Chapter 9 - Answers to review questions in textbook, page 234

1
Explain Friedman’s main arguments for his view that the purpose of a corporation is to maximise profits for shareholders. What criticisms can be made against Friedman’s arguments?

Answer (Sec 9.1.1)

This is called the “agent-principal argument” and the associated “taxation argument”: The manager is the agent of the individuals who own the corporation and his [sic] primary responsibility is to them”. Here Friedman claims that corporate executives are the employees of shareholders and as such have a primary fiduciary responsibility to protect their interests, which Friedman claims, is to maximise profits. At the same time, for Friedman, management’s only responsibility is the protection of shareholders’ interests: “there is one and only one social responsibility of business to increase its profits so long as it stays within the rules of the game”. The claim is that corporate executives who spend the corporation’s resources on social concerns do not maximise profits for the corporation (shareholders). Friedman arrives at this claim by arguing that in cases where an executive spends the corporation’s resources on social concerns that do not maximise profits for the corporation, the executive “is in effect imposing taxes, on the one hand [by reducing returns to owners], and deciding how the tax proceeds shall be spent, on the other [by lowering wages or adding costs to customers]”. For Friedman this is akin to stealing from shareholders, unless contributions to charity are done as a public relations exercise for the purpose of increasing profits. Moreover, for Friedman, imposing taxes and spending the revenue on social concerns is a governmental function, not a corporate function and when corporate officers become involved in community activities and public policy, they are acting outside their area of competence. These matters, says Friedman, are best handled through the political process and left to elected and trained civil servants.  

Most people do not find Friedman’s taxation argument against corporate social responsibility very compelling. This is partly because managers do not have a responsibility to earn the greatest amount of profit without regard for the means by which the profit was made and partly because shareholders may be interested in the social dimensions of their portfolio investments, as well as their financial returns. The success of ethical investment portfolios are testament to this. Moreover, there is a growing body of research evidence that suggests a positive correlation between corporate social responsibility and corporate financial performance. Also, rather than viewing socially responsible behaviour as theft, it can be viewed as a kind of payment for the unpaid social costs of doing business.  

There are problems with Friedman’s synonymous use of “primary” and “only”, his emphasis on “maximisation” of profits and his failure to acknowledge that “primary” implies that there might be other interests to be considered. Such interests often require management to forego the goal of maximum profit, in favour of a good profit, as well as just wages, safe working conditions, and good environmental practices. Criticisms of Friedman’s agent-principal and taxation arguments and his free society argument, have led not only to a broader view of corporate social responsibility, but also to the view that ethics should be institutionalised from within corporations. Corporations should be socially responsible, but there is still much debate about what those responsibilities are. At a minimum, the broader socio-economic view acknowledges the interests and rights of multiple stakeholders who need to be protected from harm.

2
What is the “moral minimum” and what is the relevance of “affirmative 
duties”?

Answer (Sec 9.1.2)

Some formulations of the socio-economic view include only the moral minimum - described as the responsibility to make a profit without causing harm. Simon, Powers and Gunnemann in requiring the moral minimum from corporations, make the important distinction between negative injunctions and affirmative duties and argue that both are required by the standard of a “moral minimum”.

This understanding of the moral minimum for corporations requires not only that they do no harm, such as “do not pollute” (duties of nonmaleficence), but also that corporations prevent harm from occurring. 
The obligation to prevent harm is not open ended. Simon et al. present the view that it is limited by the criteria of need, proximity, capability and last resort. Profitability is included as a function of capability. These criteria serve to bring direction and coherence to corporate social policy. 

3
Explain the socio-economic view of corporate social responsibility and how it differs from the maximal view of corporate social responsibility.

