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Uber

• Uber has:

– Happy drivers (set their own hours)

– Happy customers (rides are convenient and cheap)

• It is disrupting the transportation industry:

– It has a fleet of vehicles offering cheap rides.

– It incorporates eventual use of autonomous vehicles.

– People may not need to own cars in the future.

• Uber might expand in the future to                                      

offer delivery services.
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Uber

• Ethically challenged?

– Uber is pushing the envelope of what is acceptable, 

ethical, and even legal with all its stakeholders.

• Regulators, government, drivers, journalists, competitors

• Primary claims, among others:

– Dynamic pricing: supply & demand vs. price gouging?

– Competitive tactics: ordering rides from competitors, 

then canceling them?

– Death of a child: distracted driver using the app

– Disregard for rules: inadequate licensing

– Poisoning source of funding
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Uber

• Several lawsuits are underway to determine if Uber 

drivers are independent contractors or employees.  

The drivers bringing those lawsuits argue that they are 

employees should be treated like employees, which 

would include reimbursements for expenses such as 

gas or car maintenance that they currently pay out of 

pocket. How do you view the sharing economy, with 

companies such as Uber, Airbnb (hospitality), 

TaskRabbit (house cleaning and odd jobs).  

• Do you think that drivers for Uber are                       

independent contractors or employees?
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The Shared Value Creation Framework
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The Public Stock Company:
Four Benefits

• Limited liability for investors

• Transferability of investor ownership
– Through the trading of shares of stock on exchanges

• Legal personality
– Has legal rights and obligations 

• Separation of legal ownership                                            

and management control
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The Public Stock Company:
Hierarchy of Authority

Exhibit 12.1
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The Public Stock Company:
Alternative Team Production Theory of Corporate Law

Blair and Stout (1999) Virginia Law Review
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Milton Friedman’s Philosophy

• “The social responsibility of business is to increase 

its profits.”

• A survey asked the top 25 percent of income earners 

holding a university degree in each country surveyed 
whether they agree with Milton Friedman’s 

philosophy.

• The results… 
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Percent of “Informed Public” Who “Strongly or 
Somewhat Agree” with Milton Friedman
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Exhibit 12.2
SOURCE: Author’s depiction of data from Edelman’s (2011) Trust Barometer as included in “Milton Friedman goes on tour,”
The Economist, January 27, 2011.
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Creating Shared Value

• Michael Porter argues that executives should not 

concentrate exclusively on increasing firm profits.

• Rather, the strategist should focus on creating 

shared value, a concept that involves:

– Creating economic value for shareholders

– Creating social value by addressing society’s needs            

and challenges
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The Shared Value Creation Framework 

• A model proposing that managers have a dual 

focus on:

– Shareholder value creation

– Value creation for society

• Example: GE’s ecomagination initiative

– To provide cleaner and more efficient sources of energy

– To provide abundant sources of clean water anywhere 

in the world

– To reduce emissions

13



Copyright © 2017 by McGraw-Hill Education. This is proprietary material solely for authorized instructor use. Not authorized for sale or distribution 
in any manner.  This document may not be copied, scanned, duplicated, forwarded, distributed, or posted on a website, in whole or part.

Michael Porter’s Recommendations to                    

Reconnect Economic and Societal Needs

1. Expand the customer base

– Bring in non-consumers such as those at the bottom of 

the pyramid (large / poor socioeconomic group).

2. Expand traditional internal firm value chains. 

– Include more nontraditional partners such as 

nongovernmental organizations (NGOs). 

3. Focus on creating new regional clusters:

– Such as Silicon Valley in the United States

– Electronic City in Bangalore, India

– Chilecon Valley in Santiago, Chile



The Pyramid of Corporate Social Responsibility
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Stakeholder Impact Analysis
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Corporate Governance
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Corporate Governance

• Corporate governance

➢Mechanisms to direct and control a firm

➢ Ensure the pursuit of strategic goal

➢ Address the principal–agent problem

• When corporate governance failed

➢ Accounting scandal (Enron, WorldCom, Tyco …)

➢Global financial crisis (housing bubble bursts)

➢ Bernard Madoff → Ponzi scheme 

❖ “Made off” with the money!

• Information asymmetry
➢ Insider information
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Corporate Governance

• Corporate governance represents the 

relationship among stakeholders that is used  to 

determine and control the strategic direction and 

performance of organizations.

➢ “Governance is the means by which to infuse order, 

thereby to mitigate conflict and realize mutual gains.”

❖ Williamson, Oliver E. (2005), American Economic Review

• Agency costs are the sum of incentive costs, 

monitoring costs, enforcement costs, and 

individual financial losses incurred by principals 

because it is impossible to use governance 

mechanisms to guarantee total compliance by            

the (risk-averse) agent.
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The Role of Corporate Governance

• To provide mechanisms to:
– Direct and control an enterprise

– Ensure that it pursues strategic goals successfully and legally

• To offer checks and balances

• To ask the tough questions when needed

• Attempts to address the principal-agent problem 
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The Principal-Agent Problem

Exhibit 12.3
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Agency Theory

• A theory that views the firm as a nexus of legal contracts

– So conflicts that arise should be resolve legally.

