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Towards A Property Rights Foundation For A 

Stakeholder Theory Of The Firm

Executive Summary

This paper suggests that due to the changing nature of the firm in today’s business world, viewing shareholders as the sole residual claimants is an increasingly tenuous description of the actual relationships among a firm’s various stakeholders.  Thus, a shareholder wealth perspective is increasingly unsatisfactory for the purpose of accurately answering the two fundamental questions concerning the theory of the firm: that of economic value creation, and the distribution of that economic value.  The thesis of the current paper is that examining the firm from a property rights perspective of incomplete contracting and implicit contracting provides a solid economic foundation for the revitalization of a stakeholder theory of the firm in strategic management and in expanding the resource-based theory of the firm.  In order to make progress in strategic management, a clearer conceptual and empirical understanding of implicit contracting is required.  The perspective outlined in this paper provides for a more accurate direction towards both measuring economic value creation, and analyzing the distribution of that value.  It is also submitted that such a perspective has important implications for corporate governance, particularly when managers must balance conflicts among stakeholders to achieve the goal of maximizing economic value.

Why Does it Matter?


Whichever theory of the firm one acknowledges has implications for the proper purpose of the corporation.  Much of the literature and research to date has focused on shareholder primacy.  This paper, utilizing a property rights foundation, argues that a stakeholder theory of the firm provides a more accurate model of today’s corporation.  

If a stakeholder theory is more accurate, then decision rights should not reside exclusively with shareholders, because the sole pursuit of shareholders’ value maximization may lead to inefficient strategic actions, such as the breach of valuable implicit contracts, for example the termination of defined benefit pension funds in the presence of hostile takeovers.  

If a stakeholder theory of the firm is more accurate, then stock price changes are not reliable arbiters of social welfare changes.  If the goal is to maximize total economic value, and this value is to be allocated among those contributing to/gaining from this economic value, then one needs a property rights stakeholder theory, which recognizes the role each of these groups plays in the creation and distribution of that economic value.

What are Property Rights?

In this paper, property rights include any social institutions that define or delimit the range of privileges regarding specific resources granted to individuals.  Private ownership of these resources may involve a variety of property rights, including the right to exclude non-owners from access, the right to appropriate the stream of economic rents from use of and investments in the resource, and the right to sell or otherwise transfer the resources to others. Thus, conceptualizing property rights to have multiple dimensions has the important economic implication of many different people being able to hold partitions of rights to particular facets of a single resource.  From this perspective, the resources that a firm “owns” are not the physical resources, but rather are the property rights.  Each stakeholder, then, has property rights over different factors, for example managers may have golden parachutes, stock options, and decision rights over organizational resources, while workers may have property rights concerning such factors as notification of layoffs, severance payments, or pension benefits.

Why a Property Rights Theory of the Firm?


The nature of the firm is changing, with an increased importance placed on intellectual property rights and knowledge based resources and capabilities.  Also, there are important changes in the structures of corporations (large corporations have been broken up, there has been a movement toward vertical de-integration), thus there is a need to reevaluate the tools and framework used to analyze organizations. Finally, firms are becoming dominated by firm-specific human and organizational capital.  Such economic changes call for changes in governance in terms of the constraints on management, compensation, and/or board representation.


A new property rights theory of the firm addresses more accurately the fundamental question of economic valuation in a business world where the economic maximization of a single residual claimant (shareholders) is becoming increasingly tenuous.  In this model the firm is viewed as a nexus of explicit and implicit contracts, thus other parties besides the shareholders are not fully protected by explicit contracting.  The firm may have implicit contracts with other stakeholders such as bondholders, workers, and suppliers.  Thus other contracting parties besides the stockholders are not fully protected by explicit contracting, thereby undermining the foundational premise of shareholders’ supremacy.  These other stakeholders are then also residual claimants and may need to be protected.

The presence of such implicit contracts makes it impossible to identify precisely the entire economic value created by the firm.   One cannot, therefore, draw social welfare conclusions from event study analysis that incorporates only share price reactions to informative events.
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Balancing Global and Local Context in Multinational Organizations: The Role of Transnational Leadership
Executive Summary

We develop a model of transnational leadership by drawing on the findings of recent GLOBE (Global Leadership and Organizational Behavior Effectiveness) research on cross-cultural leadership
 and an existing framework of global integration and local responsiveness in multinational strategy.
 We then discuss practical ways in which organizations can implement transnational leadership and identify leverage points for organizational leaders to advance cross-cultural organizational effectiveness.

Multinational organizations are in need of effective global leadership. In a 1998 survey of Fortune 500 firms, respondents said that the most important factor for business success was having competent global leaders. Yet 85% of executives stated that they did not think they had an adequate number of global leaders, and more than 65% believed that their existing leaders needed additional skills and knowledge before they could meet or exceed the challenge of global leadership.