Answer (Sec 9.1.2)

The second viewpoint in the corporate social responsibility debate is held by those who argue that stakeholder interests and expectations should be more explicitly incorporated in the organisation’s purposes even when doing so results in reduced profitability - it is referred to as the neo-classical view or socio-economic view of corporate social responsibility. Some formulations of the socio-economic view include only the moral minimum, described as the responsibility to make a profit without causing harm. However, Simon, Powers and Gunnemann, make the important distinction between negative injunctions and affirmative duties and argue that both are required by the standard of a “moral minimum”. This understanding of the moral minimum for corporations requires not only that they do no harm, such as “do not pollute” (duties of nonmaleficence), but also that corporations prevent harm from occurring. BHP Billiton’s environmental policy provides a good example of affirmative duties. It states that its policy is to:

Ensure it has management systems to identify, control, and monitor environmental risks arising from its operations and to conduct research and establish programmes to conserve resources, minimise waste, improve processes, and protect the environment.

The obligation to prevent harm is not open ended. Simon et al. present the view that it is limited by the criteria of need, proximity, capability and last resort. Profitability is included as a function of capability. These criteria serve to bring direction and coherence to corporate social policy.

Other formulations of the socio-economic view of corporate social responsibility recognise issues of rights and justice and how these may require corporations to forego some profit in the interests of all who have a stake in a business’s operations. The recognition of stakeholder rights is central to the concept of stakeholder theory which has become popular with many business ethics writers today. For example, Johnson identified a “multiplicity of interests” when he stated that:

A socially responsible firm is one whose managerial staff balances a multiplicity of interests. Instead of striving only for larger profits for its stockholders, a responsible enterprise also takes into account employees, suppliers, dealers, local communities, and the nation. 

The stakeholder theory has been justified by appeals to Kant, rights, justice and utilitarianism. There is also wide support in the literature for the view that strategically managed firms can and ought to take into account broad stakeholder-based interests. It is argued that by attending to such interests, corporations build intangible assets such as goodwill, reputation, trust, loyalty and opportunities for innovation.

Taking account of the various themes within the socio-economic view of corporate social responsibility, Bowie and Duska offer a revision of the classical economic view stating that:

Business has a primary responsibility to make a profit, but in doing so cannot resort to coercion or fraud, and must respect the rights of all those who have a stake in the business, treating them justly and fairly, compensating for past injuries, doing no harm, and, where required, preventing harm.

Missing from Bowie and Duska’s reformulation is the obligation for corporations to contribute to solving social problems. To consider legitimate constraints on profit making, Bowie and Duska employ Frankena’s four principles of prima facie duties of beneficence. Frankena presented these duties in ascending order, with the implication that the more difficult the duty, the more likely it is to be understood as an ideal rather than a strict moral obligation. Frankena’s duties in ascending order are: (1) avoiding harm, (2) preventing harm, (3) removing harm and (4) promoting good.   

Bowie and Duska’s reformulated view is supported by advocates of the socio-economic view who argue that while companies are responsible for any wrongdoing they have caused, they are not obliged to take responsibility for solving social problems, such as community health, and education, although they may undertake such activities if they wish to do so. The main arguments put forth by these neo-classicists are that corporations do not have the resources to solve social problems; that in a competitive market, competitive pressure will prevent well intentioned companies from involvement in solving social problems and that to expect corporations to address systemic problems such as inflation, pollution and unemployment, is unrealistic.  

However, philanthropic and social activities by corporations can be defended on even Friedmanite grounds since paradoxically, acting ethically and responsibly, may end up being more profitable. This is the view of enlightened self-interest through corporate investment in community involvement with a view to long-term profit maximisation. For example, drawing on the philosophy of their founders, Texas Instruments defines itself as a good corporate citizen that gives back to the communities it operates in, making them better places to live and work and “in turn making them better places to do business”. This supports the recent work of Porter and others in using Porter’s earlier work on competitive advantage to argue that corporate activities aimed at improving society may result in creating contexts of competitive advantage. Nevertheless, there is an importance difference between Friedman’s view and the socio-economic view: “the Friedmanite treats stakeholders well in order to make a profit, while the stakeholder theorist treats stakeholders well because it is the right thing to do”. 
The third viewpoint of corporate social responsibility obliges corporations to take on maximal duties (duties of beneficence) of corporate social responsibility. Under this viewpoint, a corporation’s responsibilities include shaping society and solving social problems caused wholly or in part by the corporation.  

