[image: ]
Putting Philanthropic Activities in the Context of Corporate Governance
[bookmark: _GoBack]Bo Han Fang





Introduction
John D. Rockefeller, born in 1839, was the founder of the Standard Oil Company. He was known as one of the world’s richest men based on the success of Standard Oil Company and a generous philanthropist during a miserable economic downturn for the America and the world (Biography, 2016). Similar to John D. Rockefeller, Andrew Carnegie was another successful industrialist for it amass contribution to the American steel industry through the foundation of Carnegie Steel Company and Carnegie Corporation of New York, but also an influential philanthropist who devoted his own life to benefit the society (Biography, 2015). However, corporate philanthropic activities commonly consist of voluntary activities such as cash donations, and sometimes the charitable decisions are made due to the strategic considerations, some have been arguing the potential conflicts between philanthropic activities and the corporate governance activities (Fisch, 1997; Thorne McAlister and Ferrell, 2002; Griseri and Seppala, 2010). Frequent philanthropical activities lead to the perception of excessive expenditure by stakeholders, and corporate governance mechanisms may take actions to curtail philanthropical activities (Masulis and Reza, 2014)(Koehn and Ueng, 2010). This essay thus uses two influential philanthropists as examples to review the philanthropic activities in the context of corporate governance from multiple perspectives.  
The relevant stakeholders
Philanthropic activities may influence the benefits of relevant stakeholders. In the given context, the major relevant stakeholders are identified as below:
· Investors: there are two types of investors involved, shareholders and debtholders. Shareholders invest through equity, and debtholders invest through debt (Donaldson and Preston, 1995). Shareholders are the owner of the organization, and thus have cash flow rights and control rights over critical matters.
· Employees: the stake of the employee is closely related to the organizational behavior through the influence on the salary and wellness 
· Communities: for large enterprises such as Standard Oil Company and Carnegie Steel Company, communities play a more influential role subjected to the impact of organizational behaviors and impacting the organizational behaviors via multiple approaches including economic development, incomes, job creation, etc.
· Governments: as governments are the ones formulating legislation and regulation, as well as collecting taxes, the organizations need to deal with different authorities. 
· Customers: customers are the direct stakeholder that will influence and be influenced by the organization. Higher customer satisfaction will push the corporate value to a higher level (Anderson, Fornell and Mazvancheryl, 2004). Besides, the “brand community” formulated by customers play a pivotal role in decision-making over marketing and strategy (Algesheimer, Dholakia and Herrmann, 2005).
The reflection on the evolvement of corporate governance mechanisms 
Effective corporate governance is an approach to create sustainable development and long-term business integrity through the good balance of interests among the relevant stakeholders. Stemmed from the purpose of addressing the agency theory, corporate governance has been studied and evolved during past decades (Morck, 2007). Many researchers and practitioners across all industries have enriched the study of corporate governance by continuous theoretical and empirical studies. However, studies indicate contradictory results of corporate governance with new issues keeping emerging.  
At the time of two philanthropist lived, organizations in the US had become huge and complex in the structure due to years of capital accumulation and market expansion (Morck and Steier, 2005). The complicated structure indicates that there are numerous stakeholders was involved. External capital through going public became a common way for organizations to search for funding. The consequences were the increasing number of intermediaries and the remote relationship between investors and managers (Khan, 2011). The agency problem became server year by year brought by the structure of the joint-stock corporations. The separated control of the owner and the manager lead the common occurrence that managers benefit themselves via hindering the will of owners. The situation can be described as managers led, and stakeholders followed (Khan, 2011). The conflicts of interests between managers and shareholders led to ethical violations. Managers started to make decisions on behave of their interests instead of the best benefits of the shareholders. Besides, other practical issues were lack of financial disclosure and information transparency. Thus, the owners sometimes didn’t know or could be easily frauded by the managers through accounting forgery. No attention in corporate governance led to unnecessary expenditure, mismanagement, and corruptions. Although the formal idea of corporate governance does not exist at that time, the occurrence of some critical events had aroused people’s awareness in addressing the agency problem and mandated a significant evolvement in corporate governance. 
In 1929, America experienced a tragic stock market crash, and incomprehensive corporate governance practices were blamed as one of major root causes. Thus, the Securities Art of 1933 and Securities Exchange Act of 1934, as well as the Maloney Act of 1938 rolled out very close together to promote corporate governance among joint-stock corporations (Grant, 2003). In 1977, the Foreign Corrupt Practices Act was issued to address bribery issues and promote financial transparency (Holmström and Kaplan, 2003). Despite establishing integrated legislation to supervise the behaviors or managers, conventions and conferences have been held on a regular basis to discuss the newly emerging problems and resolve the old issues. Generally, the modern corporate governance framework emphasized the protection of shareholders’ right, including the fair and equitable treatment of all relevant shareholders. Besides the care for shareholders, the rights of stakeholders are well recognized. Based on that, active collaboration between organizations and stakeholders, and great balance between different stakeholders in promoting long-term development and social welfare are encouraged. 