Scholars in the international management area have suggested that multinational firms face competing demands regarding how much they can standardize practices and products across their global operations for the purposes of cutting costs vs. how much they should substantially tailor their strategies to be congruent with context-bound local conditions. Similarly, firms must consider how much to standardize organizational leadership practices across countries vs. how much to differentiate leadership according to local culture. 
There are advantages and disadvantages for multinational firms when they attempt to either standardize or differentiate leadership practices across societal cultures. We contend that firms should adopt a transnational approach to leadership in order to maximize the advantages and minimize the disadvantages of locally responsive and globally standardized leadership. 

Transnational leadership is an explicit leadership capability that allows multinationals and managers within them to consider ways to be globally efficient in their approach to leadership, while simultaneously being responsive to the local needs of all cultures in which the company operates. Therefore, multinational organizations that exhibit transnational leadership capability have the ability to implement organizational leadership that can effectively and efficiently influence, motivate, and enable others to contribute toward the success of the organizations of which they are members across the boundaries of societal culture.

Findings from the GLOBE study point to two possible ways for firms to develop and implement their transnational leadership capability. First, GLOBE findings revealed significant relationships between nine societal culture dimensions and various leadership behaviors. For example, societal uncertainty avoidance practices were positively related to self-protective leadership behaviors and negatively associated with team-oriented behaviors, while societal uncertainty avoidance values were positively related to team-oriented, humane-oriented, and self-protective leader behaviors, and negatively related to charismatic/value-based and participative leader behaviors. Multinationals could develop their transnational leadership capability by examining these relationships. While this approach would lead to broader, more global associations between leadership and culture, multinationals using these findings to determine what types of leadership would be in concert with local culture would be able to do so quickly without incurring high costs.

A second way for firms to use the GLOBE findings to develop their transnational leadership capability is to examine the cultural clustering of the 62 societies that participated in the GLOBE project and to consider the relationships between the country clusters and leadership behaviors.
 This approach allows for a more holistic view of different regions of the world and what leadership behaviors are most accepted by those regions. Unlike the more global associations between culture and leadership that are described above, this particular approach to developing the transnational leadership capability is more locally tailored at the level of regional clusters of societies. The figure below summarizes the various approaches multinationals might take to manage cross-cultural leadership challenges.



We contend that transnational leadership will likely be a very important capability when firms encounter aspects of societal cultures that are at odds with their organizational culture. A crucial point of leverage for the multinational in these situations is transnational leadership capability. Firms may be able to use the GLOBE study’s findings regarding the measured differences between a society’s practices and its values in order to create a local organizational culture that is compliant with the organization’s goals and is locally accepted, despite its differences from societal culture. As an example, performance orientation is likely an important characteristic of organizational culture, yet some societies exhibit very low scores on practices that reflect performance orientation. However, the mean for all countries on performance orientation values was the highest mean reported on all the GLOBE culture scales, and the relationship between societal performance orientation practices and values is negative. Societies that exhibit less performance orientation wish to see more of it; transnational leaders could leverage that gap between societal practices and values to foster a more performance-oriented organizational culture.

Interestingly, the two approaches to transnational leadership mentioned above might, at times, diverge. For example, in order to develop performance orientation practices in a given organizational culture, the more effective global transnational leadership behaviors would be either charismatic/value-based or participative. In Eastern Europe, however, participative leadership is viewed as one of the least effective types of leadership, and charismatic/ value-based is viewed as only marginally effective.
 Therefore, for multinational companies with operations in Eastern Europe that want to use their transnational leadership capability to enhance performance orientation there, the two approaches advocate seemingly opposing recommendations. Thus, even within the transnational umbrella of possible leadership behaviors, the tension between the relatively more global and the relatively more local recommendations are evident. In this type of situation, we advocate using the more localized, regional recommendation for the types of leadership behaviors in order to bring about the desired change in organizational culture.

We proposed a cross-cultural, transnational leadership approach with the intention of developing compelling ideas to aid multinational organizations as they balance competing demands between global standardization and local specialization. There is an unmet need to help organizations develop these types of leaders and their own transnational leadership capability in order to be more globally effective.
 Future research should be conducted to examine the exact nature of transnational leadership in multinational settings, determine which approach to implementation is more effective, and discover how organizational leaders can better institute cultural change while taking into account local societal culture.
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An Employer’s Legal Responsibilities in Preventing

Religious Discrimination in the Workplace: 

Respecting Employees’ Religious Beliefs and Avoiding Liability

Executive Summary

This paper examines an employer’s legal duties to assure a balance between the rules and practices needed to promote the objectives of the business and the religious interests of workers.  In particular, we focus on court decisions on cases charging religious discrimination in the workplace.  We conclude by presenting general principles that employers should consider in their efforts to abide by Title VII of the Civil Rights Act of 1964.