4
What arguments can be given in support of the maximal view? Do you agree 
with them? Why?

Answer (Sec 9.1.3)

The maximal view implies that corporations are obliged to take on maximal duties (duties of beneficence) of corporate social responsibility. Under this viewpoint, a corporation’s responsibilities include shaping society and solving social problems caused wholly or in part by the corporation.  

The maximal account of social responsibility is based on the argument that corporations are powerful institutional members of society, which places an obligation on them to use their social power for good ends. A key assumption in this proposition is that society entrusts business with significant resources to accomplish its goals and expects business to manage these resources prudently. The question then arises whether competent trusteeship can be assured through compliance with voluntary codes of behaviour, rather than enforced through legal constraints. The maximal view is also based on an understanding that corporate citizenship, like individual citizenship, involves civic duties and responsibilities, duties of gratitude for the benefits corporations receive from society and the responsibility to positively contribute to society. 

Wood suggests that while corporations are not responsible for solving all social problems, they are responsible for the consequences related to their primary and secondary areas of involvement with society. This is similar to Simon et al’s criterion of proximity in relation to preventing harm. Wood also recognises that the inter-relationship of business and society may justify social responsibilities beyond a corporation’s primary and secondary involvements. Thus, if the car manufacturer in the example above is dependent on migrant workers, then a literacy programme would be a relevant responsibility.  

In their answer students must also indicate whether they agree with the arguments that support this view or not and they should motivate their own views.

5
What is your view about corporate social responsibility and the role of 
corporations in society?

Answer (Sec 9.1.4)

In view of the evolution of corporate social responsibility to date, a number of trends can be identified that are likely to shape corporate social responsibility in the decade ahead.  

(1)
There is a growing recognition that corporate social responsibility and business ethics are intertwined. Thus, corporate ethics programmes are likely to be focussed on the prevention of harm as well as initiatives to do good and focus not only internally on primary stakeholders, but also on external stakeholders, including the community.  

(2)
Business ethics and corporate social responsibility initiatives will be strategically focussed.  

(3)
There is likely to be an increase in both mandatory and voluntary reporting and perhaps government regulation.

(4)
There is likely to be greater public expectations about corporate leadership in solving social problems.  

(5)
An increased focus on the effectiveness of corporate ethics initiatives and best practice corporate ethics programmes. It is in this sense that corporate social responsibility programmes combine principles, processes and outcomes.  

Students must clearly indicate what their views are on corporate social responsibility and also what the role of corporations is in society. They can provide examples of companies and their corporate social responsibility projects.

6
Draw up a list of possible stakeholders companies could interact with.

Answer (Figure 9.1)

· Political parties

· All levels of Government

· Business Associations

· Investors/shareholders

· Management

· Other employees

· Unions

· Suppliers

· Members of the distribution channel

· Environmentalists

· Consumer associations

· Intergovernmental agencies

· Non-Governmental organisations

7
Discuss the five pillars of corporate governance and the issues which need to be addressed within each of these pillars.
Answer

Students can use the figure below to discuss the various aspects.
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8
What is corporate governance and why is it generally important? Specifically, why is corporate governance important to South Africa?

Answer (Sec 9.3 and 9.3.1)

Corporate governance refers to the processes by which enterprises are directed, controlled and held to account. It is concerned with the performance of enterprises for the benefit of shareholders, stakeholders and economic growth. Corporate governance focuses on the conduct of boards of directors, managers and shareholders. It encompasses authority, accountability, stewardship, leadership, direction and control exercised in the enterprise.  