– Therefore, the firm needs to design work tasks, incentives, 

and employment contracts

• To minimize opportunism by agents

• Governance mechanisms should be put in place                              

to overcome two agency problems:

– Adverse selection

– Moral hazard
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Adverse Selection and Moral Hazard

• Both problems are caused by information asymmetry

• Adverse Selection (market for lemons)
– Increases the likelihood of selecting                                                  

inferior alternatives

• Moral Hazard
– Increases the incentive of one party to take undue risks         

or shirk other responsibilities

– The costs incur to the another party



Agency Problems

• Berle and Means in The Modern Corporation

inquired whether we have “any justification for                           

assuming that those in control of a modern                                

corporation will also choose to operate it in the                           

interests of the stockholders?” (1932: p. 121)

• What are the corporate governance mechanism                             

that lessen the problem of the separation of                                 

(shareholder) ownership (the risk-bearing                                 

principals) from control (the managerial decision-

making agents)?
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Corporate governance mechanisms to lessen the agency 
problem of the separation of ownership from control  

1. Internal control of Multidivisional;                                                               

--- “miniature capital market” 

2. Debt (minimize free cash flow; e.g., LBOs);

3. Recruitment of executives from outside the firm;

4. Compensation heavily weighted toward stock options;

5. Takeovers (the market for corporate control)

6. Monitoring by institutional investors;

7.  Financial statement auditors, government regulators,               

and industry analysts;

8.  Separate Chairperson and CEO; and

9.  The Board of Directors 
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Corporate governance mechanisms to lessen the agency 
problem of the separation of ownership from control 

Let’s review the following governance mechanisms 

in more detail:

• Executive compensation;

• The market for corporate control;

• Financial statement auditors, government 

regulators, and industry analysts

• The board of directors
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Executive Compensation

• Stock options are often part of compensation.

• The average ratio of CEO to employee pay is 300:1.

• About 2/3 of CEO pay is linked to firm performance.

– But this link is weak;

– Can further increase job stress; and

– Can negatively impact job performance
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The Market for Corporate Control

• An external corporate-governance mechanism

• Consists of activist investors who:
– Seek to gain control of an underperforming 

corporation

– Buy shares of its stock in the open market

• Often pursued when a company is 

underperforming
– Sometimes corporate raiders breach trust                              

with other stakeholders (e.g., eliminate                         

defined pension plans)
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Auditors, Government Regulators, and Industry Analysts

• Serve as additional external-governance mechanisms

• To avoid misrepresentation of financial results:

– Public financial statements must follow GAAP:

• Generally accepted accounting principles

– Financial statements must be audited

• By certified public accountants

• Industry analysts often base their buy, hold, or sell 

recommendations on:

– Financial statements filed with the SEC

– Business news (WSJ, Forbes, CNBC, etc.)



Copyright © 2017 by McGraw-Hill Education. This is proprietary material solely for authorized instructor use. Not authorized for sale or distribution 
in any manner.  This document may not be copied, scanned, duplicated, forwarded, distributed, or posted on a website, in whole or part.

The Board of Directors

• The centerpiece of corporate governance
– Helps overcome the principal-agent problem

• Usually consist of inside and outside directors 
– Inside directors: usually consist of: CEO, COO, CFO

– Outside directors: senior execs from other firms

• Elected by the shareholders

– Shareholder votes determine who is elected to the board
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Responsibilities of the Board of Directors

• General strategic oversight and guidance

• Selecting, evaluating, and compensating the CEO

– The board may fire him or her.

– Overseeing the company’s CEO succession plan

• Providing guidance for executive compensation

• Reviewing, monitoring, evaluating,                                        

and approving strategic initiatives

– Such as large acquisitions

• Risk assessment and mitigation
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GE’s Board of Directors

•GE’s board consists of:

– Members of companies, academia, and government

– 16 members, 5 different committees

•They meet about 12 times annually

•25% of the board are women (more than usual)
– Generally, the larger the company, the greater its gender diversity.

– Diverse boards are less likely to fall victim to groupthink.

• What are the advantages of a more diverse board of 

directors in U.S. companies such as General Electric (GE)?  

Why are so few companies as diverse at GE?
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Corporate Governance Around the World

• Difference in national institutions and culture

• “Free” market economies?

➢ State-directed capitalism (less freedom). Ex: China

➢ Free market capitalism (more freedom). Ex: U.S.

• Germany

➢ Stakeholder capitalism

➢ Kurzarbeit

• France

➢ Stakeholder capitalism

• China

➢ State-owned enterprises
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Strategy and Business Ethics
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Business Ethics

• An agreed-upon code of conduct in business, based on 

societal norms

• Lay the foundation and provide training for:

– “behavior that is consistent with the principles, norms, 

and standards of business practice that have been agreed 

upon by society”

• Can differ in various cultures                                                           

around the globe

– Universal norms include: 

• Fairness

• Honesty

• Reciprocity
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When Facing an Ethical Dilemma

• Ask whether the intended course of action falls within 

the acceptable norms of professional behavior.

– As outlined in the organization’s code of conduct 

– As defined by the profession at large

• Would you feel comfortable explaining and defending 

the decision in public? 

– How would the media report the business decision if it were 

to become public? 

– How would the company’s stakeholders                                                        

feel about it?
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Did Goldman Sachs and the “Fabulous Fab”

Commit Securities Fraud?

•In 2010, the SEC sued the company and an employee, 

named Fabrice Tourre, for fraud
– Goldman Sachs argued that it is up to clients to assess 

risk involved in investments.

•Public pressure mounted.
– Goldman Sachs paid $550M to settle the lawsuit, but did 

not admit wrongdoing. Tourre was convicted of fraud.

• Did Goldman Sachs and the “Fabulous Fab” violate its 

fiduciary responsibility and commit securities fraud?
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Ethical Leadership Is Critical

• Strategic leaders set the tone for the ethical climate 

within an organization.
– Employees take cues from their environment on how to act.

• CEOs of Fortune 500 companies are under constant 

public scrutiny. 
– Ought to adhere to the highest ethical standards

– Unethical behavior can destroy the CEO’s reputation.

• Ethical expectations must be clear.

38