Over the last ten years, complaints filed with the Equal Employment Opportunity Commission (EEOC) involving religious discrimination in the workplace have nearly doubled
 and the workplace has consequently become an arena in which religious tolerance and consideration is tested.  

Discrimination claims increased from under 1,400 in 1992 to over 2,500 in 2003.  Monetary compensation spiked in 2001 following the World Trade Center attack then dropped before resuming a continuing upward trend in 2003, as shown below in data from the EEOC.
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The growing number of religions represented in the workplace is another reason for employers to pay special attention to the varying needs of their workers.  As of 2000, the United States listed over 1,500 religious organizations with members in the US.  Of these organizations, 239 are classified as “official” religions, with the others listed as “alternative groups.”
  The popularity of different religions is also shifting.  In the US, religions with high growth rates include Muslims, Hindus, and Buddhists.  Activism is also on the rise.  In 2003, more than 1,200 Christian groups in North America were devoted to workplace ministry; twice as many groups as were active just five years earlier.

Collectively, these factors are associated with an accelerating rate of religious discrimination claims, putting added pressure on employers.  Complicating their efforts to improve conditions and ensure employees’ religious rights, employers find that the laws governing religion in the workplace are vague, with clarifications coming only when discrimination claims produce findings against employers.
Protection for the religious interests of employees and job applicants is based on Title VII of the Civil Rights Act of 1964.  ‘Religion’ includes all aspects of religious observance and practice
 and includes moral or ethical beliefs as to what is right and wrong that are sincerely held with the strength of traditional religious views.
 

Claims of discrimination under the law typically fall into one of two categories.  The first concerns religious beliefs and practices that conflict with rules and conditions in the workplace.  Typically, these claims involve either work schedules that conflict with religious observances, or employee appearance policies that affect individual decisions in which religion has sway, such as hair length, clothing selection and religious symbols worn by workers.  The second category of religious issues for which employees seek protection relates to harassment.  These claims involve incidents where a worker is singled out for hostile treatment because of his or her religious beliefs or incidents where a worker is subject to behavior that is religious in nature, which the worker views as an unreasonable intrusion into his own right to practice or not practice religion.

From our study of case law, we found that it is possible to extract some general principles that employers should consider.  Table 1 presents these principles to assist employers in their efforts to abide by Title VII.  The table is divided into two sections.  In the first section, the table lists circumstances that can give rise to a conflict and the need for accommodation, plus actions that employers can take to improve their awareness of their employees’ religious needs. The second part of the table presents basic requirements of an accommodation. Cases of record are listed that have established basic parameters for accommodations, while also delineating actions that are not required of employers.


Understanding the religious needs of their employees, the principles discussed in relevant case law, and following the guidelines that can be extracted from court findings, can enable employers to more quickly, efficiently, and correctly comply with Title VII. Employers will be able to work more cooperatively with employees to better achieve a workplace free of the disruptive and damaging consequences of religious discrimination that respects and balances the needs of both employees and the firm, resulting in a satisfied and productive workforce.  Additionally, the odds of lengthy and expensive litigation will be reduced.
	Case
	Finding of Principle 
	Implication for Employers



	Ansonia v. Philbrook

497 U.S. 60 (1986)


	Any reasonable accommodation by the employer is sufficient to meet its obligation. 

Employer need not show that the employee's alternative preferred accommodations would result in undue hardship.
	Once employer provides a reasonable accommodation to the employee, it has met its duty under the law and need not accept an accommodation suggested and preferred by the employee.

	Weber v. Roadway Express, Inc

199 F.3d 270
	Employers are not required to force other employees to accept an increased burden or other adverse effect to accommodate other employee’s religious needs.
	Accommodations that impose increased burden or adverse effect on other employees is not required

	E.E.O.C. v. IBP

824 F.Supp. 147 1993.


	Employee must make an effort to cooperate with employer so that accommodation is not impossible to reach.
	Collaborative effort by employer will increase probability of successful accommodation.

	Wilson v. U.S.W. Communications

58 F3d 1337


	Title VII does not require an employer to allow an employee to impose religious views on others.
	Accommodation that imposes one employee’s beliefs on others is not required.

	Bruff v. North Mississippi Health Services, Inc. 

244 F.3d 495
	Employer is not required to give an employee preference over other employees because of religious beliefs.
	Accommodation that gives preference to employee on religious bases is not required.

	Redmond v. 

GAF Corp.
574 F.2d 897

	Employer does not have a responsibility to continually search for potential religious conflicts with each employee.
	Employer must remain accessible to employees that need accommodation but can be reactive in dealing with needs. 
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