There are many definitions of corporate governance, but the common themes are shareholder rights, stakeholder rights, disclosure and transparency, executive management and board accountability. The corporate governance framework includes business ethics and corporate social responsibility. The OECD has defined corporate governance as:

A set of relationships between a company’s management, its board, its shareholders and other stakeholders. Corporate governance provides the structure through which the objectives of the company are set, and the means of attaining those objectives and monitoring performance are determined. Good corporate governance should provide proper incentives for the board and management to pursue objectives that are in the interest of the company and its shareholders and should facilitate effective monitoring.

Fraud and abuse have lead to a greater awareness of the need for good corporate governance. Bosch states that good governance is important for two reasons (1) “investor protection has increased with the enormous surge in share ownership” and (2) the creation of wealth can be increased by “improving the performance of honestly managed and financially sound companies”.   
Good governance is also important because it enables predictability, transparency, participation and accountability. Predictability refers to the consistent interpretation and enforcement of rules, procedures and regulations. Transparency enhances predictability and quality decision making by ensuring that all relevant information is available and disclosed to all relevant stakeholders. Transparency serves participation by providing stakeholders with the necessary information to participate in decision-making processes and practices. Finally, accountability requires enterprises to account for their actions. The account should explain the appropriateness, legality and morality of corporate actions. To support accountability practices, corporations should identify who is accountable, to whom they are accountable and for what they are accountable. The essence of good corporate governance is accountability. 

South Africa’s principal corporate governance reports are the King Report on Corporate Governance (King I) issued in 1994 and the King Report on Corporate Governance for South Africa (King II) issued in 2002. The second report was initiated partly in response to the global changes in corporate governance discussed above and partly to take into account changes in the South African legal, political and economic environments that followed the post-apartheid period. An inclusive approach to corporate governance is one where companies consider the interests of myriad stakeholders. The King Report justifies an inclusive approach to corporate governance by appeal to improved economic efficiency for companies, current socio-economic conditions in South Africa and traditional African values.

The King II report opens with a quote from Sir Adrian Cadbury which defines corporate governance as being, “concerned with holding the balance between economic and social goals and between individual and communal goals, the aim is to align as nearly as possible the interests of individuals, corporations and society”. The report then goes on to state that the first King Report advocated “good governance in the interests of a wide range of stakeholders” with regard to “good financial, social, ethical and environmental practice”. In a later section of the report, it is stated that the King Committee’s unanimous view is that an inclusive approach to corporate governance is fundamental to doing business in South Africa “where many of the country’s citizens disturbingly remain on the fringes of society’s economic benefits”. The inclusive approach is then placed within the context of South Africa’s culture and dominant values. For example, King II refers to the African experience of collectiveness over individualism, consensus rather than dissension, co-existence rather than prejudice and an inherent belief in fairness for all human beings.  

While the King II report purports to advocate an inclusive approach to corporate governance, several of its guidelines reflect an Anglo-American approach which tends toward the shareholder model, or at best, an instrumental stakeholder approach to governance. West suggests that the shareholder or instrumental stakeholder view of corporate governance rests on the primacy of individuals’ rights to private property and is therefore inappropriate to societies, such as South Africa, that place greater value on communal rights and requirements of duties. Moreover, West argues the elevation of shareholder interests above urgent social justice needs (stakeholder interests) conflicts with African values of consensus and communitarianism. An example of the instrumental stakeholder approach can be seen in the Report’s discussion of accountability and responsibility. The report states that:

The stakeholder concept of being accountable to all legitimate stakeholders must be rejected for the simple reason that to ask boards to be accountable to everyone would result in their being accountable to no one. The modern approach is for a board to identify the company’s stakeholders, including its shareholders, and to agree policies as to how the relationship with those stakeholders should be advanced and managed in the interests of the company.

It appears that the principle of accountability is primarily applicable to shareholders, but not to other stakeholders. Rossouw has also commented on the “continuities and discontinuities” between the philosophical premises of the King II Report and its recommendations. He notes for example, that in the entire section dealing with boards and directors, no mention is made of stakeholders and that in the section on integrated sustainability reporting, stakeholders are not included in internal and external social reporting requirements. Also, the only matter specified for directors in their annual reports is financial reporting. It appears then that while King II does incorporate aspects of stakeholder theory into the Anglo-American model of corporate governance, it has not fully embraced the inclusive approach it advocates.

