Lesson Plan: Week 8 - Corporate Governance (Chapter 10)
Target Duration: 3-4 Hours
Session Overview
This session explores corporate governance, focusing on the relationship between stakeholders to determine a firm’s strategic direction and performance. It covers the separation of ownership and control, agency relationships, internal governance mechanisms (ownership concentration, board of directors, executive compensation), the external market for corporate control, and international governance systems (Germany, Japan, China). Ethical implications are emphasized, with real-world examples (e.g., General Electric, Alibaba) and interactive activities to enhance understanding.
Learning Objectives
1. Define corporate governance and explain its role in monitoring top-level managers’ decisions.
2. Understand why ownership is separated from managerial control and its implications.
3. Describe agency relationships, managerial opportunism, and their strategic impacts.
4. Explain three internal governance mechanisms and their use in controlling managers.
5. Analyze types of executive compensation and their effects on managerial decisions.
6. Discuss the market for corporate control as an external governance mechanism.
7. Compare corporate governance in Germany, Japan, and China.
8. Explore how governance fosters ethical decisions by top-level managers.
Lesson Plan Outline
Previous week Recap
· What incentives influence firms to use international strategies?
· What are the three basic benefits firms can gain by successfully implementing an international strategy?
· What four factors are determinants of national advantage and serve as a basis for international business-level strategies?
· What are the three international corporate-level strategies? What are the advantages and disadvantages associated with these strategies?
· What five entry modes do firms use to enter international markets? What is the typical sequence in which firms use these entry modes?
· What are two important issues that can potentially affect a firm’s ability to successfully use international strategies?
1. Introduction to Corporate Governance (15-20 minutes)
· Objective: Define corporate governance and highlight its importance in aligning stakeholder interests.
· Content:
· Definition: Set of mechanisms to manage stakeholder relationships, control strategic direction, and ensure performance.
· Purpose: Aligns managers’ decisions with shareholders’ interests, enhancing competitiveness.
· Stakeholders: Shareholders, employees, customers, communities.
· Relevance: Governance failures (e.g., excessive CEO pay) draw attention from activists, media, and scholars.
· Example: Activist shareholders influencing boards (Opening Case).
· Activity:
· Terminology Quiz (5 min): Students match terms (corporate governance, agency relationship, managerial opportunism) to definitions or examples. Discuss using Figure 10.1 (Agency Relationship).
2. Separation of Ownership and Managerial Control (30-35 minutes)
· Objective: Explain the separation of ownership and control and introduce agency problems.
· Content:
· Separation: Shareholders (owners) hire managers (agents) for decision-making specialization, common in large firms.
· Agency Relationship: Principals delegate to agents, creating potential conflicts.
· Managerial Opportunism: Managers may prioritize personal goals (e.g., higher pay via over-diversification).
· Example: Product diversification benefits managers (reduced job risk) but may harm shareholders (Figure 10.2).
· Activity:
· Case Analysis (10 min): Groups analyze a mini-case (e.g., General Electric’s diversification issues). Identify one agency problem and propose a governance solution. Reference Figure 10.2 (Risk and Diversification).
3. Internal Governance Mechanisms (40-45 minutes)
· Objective: Explore ownership concentration, boards of directors, and executive compensation.
· Content:
· Ownership Concentration: Large-block shareholders (e.g., BlackRock) monitor effectively; diffuse ownership weakens oversight.
· Board of Directors: Includes insiders, related outsiders, outsiders (Table 10.1); Sarbanes-Oxley/Dodd-Frank enhance independence.
· Executive Compensation: Salary, bonuses, stock options align interests but can be manipulated (e.g., CEO-to-worker pay ratio 140:1).
· Example: Trian Partners’ influence on GE’s board and CEO (Strategic Focus).
· Activity:
· Governance Problem-Solving (15 min): Provide a failed governance scenario (e.g., excessive CEO bonus despite poor performance). Pairs identify one mechanism (e.g., board oversight) and propose improvements. Share with class.
4. Market for Corporate Control (30-35 minutes)
· Objective: Understand the external governance mechanism and managerial defences.
· Content:
· Definition: Acquiring undervalued firms to replace management when internal controls fail.
· Triggers: Poor performance signals governance failure.
· Defences: Golden parachutes, poison pills (Table 10.2).
· Limitations: Inefficient targeting, costly defences.
· Example: Dodd-Frank’s impact on CEO pays transparency (Strategic Focus).
· Activity:
· Success Checklist (10 min): Groups create a 5-point checklist for effective governance to prevent takeovers, based on Table 10.2. Apply to a hypothetical firm facing a hostile bid. Discuss.
5. International Corporate Governance and Ethics (30-35 minutes)
· Objective: Compare global governance systems and link to ethical behaviour.
· Content:
· Germany: Bank-dominated, two-tier boards; less shareholder focuses historically.
· Japan: Keiretsu, consensus-driven; banks monitor but influence wanes.
· China: State-dominated, shifting to Western models.
· Ethics: Governance balances all stakeholders’ interests (e.g., employees, customers), fostering ethical decisions.
· Example: Alibaba’s NYSE listing due to China’s governance rules (Video Quiz).
· Activity:
· Ethical Dilemma Match (10 min): Provide examples (e.g., China’s state-driven goals vs. shareholder value). Pairs classify governance systems and predict ethical outcomes. Discuss using a comparison table.
6. Wrap-Up and Review (15-20 minutes)
· Summary: Recap governance mechanisms, agency problems, international differences, and ethical implications.
· Q&A: Address student questions.
· Homework:
· Answer Review Quiz Question 8: Available on Moodle
Materials Needed
· Quiz platform
· Whiteboard for activity discussions.
Notes for Tutors
· Use real-world examples (e.g., GE, Alibaba) to make concepts relatable.
· Simplify technical terms (e.g., agency costs) with analogies (e.g., hiring a contractor).
· Adjust activity formats for class size (e.g., pairs for large groups).
· Encourage debate to highlight ethical and global perspectives.

Case studies

1. Case Study: Should We Drop Our Board Diversity Goals?
· Topic: Board Composition and Diversity
· Summary: This case study explores the challenges a company's board faces when an institutional shareholder questions its diversity, equity, and inclusion (DEI) policies. It provides insights into the complexities of board composition and stakeholder expectations.

2. Power, Influence, and CEO Succession
· Topic: CEO Succession Planning
· Summary: This article delves into the intricacies of CEO succession, highlighting the roles of the board, the outgoing CEO, and the incoming leader. It emphasizes the importance of power dynamics and strategic planning in ensuring a smooth leadership transition.

3. How to Respond to Shareholder Activism
· Topic: Shareholder Activism and Board Strategy
· Summary: This article provides a framework for boards to effectively engage with activist shareholders. It discusses strategies to address activist demands while maintaining the company's long-term vision and stakeholder interests.

4. Compensation Packages That Actually Drive Performance
· Topic: Executive Compensation and Performance Alignment
· Summary: This article examines how well-structured compensation packages can align executives' incentives with company performance. It offers insights into designing pay structures that motivate leaders and drive organizational success.

5. Corporate Governance 2.0
· Topic: Modernizing Corporate Governance Practices
· Summary: This article discusses the evolution of corporate governance and proposes a new framework to address contemporary challenges. It emphasizes the need for boards to adapt to changing business environments and stakeholder expectations.
