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Dear Readers!

The recent issue of the journal is devoted to several aspects of corporate governance. First of all, we
keep the hand on the pulse of corporate social responsibility.

Theodore Syriopoulos, Anna Merikas, George S. Vozikis achieved a conclusion that the development of
CSR stock index benchmarks could become a very valuable tool for CSR asset valuation and the
appraisal of SRI shareholder decisions.

Ryuuichiro Kurthama clarifies the relationship between CSR, corporate governance and auditing, and
reexamines a role for auditing in CSR and corporate governance through the discussion of the
relationship between corporations and society as recently brought up concerning CSR.

Magdi El-Bannany investigates the determinants of the social disclosure level in UK banks over the
period 1981-1996. The results show that market structure, investment in information technology and
risk factors, which have not been considered in previous studies, have a significant impact on the social
disclosure level. In addition, bank size and profitability are significant but the listing status and the age
of the bank are insignificant.

For the second, we introduced a new country to explore corporate governance we had never explored
before, i. e. France. Authors investigated the relationship between ownership structure and voluntary
earnings disclosures under high ownership concentration of French-listed firms. The findings show
that French managers are less likely to make voluntary disclosures when they are controlled by a large
shareholder or by a family, suggesting that low legal protection leads to expropriation of minority
shareholders. The results also show that the proportion of foreign institutional investors in capital is
likely to mitigate this relationship since institutional investors signal good minority shareholders’
protection to the market. Moreover, authors researched external debt financing in controlling minority
structures (CMSs), a very pervasive corporate organizational structure in France outside CAC 40 firms.
Authors show that firms featuring a substantial likelihood of expropriation (higher discrepancy
between cash flow rights and control rights or group-affiliated), present lower leverage ratios than
others due to debt supply restrictions. The presence of second large controlling shareholder is
perceived by external finance suppliers as a pledge against expropriation.

Besides that our contributors tried to do their utmost to develop the academic investigations and
concepts through publishing papers on shareholder and stakeholder models, independent auditing
involvement with corporate governance issues, separation of control rights and cash-flow rights in
emerging economies with application to Mexico, corporate governance ratings, the ASX corporate
governance council’s principles of good corporate governance and best practice recommendations.

We hope that our practitioner’s corner with the paper ,,Why do directors feel so separate when they are
interconnected?” by Darlene Andert will be welcome both by practitioners and academics.

We would like to remind that all our efforts are directed to develop corporate governance through
intensive research and in this way your contribution is welcome by us.
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A REVIEW OF THE TWO MAIN COMPETING MODELS OF
CORPORATE GOVERNANCE: THE SHAREHOLDERSHIP MODEL
VERSUS THE STAKEHOLDERSHIP MODEL

Tony Ike Nwanji*, Kerry E. Howell **
Abstract

This paper reviews the impact of the shareholdership and stakeholdership models in guiding managers
through the most appropriate way of delivering business objectives. The shareholder model is the
traditional Anglo-American system of corporate governance, which focuses on the maximisation of
shareholder wealth, while the stakeholder model is considered to be exemplified by the German system
of corporate governance and focuses on meeting the needs and expectations of a wider range of
stakeholder groups. The results from this study indicate that a combination of both models could
enable management to deliver the needs of stakeholders groups, while in the long term maximising
wealth for the shareholders.

Keywords: corporate governance, shareholdership model, business objectives,
stakeholdership model, business ethics, profit maximisations
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Introduction the German’s Stakeholdership model. In this study we

assess the importance of both models to the corporate
The aim of this study is to review the two main governance system that guides managements towards
competing models of corporate governance — the the best way of managing the affairs of their company
shareholdership and the stakeholdership models. The to deliver returns to its wider stakeholders. Corporate
Anglo-American Corporate Governance system is governance is an area that has steadily been growing
based on the Shareholdership Model while the in importance over the past twenty five years. The
European corporate governance System is based on Cadbury Report issued in the UK in 1992 laid the
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foundations of corporate governance not just in the
UK, but the US and other countries both with
developed and developing economies. Most of these
economies have incorporated the main principles of
the UK Combined Code into their own corporate
governance systems. Following the collapse of Enron
and WorldCom in 2001 in the US, corporate
governance gained a much higher profile and is now a
frequent topic in the financial press and academia.
There are growing numbers of research projects and
literature on both the general areas of corporate
governance and on different mechanisms including
directors’ remuneration, accountability, non-executive
directors (NEDs), audit committees and board
evaluations. Following the collapsed of Enron and
WorldCom in 2001 corporate governance has gained
a much higher profile and is now a frequent topic in
the financial press and in academic research.