In keeping with global initiatives in corporate governance, King II refers to seven characteristics of good corporate governance. These are: discipline, transparency, independence, accountability, responsibility, fairness and social responsibility. These characteristics are then developed into principles and guidelines to promote high standards of corporate governance in South Africa. The topics covered by King II are very similar to those addressed in the U.K. Combined Code and the OECD Principles of Corporate Governance. They include boards of directors (a balance of executive and non-executive members “of whom sufficient should be independent of management so that shareowner interests can be protected” and transparent appointment processes), directors’ remuneration, internal control and risk management, and the adoption of accounting and auditing standards. In addition, King II contains a section on integrated sustainability reporting, a topic that is increasingly on the agenda of corporate boards worldwide. The reporting requirement is for companies to report annually on their social, transformation, ethical, safety, health and environmental policies and practices.  

Vaughn and Ryan offer five recommendations they believe would further enhance the governance reforms to date. The recommendations are: 

1)
regulation of private funding of political parties

2) 
strengthening of regulations that monitor takeovers

3) 
improving accountability (independence) of boards of directors

4) 
motivating institutional investors to actively monitor corporate governance

5)
educating current and future business leaders about the importance of transparency, accountability, fairness, responsibility and independence

9
The King II report on corporate governance aspires to an “inclusive” approach to corporate governance whereby enterprises are asked to consider the interests of myriad stakeholders. In your view, does the King Report end up being more shareholder focussed than stakeholder focussed? Why and what are the implications?

Answer

An inclusive approach to corporate governance is one where companies consider the interests of myriad stakeholders. The King Report justifies an inclusive approach to corporate governance by appeal to improved economic efficiency for companies, current socio-economic conditions in South Africa and traditional African values.

The King II report opens with a quote from Sir Adrian Cadbury which defines corporate governance as being, “concerned with holding the balance between economic and social goals and between individual and communal goals … the aim is to align as nearly as possible the interests of individuals, corporations and society”. The report then goes on to state that the first King Report advocated “good governance in the interests of a wide range of stakeholders” with regard to “good financial, social, ethical and environmental practice”. In a later section of the report, it is stated that the King Committee’s unanimous view is that an inclusive approach to corporate governance is fundamental to doing business in South Africa “where many of the country’s citizens disturbingly remain on the fringes of society’s economic benefits”. The inclusive approach is then placed within the context of South Africa’s culture and dominant values. For example, King II refers to the African experience of collectiveness over individualism, consensus rather than dissension, co-existence rather than prejudice and an inherent belief in fairness for all human beings.  

While the King II report purports to advocate an inclusive approach to corporate governance, several of its guidelines reflect an Anglo-American approach which tends toward the shareholder model, or at best, an instrumental stakeholder approach to governance. West suggests that the shareholder or instrumental stakeholder view of corporate governance rests on the primacy of individuals’ rights to private property and is therefore inappropriate to societies, such as South Africa, that place greater value on communal rights and requirements of duties. Moreover, West argues the elevation of shareholder interests above urgent social justice needs (stakeholder interests) conflicts with African values of consensus and communitarianism. An example of the instrumental stakeholder approach can be seen in the Report’s discussion of accountability and responsibility. The report states that:

The stakeholder concept of being accountable to all legitimate stakeholders must be rejected for the simple reason that to ask boards to be accountable to everyone would result in their being accountable to no one. The modern approach is for a board to identify the company’s stakeholders, including its shareholders, and to agree policies as to how the relationship with those stakeholders should be advanced and managed in the interests of the company.

