and have access to a pension plan partially supported by the
business. They abide by all the known laws and regulations of

the countries they operate injand the{employees of the business are known as
honest, straight talking and hardworking.

The business does not sell any of its pipes to known terrorists. It makes a profit
each year, most of which is returned to shareholders]by a way of dividends.

The business does not sell pipes to the developing world because the profit
margins on such deals are low and would divert resources away from the lucrative

western market.]

(Adapted from Edward Freeman: see http://www.corporate-ethics.org/)

Edward Freeman would argue that this was a "morally good business".



ccc.bc.edu/_images/research/SOCC-Infographic-2014.pdf P~-c ” & cccbeedu
avorites  Help x @cc

sto Avoid ... [ Employee Portal A Puritan's Mind » The Ac... h Acton Institute For the st... a AskPastorJohn's stream o... § Assessment Scheduler Sys... a Association of Christians i... éj BAA a BibleGateway.com - Com... d:] British Society for Rese:

Be| e @ [n =@l H B

R4 Tools | Fill & Sigy

BOSTON COLLEGE
BC CENTER FOR CORPORATE CITIZENSHIP
CARROLL SCHOOL Of MANAGEMENT
CCC KNOW MORE - DO MORE - ACHIEVE MORE ccc.bc.edu

CORPORATE CITIZENSHIP
A NECESSARY INVESTMENT FOR SUCCESS

For the first time in more than a decade, executives
predict that investment will increase in the

next three years on every dimension

of corporate citizenship.

THE MAJORITY OF BUSINESS EXECUTIVES BELIEVE CORPORATE CITIZENSHIP:

returns value to merits additional
shareholders investment

Employee volunteer programs m Reporting on social performance
I
) ||
)

contributes to
company success

£




We need a more sophisticated form of capitalism, one imbued with social
purpose. But that purpose should arise not out of charity but out of a deeper
understanding of competition and economic value creation. This next
evolution in the capitalist model recognizes new and better ways to develop
products, serve markets, and build productive enterprises.

page 77 of
Porter, M. E., and Kramer, M. R. (2011) Creating shared value, Harvard
Business Review, 89(1), pp. 62-77.



Stakeholder capitalism
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Local Regulations: and regulatory bodies

Local "capitalism"

Globaliziation and

"capitalism”
Shareholders
Directors
Members of the
Employee families . : supply Chai_n_, and
T ———— Employees Listed company Suppliers .;;’;{23”;;'? )
supply chain
Customers

Those impacted by
the products and

services
Media A Socio Political view of CSR - based upon
Aguilera, R. V., Williams, C. A, Conley, J. M., &

. . . Rupp, D. E. (2006). Corporate Governance and

Public Opmlon Social Responsibility: a comparative analysis of
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The Five Forces That Shape Industry Competition

Threat CSR and Sustainability in Scandinavia
of New Strand, R., R. E. Freeman and K. Hockerts (2015)
Entrants Corporate Social Responsibility and Sustainability in
Scandinavia: An Overview, Journal of Business

T Ethics, 127 (1). pp. 1-15.
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Fig. 4 Porter’s 5 forces. Reprinted with permission from “The Five
Competitive Forces That Shape Strategy,” by Porter (2008), Harvard
Business Review. Copyright © 2008 by Harvard Business Publishing:
all rights reserved




Strand, R. (2015) Scandinavian Stakeholder Thinking: Seminal Offerings from
the Late Juha Nasi, Journal of Business Ethics, 127 (1), pp. 89-105

In the long run the company must operate in such a way that each
stakeholder is satisfied with what he or she or they as a group
gives/give and with what he or she or they gets/get.

The more dissatisfied the main stakeholders are, the more certain it is
that the company’s activities will cease. (Page 91)

Ethical idea: ultimate end



First of all it is a social theory of the firm, where economic elements are
iIncluded, but only as parts of a larger human entirety.

Secondly, it is an action theory of the firm, where intentional actors with
varying motives interact.

Action as a concept is more comprehensive than behaviour and underscores
human intentions, motives and goals as important directing forces for acts

page 93 of Strand (2015)



Scandinavians preferred to talk about the contributions made by the
stakeholders to the company and about the rewards which the stakeholders
demand from it.

(Strand, 2015, page 91)
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a
Stakeholder thinking at the strategic level

What does the firm

What is the input t f h

of each stakeholder? :;capkeech()lrg:;?eac
Employees Suppliers
Customers Lenders / Investors

What do the stakeholders sloyrwell canahiom

hope to win? different stakeholders?

(Strand, 2015, page 103 citing: Tuokko, Y. (1974). Yrityksen suunnittelutoimi. Porvoo: WS

27 x10.98 in <
— 111




Examples of stakeholder expectations:
Qwners:

Economic expectations

-dividends/yields for investments

-price trends for shares

-possibility to convert shares into money
-forthcoming free issue of bonus shares
-other benefits for the shareholder

“Other expectations

-authority

-prestige

-membership in administrative bodies

Employces:

-reasonable compensation in money
-recognition

-self-respect

-working environment

-inspiration

-security: continuity, permanence
-chances of promotion

Customers:

-reliability of products
-product development

-prices

-guarantees

-service: spare parts, garages
-continuity

Suppliers:
-prices

-prompt payment
-permanence
-continuity
-growth

Lenders:

-loan servicing
-reliability
-permancnce
-continuity

-growth

-adaptability to general
economic policy

Society:

-reliability of the firm

-nationality

-services of the society

-social development

-economic expectations: salaries, taxes

(Strand, 2015, page 103 citing: Tuokko, Y. (1974). Yrityksen

suunnittelutoimi. Porvoo: WSQY.)