The long evolvement of corporate governance has witnessed an increasing attention on the financial disclosure of all matters regarding to the financial performance, the change of ownership, the disclosure of critical events, the corporate governance structure, etc. strategic guidance that ensures the organization is moving on the right track is guaranteed through the effective governance. Although the results from empirical researches are inconsistent on whether corporate governance will do the organization good, it is evident that corporate governance is absolutely necessary for addressing the agency problem. What we need to do is constantly perfecting the corporate governance mechanisms to develop a comprehensive framework that fits into the modern organizations and economic market. Thus, rather than identifying the governance practices as blessings or curses arbitrarily, I’d like to think of it as mechanisms that are necessary for dealing with agency problems. with constantly attempts of organizations, communities, and governments, it can better benefit the relevant stakeholders in the future.
Robber Baron, Captains of Industry or Philanthropist?
The upper-class elites of the late 19th century were made of successful industrialists who generated their wealth as robber barons but pushed the evolvement of each industry as captains of industry. Nevertheless, there existed huge difference in the way that they collected and distributed their fortunes. Rather categorizing them into Robber Barons, Captains of Industry or generous philanthropist, I think there played different roles in different phases of their lives. Regarding amassing a fortune in the early phase, they acted like Robber Baron; when pushing the development and innovation of the industry in the middle phase, they acted like Captains of Industry; when giving back to the society at the late phase, they were generous philanthropists. Although there is some controversy over Rockefeller and Carnegie, their contribution to the organization, to the community and to the industry cannot be denied.
The merits of philanthropic activities 
Corporate philanthropic activities have a long history. Although there are no researches so far can provide accurate empirical evidence on the beneficial effect of the corporate philanthropic, increasing awareness of corporate social responsibility has persuaded organizations not to exclusively focus on profits and costs but also on the benefits of other stakeholders (Wang and Qian, 2011). However, researches prove that philanthropic activities can benefit organizations in multiple ways.
Brand reputation: being at the top of Carroll’s Pyramid, the organization can develop long-term competitive advantage and establishing a favourable brand image by incorporating the philanthropy efforts as part of their brand. Customers often favour organizations with a socially responsible image. They believe if the organization have additional capital to conduct philanthropic activities, it must have a sense of responsibility in other perspectives such as food safety, product quality, etc…(Szőcs et al., 2016). The philanthropic activities of Rockefeller and Carnegie had helped their organizations to develop a good reputation among customers world widely.
Tax exemption: although regulations vary from state to state, an organization usually receive tax exemption from philanthropic activities, such as cash donations or product donations. 
Community support: another merit that organizations can glean from philanthropic activities is the support from communities. Using the fortune amassed from the community to pay back to the same community in a different way can help organizations to win the support form the local community, such as the labor community, female community, etc.… The support forms the community, in turn, will result in local economic success (Gautier and Pache, 2013). Both Rockefeller and Carnegie had contributed a lot in the development of communities located all over the world by building hospitals, research centers or universities.
Customer loyalty: empirical studies indicates that customers show a relatively high level of loyalty to brands with philanthropical activities (Schlegelmilch and Szőcs, 2017). As customers are also one of the stakeholders, they have a preference for organizations that are socially responsible. If a company can get the top of the pyramid, it delivers a signal that they have excellent performance on realizing economic responsibility, legal responsibility, and ethical responsibility 
The Reflections on Oxfam’s scandals 
In 2018, The Times reported the scandals that the senior management team of Oxfam conducted sexual exploitation in the rescue after the 2010 Haiti earthquake. Soon after the coverage of The Times, several British charity organizations also acknowledged that there had been the occurrences of unethical events (The Guardian, 2018). The British government said that it would investigate the sexual misconduct and suspend the charity funding for Oxfam, and required Oxfam to conduct an internal audit and take some actions. British public believes that the frequent sexual misconduct scandals largely reflect the governance loopholes within charitable organizations. For this old case being exposed by the social after eight years. Oxfam at first tried to deny it and cover up for its employees by saying that they had already undertaken some remedies internally (BBC News, 2018). However, the reality was totally contrary to their expectations; more accusations of Oxfam about sexual misconducted emerged one by one. The UK is one of the counties where western charitable cultures originate. British people are often proud of the charity’s well-established framework in charitable organization management. The British Charity Commission, the direct manager of charities of Oxfam, is on behalf of the British governments to exercise censorship over private organizations (Third Sector, 2018). however, the commission’s slow response to the sexual scandal of Oxfam triggered criticism from the public. The commission is granted with the power to investigate any misconducting behaviors. Oxfam defended that internal investigation on wrongful acts was done and reported to the commission, which did not continue to dig into the event. After a string of improper conducts, Oxfam has stumbled into the public criticism and the unknown future. 
In order to save the reputation and preserve the donators, the first very thing that Oxfam needs to do now is to cooperate with the ongoing investigation before participating in any charitable activities. A special internal audit team is necessary to query all relevant employees. After that, Oxfam should take some remedies to correct their mistakes. However, the unethical behavior is just a short-term problem for Oxfam to worry about; it will have a long-term negative influence on regaining trust from the donators and the public. More transparent disclosure on the charitable funds is thus required by all relevant stakeholders. 
Conclusions 
Although there are no consistent definitions of corporate governance, it is absolutely important in assisting organizations in addressing the agency problem as possible, as well as to achieve their strategic goals. Philanthropic activities have been recognized an unnecessary expenditure that hurts the benefits of the shareholder, and thus corporate governance mechanisms need to curtail it. This essay discusses the philanthropic activities in the connect of corporate governance by shedding light on the two philanthropist- John D. Rockefeller and Andrew Carnegie. The philanthropist is at the top of Carroll’s pyramid, but for philanthropic activities really be beneficial for the society and the organization, more needs to be done in the future.
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