It appears that the principle of accountability is primarily applicable to shareholders, but not to other stakeholders. Rossouw has also commented on the “continuities and discontinuities” between the philosophical premises of the King II Report and its recommendations. He notes for example, that in the entire section dealing with boards and directors, no mention is made of stakeholders and that in the section on integrated sustainability reporting, stakeholders are not included in internal and external social reporting requirements. Also, the only matter specified for directors in their annual reports is financial reporting. It appears then that while King II does incorporate aspects of stakeholder theory into the Anglo-American model of corporate governance, it has not fully embraced the inclusive approach it advocates.

In keeping with global initiatives in corporate governance, King II refers to seven characteristics of good corporate governance. These are: discipline, transparency, independence, accountability, responsibility, fairness and social responsibility. These characteristics are then developed into principles and guidelines to promote high standards of corporate governance in South Africa. The topics covered by King II are very similar to those addressed in the U.K. Combined Code and the OECD Principles of Corporate Governance. They include boards of directors (a balance of executive and non-executive members “of whom sufficient should be independent of management so that shareowner interests can be protected” and transparent appointment processes), directors’ remuneration, internal control and risk management, and the adoption of accounting and auditing standards. In addition, King II contains a section on integrated sustainability reporting, a topic that is increasingly on the agenda of corporate boards worldwide. The reporting requirement is for companies to report annually on their social, transformation, ethical, safety, health and environmental policies and practices.  

Vaughn and Ryan offer five recommendations they believe would further enhance the governance reforms to date. The recommendations are: 

1)
regulation of private funding of political parties

2)
strengthening of regulations that monitor takeovers

3)
improving accountability (independence) of boards of directors

4)
motivating institutional investors to actively monitor corporate governance

5)
educating current and future business leaders about the importance of transparency, accountability, fairness, responsibility and independence

Students should use this information to indicate whether they are of the opinion that the King II report is more shareholder or stakeholder focussed and they should motivate their views and provide an indication of the implications of this.

10
Identify and discuss ways in which the HR function can contribute to corporate citizenship through implementing corporate social responsibility, corporate ethics and corporate governance programmes.

Answer (Sec 9.4)

Corporate citizenship is often referred to as an umbrella term that embraces corporate social responsibility, corporate ethics programmes and corporate governance. It is therefore a comprehensive and complex concept. Corporate citizenship policies, practices and mechanisms aim to influence the attitudes, behaviour and performance of its internal and external stakeholders. Corporate citizenship initiatives also aim to make corporations more effective and more satisfying places to work in, and contribute to what is sometimes known as “human flourishing”. Therefore, corporate citizenship shares much in common with human resource management and has enormous implications for the HR function.  

Assessing the effectiveness of an enterprise’s corporate citizenship, particularly in terms of valid and reliable measurements, has been problematic. The Center for Corporate Citizenship at Boston College in the U.S.A. is involved in launching a new assessment tool (The Corporate Citizenship Assessment Tool™) that is intended to help enterprises manage corporate citizenship practices in order to better integrate corporate citizenship efforts into company culture and strategic planning. The assessment tool is based on a series of questions relating to three dimensions of corporate citizenship. These dimensions are: 

· Community: non-commercial activities that address social and environmental challenges from the very local to the global.

· Products and services: commercial activities that find market solutions to social and environmental challenges.

· Operations: responsible business practices that integrate a commitment to corporate citizenship across all business units and corporate functions.

These three dimensions suggest that corporate citizenship programmes are an interdisciplinary endeavour. The HR function is well placed to provide leadership, not only in assessing corporate performance, but also in advancing new corporate citizenship initiatives that move corporations beyond economic transactional relationships, philanthropy and compliance, to integrated social partnerships and self regulation. The following sections will discuss the relationship between HR and corporate citizenship in more detail.
· Corporate Social Responsibility and HR

A stakeholder understanding of corporate social responsibility involves listening and responding to stakeholder interests and concerns. It puts people at the centre and builds relationships of mutual trust and mutual benefit. It requires corporations to operate in ways that not only avoid harming people, but which positively impact people’s health and safety, quality of life and personal growth. In the case of employees, this involves human resource management practices associated with equal employment opportunity, diversity, job security, compensation, occupational health and safety, industrial relations, performance and remuneration and work-life balance. In global operations, it involves managing human rights particularly those relating to child labour, wage exploitation, basic health and safety, empowerment and quality of life.