Fig. 6 a Stakeholder expectations (Tuokko 1974) and b stakeholder

expectations

Adobe Acrobat Pro
Easily edit text and images in PI

documents
{ Start Now

» Send Files

» Store Files




First view of Amer 2014 Board: a Finnish case study

Stakeholder "contributions"




Corporate Governance
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Corporate Governance of listed companies in the UK

Shareholders

The Annual Report
and Accounts

UK Corporate

Agency issues
Governance Code gency

Directors

Fostering Investment through confidence




SIG plc: Board

Chairman (non exec in this case) Composition

FD: Finance Director
(sometimes CFO)

CEOQO: chief Executive Officer

i o

Non Exec: old boy Non Exec: old FCA NED: specialist marketing Non Exec:
current CEO

A typical UK Board



Second view of Amer 2014 Board: a Finnish case
study

Directors

Corporate Governance information




Corporate Governance Statement

Amer Sports
—

Financial Review 2012

AMER SPORTS INTERNAL CONTROL FRAMEWORK

* BOARD OF DIRECTORS
= AUDIT COMMITTEE

CONTROL ENVIRONMENT

CORPORATE
GOVERNANCE

« CEO AND EXECUTIVE BOARD MANAGEMENT PROCESS

POLICIES, GUIDELINES AND MANUALS
INFORMATION AND COMMUNICATION

MONITORING

LEGAL AND RISk
OPERATIONAL
STRUCTURES MANAGEMENT

* SUPPORT FUNCTIONS

« BUSINESS SEGMENTS/AREAS
« SALES AND SUPPLY CHAIN BUSINESS AND SUPPORT PROCESSES
ORGANIZATIONS

* SUBSIDIARIES

CODE OF CONDUCT

AMER SPORTS’ VALUES:
FAIR PLAY, DETERMINED TO WIN, TEAM SPIRIT, INNOVATION




Technical Corporate Governance:
and finding helpful information




Performance
Reporting

!

Vesue, Transparency

!

Accountability



Key sources of information

The Audited Annual Report and Accounts
CSR or Sustainability Reports

Website: look under Investors / Governance / Responsibility
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Headline Review of

UK Corporate Governance Code 2014

Finnish Corporate Governance Code 2010




Corporate Governance Theories




Some theories to help you analyse the Board

Nicholson and Kiel (2007) Can Directors impact performance? A case based test of
three theories of corporate governance. Corporate Governance an International
Review, 15(4), pp. 585-608.

Resource dependency theory
Agency theory

Stewardship theory



One way to analyse The Board: Resource dependence theory ]

See Nicholson and Kiel (2007) Can Directors impact performance? A case based test of three
theories of corporate governance. Corporate Governance an International Review, 15(4), pp. 585-608.

"the board is an essential link between the firm and the essential resources that
the firm needs to maximise its performance”
resources include:
links to financing and capital markets
links to key suppliers
links to key customers

but resource is always context dependent

the Board itself becomes a resource in this theory



Resource dependence
viewpoint

Positions
Skills
Career histories
Sector backgrounds
Connections with key stakeholders



[Agency theory]

See Solomon pages 17 to 21. See Nicholson and Kiel (2007).

The directors are "agents" of the shareholders. As such they do not always act
in the best interests of the shareholders, sometimes they will do what they
"think best" and at worst make decisions in their own best interests. Notice

though that an agent is not automatically morally culpable: simply that an agent

might not act in the way a principal wants them to (or wanted them too). The
theory assumes that at some point "conflict" will rise between the directors (as
"agents" and shareholders).

People using this theory to understand Directors will assume that they have to
be "incentivised," "monitored," and "treated with scepticism" because as Agents
they might not take long term decisions in the very best interests of the
company. Conversely, Directors might actually take decisions that are in the
best long term interests of shareholders - but this might be contrary to the
wishes of some short term shareholders.

Nicholson, G. and Kiel, G. (2007) Can Directors impact performance? A case based test of three theories of corporate
governance. Corporate Governance an International Review, 15(4), pp. 585-608.



Agency theory perspective

Independence of the non executives
Power of the non executives

Remuneration packages
Shareholdings



[ Stewardship theory ]

See Nicholson and Kiel (2007)

"In contrast to agency theory, stewardship theory posits that [executive
directors] are essentially trustworthy individuals and so are good
stewards of the resources entrusted to them since they spend their
working lives in the company they govern , they understand the
business better than outside directors and so can make superior
decisions....."



Stewardship theory
perspective

Length of service
Performance evaluation
Service contracts
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Session 2: Rolling program of work

For a company in a particular country that you could analyse for the poster
presentation

Stakeholder contributions
The company within the socio-political landscape

The Board: using the appropriate Corporate Governance Code
The Board: using theories presented

Describe === Explain how ‘ Criticise ‘ Conclude
======Explain why
====== Explain the implication/impact

=) Analyse further

/