Shareholdership versus Stakeholdership

The issue of corporate governance has centred on
shareholder v stakeholder and which of the two
models is best for corporations, and therefore, the
board should follow in managing the affairs of the
business. Ever since the Friedman’s (1970) view that
the modern corporation has no social responsibility to
society only to its shareholders who are the owners of
the business, interest on shareholder value has
increased. Influences such as globalisation of capital
markets, increase in institutional investors, greater
shareholders activism, stakeholders expectations and
growing importance of corporate governance issues
have all been stated as factors (Omran et. al. 2002;

Mills 1998, Fera 1997).

Whereas the Shareholdership Model claim that corporate
governance is about two things — accountability and
communication - Accountability is about how those entrusted with
the day-to- day management of company’s affairs are held to
account to shareholders and other providers of finance. The second
aspect is how the company communicates that accountability to the
wider world: to shareholders; to potential investors; to employees;
to regulators; and to other groups with a legitimate interest in its

affairs. (Pricewaterhousecoopers 2003)
The Stakeholdership Model
corporate governance is about directors and
managements managing for stakeholders which
involved attention to more than simply maximising
shareholder wealth. The attention to the interests and
well-being of those who can assist or hinder the
achievements of organisation’s objectives is the
central admonition of the theory, (Phillips 2003).

The idea that companies should behave in a
responsible way, is one of the considerable
discussions after events like the Maxwell Corporation,
Polly Peck, BCCI, Barings Bank, and Paddington
Train Accident in the UK in the 1990s. In addition,
the collapsed of Enron, WorldCom and Accountancy
firm, Andersen in the US in 2001 have all increased
interest on corporate governance both within
academia and business environments. There are
growing number of researches on the kinds of

claims that
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behaviour that might constitute corporate social
responsibility and the extent to which such activities
are legally permissible under English Company Law.

In the UK, corporate governance is
fundamentally based on the shareholder model, which
is a result of capitalism with the objective of profit
maximisation and the protection of shareholders
interests. The Combined Code should have been able
to provide creditability and accountability in the
management of companies. But even with all the
recommendations on audit committees and auditor
independence, effective internal financial controls and
the effectiveness of non-executive directors there are
still ethical problems on how this is achieved in
practice under the shareholder model. It can be said
that the main problems are not that corporate
governance is not effective as a guide to management
in running their companies. Some of the problems
may be due to the fact that in the light of scandals
such as the Enron and WorldCom (2001) in USA, any
changes in the nature of corporate governance
requires changes in the nature of shareholders theory
of profits maximisation as the main business
objective, to include the interests of the stakeholder
groups.

Literature Review on Corporate
Governance

The collapse of four organisations in the 1990s in the

UK, (Maxwell Corporation, Polly Peck, Bank of

Credit and Commerce International BCCI, and the

Barings Bank) led to the setting up of three major

committees to look into the effectiveness of corporate

governance practices. These were:

(i) The Cadbury Committee Report (1992), on the
Financial Aspects of Corporate Governance.

(i1)) The Greenbury Committee Report (1995), on the
Remuneration of Executive Directors.

(iii)) The Hampel Committee Report (1996), which
reviewed the above two codes and consolidated
them into one corporate governance principle
leading to the publication of the Combined Code
in June 1998.

These were followed by three other Committee

Reports in 1999 and 2003.

(iv) The Turnbull Committee Report (1999), on
Internal Control and Financial Reporting. (This
was reviewed in 2005 in the light of the new
Combined Code, though it is not part of the
Combined Code).

(v) Derek Higgs’ Report (2003), which was a
Review of the Role and Effectiveness of Non-

Executive  Directors, (NEDs) and their
Responsibilities in  Corporate  Governance
Practice.

(vi) Robert Smith’s Report (2003), on Audit

Committees and Combined Code Guidance.

The first three committees recommendations
resulted in the first Combined Code on corporate
governance in 1995 which was up-dated in July 2003

@

NTERPRESS
VIRTUS,