The stakeholder theory has been criticised for its lack of guidance on how competing interests of different stakeholders can be managed and balanced, however, it does provide guidance about myriad corporate social responsibility issues and expectations of stakeholders. Many of these issues can be gleaned from a review of corporate codes of conduct presented above. By way of summary, we present Coghill, Black and Holmes’ five key stakeholder groups and a number of attendant issues, many of which are HR related.

1. Employees: recruitment and selection, compensation and benefits, training, occupational health and safety, work-life balance, diversity, sexuality in the workplace, minority hiring practices, responsible redundancy, use of temporary and casual workers and workplace culture. By attending to these issues, corporations stand to benefit from reduced turnover and improved workplace morale, productivity and employee identification with the firm, which in turn is likely to reduce the risk of fraud and unethical behaviour.

2. Suppliers: ethical sourcing, prompt payment, use of migrant and child workers, doing business with oppressive regimes and human rights of outsourced workers.  

3. Customers: product manufacturing (human rights of workers, product safety, safety standards), labelling and packaging, marketing and advertising practices, and pricing.

4. Communities: traditional philanthropy, community investment and development, partnerships between employees and communities, environmental issues, and donations to political parties.

5. Investors: identifying sources of social and environmental risk.

· Corporate Ethics Programmes and HR

HR departments play a central role in developing and maintaining corporate ethics programmes. In the following section, our focus will be on the contribution that HR can and does make to the formulation, communication and monitoring and enforcement of written standards of ethical business conduct.

When developing and revising written standards of ethical business conduct, many companies do so in consultation with employees. Typically this involves HR in organising focus groups or workshops where employees at all levels come together to identify and discuss key corporate values, behavioural indicators of values and the ethics issues which employees most frequently face. The engagement of organisational members in the formulation of written standards is essential for their relevance and acceptance and therefore, effectiveness. When HR is involved in developing written standards (and training programmes), it is important that ethics issues not be limited to specific HR issues such as equity, sexual harassment and occupational health and safety, but also include those of primary concern to employees in their daily work practices, for example, the environment, use of information systems and conflicts of interests.

While most large enterprises have at least one written standard, many do not pay sufficient attention to providing training about those standards. There is wide agreement in the research literature that HR currently has most responsibility for training programmes in organisational ethics and is also a primary source of advice and information for employees regarding workplace ethics. However, it is not clear if HR managers and HR staff are adequately trained in more complex ethics matters. Also, when training is provided, most often it is conducted as part of a general orientation programme. It is unlikely that such training would equip employees with all the skills and competencies necessary to respond to ethical situations they may face during their tenure with the organisation. However, it is reasonable to assume that ethics training as part of an orientation programme would: 1) convey to new employees an organisation’s commitment to its values and ethical business conduct as stated in its written standards; 2) raise new employees’ awareness of ethical issues that may arise in the conduct of their daily work; 3) provide information about organisational resources available to employees when faced with conflicts or observed breaches with the standards and 4) inform employees of linkages between ethical business practice and sanctions, rewards and performance management.  

HR could make a significant contribution to corporate ethics programmes by firstly undertaking ethics training and secondly, implementing more in-depth training programmes, particularly for employees who are involved in complex ethical decision-making. In some organisations HR is involved in developing ethics education material that also comprises organisational-specific case studies. This material is then widely distributed via intranet services, handbooks and company websites. For example, Telstra is an Australian telecommunications and information services company with over 52,000 employees. It has harnessed the advantages of e-learning technology to provide desktop training on a range of ethics issues to all employees. They are designed to be interactive and to address typical ethics issues that arise in the workplace. Most of the ethics dilemmas included in the programme were written by the Telstra HR and legal departments and were based on past experiences of organisational members. 

