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“Social Blowback™: The Achilles” heel of
Modern Corporate GoVernance

What 11t were true that the current
Single-minded emphasis onr designing
COlPorater gevernance systems to Impreyve

the lot off shareowners, andtits coroliary,
L.e., the systematic omission of other
stakeholders; i.e., employees, CUstomers,
competiters, actually harmed
SHareoWners?




“Political Blowback™

When the Unitedl States sent guns and money. to the
Afghan mujahideen inithe 1980s, it aimed! torenhance US
SEcUrity by Working to; expel the Soviet army. firom
Afghanistan. BUt a decade later thisisame; mujahideen
pDecame; the spearhead off Islamist terrorism. The
SErieuUsnEsSs of the blewback became; clear toithe United

States withr the; 1995 bombing of the; World Tirade
Center: “all off the; attack’s participants: either had served
N Aighanistan: or were linked te a Broeklyn-based fund-
flaIsSing ordan for therAlghan! jihadlthat was later

ievealed to be all Qaeda’s de facto U.S. headguarters.
(Bergeniand Reynolds).




Examplesi o corporate, “Soecial Blowback™

Strikes.

BOVCOLLS.
Class-action lawsuits.
Anti-company: blogds.

Controversial documentaries and exposes.
Paredies.

Computer viruses.

Targeted! legislation.

Customer anger, mistrust and defection.




Two theses:

1. Pwe iImportant contempoerary: governance Institutions;
Hamely e the oreenZatienalfstlCHUFESIORUPPES
MEnNagEemEntanEealds GlRaiectors and Brinterial
COrPOrate compliaNCElane EMICS Progliaiis, are PooriY,
designedltor confront stakehoelder issuesandl often
encourage; the possibility: of “secial blowhack. ™

TIW0 EX0gENoUs) orces that now Influencing these
governance insttutions, namely, a. Saranes-Oxiey style
iegulatoRAinivativessandior therdominant thEeHES 6
COMPELtVE acvantade taught to modern managers; (the
Reseurce Based!View' and Michael Porters Industry:
Structure view) are also poorly: conceived to avoid social
plowback:




1. Endogenous: The erganizational structures of
Upper management andl boards off directors

Broader' nominatingl opportunities for board
members, more independent directors, more
Independent directors omn audit committees, new.
compensation limits on stock options, limiting
the Use; off “pro fermar accounting methods,
retating audit; partners — all off these measures
are worthy: adjustments on behali* of
shareowners. ' But: they: leave unteuched: critical
plindi spoets In corperate decision making, Indeed,
plind spots thati can and have demolishedi the
financial fortuness of great companies.




1. Endogenous: The erganizational structures of
Upper management andl boards off directors

Boaras off directors; currently lack gooa
Information conauits for stakenolder
[SSUES andl attitudes. Few! i any: reforms

touch this issue.

s [he issue of splitting the Chairman and CEO! is
relevant te this issue.

s Independent seurces of information about
stakeholders is relevant: to this issue.




2. Endoegenous: Corporate “compliance™ and ethics

pPrograms:
-A false sense of' security harming shareholders

Especially: pepular in the United States since; the
US, Sentencing Commission: ini the early: 19905

specified that companies can decrease financial
liability’ fior corporate crime I they have aibona

fide™ ethics and compliance; pregram, these
Initiatives create, "ethics officers,” hot: lines,
Open-deor policies, codes) of ethics, and ethics
training programs.




2. Endoegenous: Corporate “compliance™ and ethics

pPrograms:
-A false sense of' security harming shareholders

Enren, WorldCom, Tyco and the other Enron-era
scandalicompanies iad elaborate; compliance
and ethics programs. Soi too didithe companies
Involved In thelinvestment banking scandals; the
mutual fund scandals, and the insturance
Industry seandals (e.qg., AlG). Indeed, alrecent
study indicated that pressure on executives, to
compromise ethics actually increases in the
PIrESENCE Off Corporate codes of ethics and ethics
trainingl programs;  Tihe (ERC 2000 National
Business Ethics Survey.)




3. Exogenous: Regulatory: reform, especially:
SOX-style, initiatives.

BY: SOX-style initiatives: I refer to the
collection off US'and intermational
corporate govermance initiatives such as

Sarbanes Oxley, the IERS 2’ (“International
Financial Reporting Standards: 2) relierms,
andl the rulesfand policies) that continue to
emerge. firomi semi-legislative bodies; stch
as the New: York Stock Exchangde.




3. Exogenous: Regulatory: refiorm, especially:
SOX-style, initiatives.

SOX-style initiatives adept an
“Instrumental™ view: off the flnction off the
corporation Whereas the microsocial

CONtracts among ECONOMIC participants
generally reject such a view! (Denaldson
and Duniiee, 1999).




3. Exogenous: Regulatory: refiorm, especially:
SOX-style, initiatives.

As these spheres of values, I.e., between
micresocial contracts and the thrust of
riegulation, diverge, the; result s more conflict,
INEfficiency,, and' confusion, results that in the
end encourade social blowback and threatens
even the welfare off investors.
a ExXpensive SOX requirementss are now: encourading
firms torde-list from! stock exchanges embodying SOX

Initiatives, and to shift thelr ownership: structure; firom
publicly-traded to: private.




4, Exogenous: Dominant Theories of
Competitive Advantage.

PortershnaistiAsttictire VIEWpoInt, ana
LHENEseUCE-DaSECNIEWREeXIbIE 3
deprivation-erientedl focus that

Encourages seciall BIeowbacK.




