Chapter 8: Corporate Governance Issues in International Business


Introduction and the Nature of Corporate Governance: Corporate governance refers to “the top management process that manages and mediates value creation for, and value transference among, various corporate claimants (including society at large), in a context that simultaneously ensures accountability towards these elements.” After the scandals in the U.S. (e.g., WorldCom and Enron), corporate governance has taken on new importance with the key issue centered on separation of ownership and control.

The Stakeholder versus Shareholder Debate: Most critics describe “American corporate governance [as being] too shareholder oriented” and “continental European system [as being] too stakeholder oriented.” Stakeholders of a firm include its employees, customers, shareholders, creditors, suppliers, and society. The stakeholder view states the firm is to create wealth for all stakeholders with no favorites. Whereas, the shareholder view states the primary goal of businesses is to increase profits. All corporate governance systems must be responsive to all stakeholder (including shareholders).

Corporate Governance and the Global Firm: The corporate governance practices of firms influence their strategies and competitiveness. Thus, managers should understand international corporate governance.

National Variations in Corporate Governance Systems: While a detailed examination of corporate governance practices in multiple countries is beyond the scope, there are key mechanisms that exist in each country. A brief overview of the corporate governance in the U.S., Japan, Germany, China, India and Brazil is provided. Please read these sections.
· U.S. – extensive legal protections, moderate government involvement, boards important, stakeholders becoming shareholders
· Japan – social entity, market share focused, large boards, entrenched management, large bank ownership
· Germany – significant bank ownership, strong credit rights, two-tier boards: supervisory and management 
· China – heavy bank involvement, insider dominated boards, state-owned enterprises, weak legal rights
· India – highly interventionist approach, insider and family member boards, insider trading, large bank stakes
· Brazil – heavy government involvement, family-controlled business, weak legal and investor rights, ineffective boards
Emerging Markets Case Studies: 1) Thai Petrochemical and the Corporate Houdini and 2) BP in Russia: These two case studies illustrate the challenges firms and investors face when entering emerging markets that are in the process of trying to strengthen corporate governance. Nonetheless, Russia and Thailand have attracted significant foreign capital. 
Which Governance System is best? Although there are many differences in the governance systems, there is no clear evidence to suggest that one of the national systems is the best. The U.S., Germany and Japan are considered the leaders in corporate governance practices for various reasons. There is one important similarity among the corporate governance system of the major economies: they all have flaws and have generated recent calls for change.
Intervention in Corporate Governance: The ownership of companies tends to vary significantly between countries.  Regardless of the country, the larger shareholders often lobby against legal reforms that would enhance shareholder rights because improvement of minority protection would represent a transfer of control away from the controlling shareholders.
Legal System: The legal rules that protect shareholders and creditors are a key element in comparisons of national corporate governance systems. Law differs significantly between countries. Most countries give investors limited rights. Countries with legal rules origination in the common law traditions protect investors significantly more than countries whose laws originated in French civil law. Law enforcement differs significantly between countries.
The Role of Foreign Directors: Increasingly, firms are appointing foreign CEOs and directors for these reasons:
· The corporate cultures of global firms are becoming as global as their businesses.

· Global firms have global citizenship responsibilities and require directors who understand local requirements.
· Cross-border mergers and acquisitions and strategic alliance are coming common for all leading companies.

· Global firms need access to foreign capital.

Strategy and Corporate Governance: MNE managers should be familiar with international corporate governance. Most strategic decisions will be impacted by corporate governance practices. Thus, a solid understanding of the principles of corporate governance will help managers navigate the legal, regulatory and cultural elements to design and implement appropriate corporate governance practices.