HR professionals could also make a strong contribution to corporate ethics programmes by initiating creative and meaningful ways to link ethics and organisational values to performance management and reward programmes. Reward systems are said to be the single most important influence on employee behaviour. However, most surveys in this area reveal that approximately 50% of companies currently link ethics to performance management and only very few link ethics to reward programmes. Surveys also reveal that while misconduct is frequently punished, good conduct is rarely rewarded. Most managers find it difficult to conceive of meaningful ways in which good conduct can be rewarded, however, rewarding ethical behaviour is possible if a longer term view is taken. For example, some Australian multinational enterprises are currently using a performance management system whereby employees who meet their financial targets, but fail to address corporate values in the process, are dismissed, while those who fail in their financial targets, but who have operated in line with corporate values, are counselled and retained, albeit sometimes on probation. HR needs to investigate ways to innovatively use the tools of reward and performance management programmes to shape, maintain and develop ethical cultures that support ethical behaviours. A lack of ethics infrastructure fails to nurture an organisation’s ethics culture and employees’ motivation to live the standards.  

· Corporate Governance and HR

The corporate governance codes described in this chapter indicate that superior governance is identified in terms of transparency, accountability, responsibility and independent oversight in matters relating to corporate financial, ethical, social and environmental performance. The uniformity of corporate governance codes across different countries suggests there is the emergence of international “soft law” governing the expected conduct of enterprises. Much of the reform in corporate governance has focussed on the role and duties of directors. A board’s main functions include, defining a company’s purpose, formulating its strategy and policies, appointing the chief executive officer, monitoring and assessing the performance of the executive team and assessing the board’s performance. The traditional HR activities of recruitment and selection, training and development, and performance management and remuneration, have a critical role to play in the development and maintenance of good corporate governance practices, not only in terms of boards of directors, but also improving shareholder value through the development of intellectual capital and upholding a company’s responsibilities to stakeholders, in particular its employees.  

There is agreement amongst different corporate governance codes that a ‘balanced board’ is desirable and therefore, diversity is sought in board membership in terms of skills, experience, backgrounds and personalities. There is also agreement that the appointment of the chairperson of the board is crucial as it is the Chair that is a key determinant of creating a culture of integrity and ensuring board effectiveness. The Royal Commission that investigated the collapse of the Australian insurance company HIH, found the chief executive, Ray Williams, appointed friends and associates to the board. This practice contributed to a culture of compliance whereby the board simply followed the recommendations of senior management without due risk assessment. Despite important similarities between corporate ethics and corporate culture, they are not synonymous. The distinguishing feature of ethical discourse is not the standardisation of behaviour, but the joint promotion of community (belonging) and autonomy. Corporate culture can only be ethical if it seeks to make autonomy a fundamental feature. 

The issue of board member independence versus board member knowledge and expertise is contentious. HR has an important role to play in providing objective recruitment and selection processes for independent and diverse board members, providing orientation training and on-going development opportunities for the board, and assessing the board’s performance for both independent oversight and effectiveness.

Board remuneration is another area of importance for HR. In addition to a base salary, remuneration packages for directors typically include bonuses, share options, and retirement benefits. Corporate governance codes provide guidelines for policies and practices relating to executive remuneration, while some aspects of director remuneration are subject to government regulation. 

Levels of remuneration for directors have been widely reported and discussed in the press. Many directors perceive that their responsibilities and risks have increased under new governance guidelines and regulations, but that they are not adequately compensated. At the same time, changes in corporate governance requirements have resulted in an increase in demand for independent directors. Consequently, HR has an important role in leading and advising remuneration committees about competitive, fair and equitable remuneration for directors.

The monitoring and measurement of board performance is related to remuneration. Performance appraisals require that performance indicators be identified. Such indicators should include financial and non-financial metrics.  
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