


Contents
Executive Summary	1
1. Introduction	2
1.1 John D. Rockefeller	2
1.2 Andrew Carnegie	3
1.3 Stakeholders of Rockefeller and Carnegie	3
1.4 Corporate Governance	4
2. Main Findings	4
2.1 Impact of Governance	4
2.2 Captains of Industry	5
2.3 Legality vs Ethics	6
2.4 Philanthropy	6
2.5 Effectiveness of modern-day Corporate Governance	8
2.5.1 Oxfam	8
3. Conclusion	10
4. References	11





[bookmark: _Toc7810718][bookmark: _GoBack]Executive Summary


This report provides an analysis and evaluation of Corporate Governance through examination of the Career of John D. Rockefeller and Andrew Carnagie. 

This analysis will consist of applying the principles of corporate governance and philanthropy to the actions of both Rockefeller and Carnegie and attempting to weight their relative social impact. This report will also look at modern day corporate governance and provide a review of the factors involved with the Oxfam Haitian scandal and how this could have been avoided.

The analysis shows that Rockefeller and Carnegie both demonstrated acts of philanthropy that are still in effect today through the foundations they created. They were also capable of being cutthroat and unethical through the management of their businesses, which negatively impacted some of their stakeholders. The report also shows there were many factors of poor governance that lead to the Oxfam incident, including poor internal reviews and accountability and there are large structural changes necessary to prevent similar events in future. 

In conclusion there have been many changes in the development of corporate governance since the gilded age of Rockefeller and Carnegie, and while governance is more prominently cast in public view, the execution is still lacking and improvements are required.
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Rockefeller was a Cleveland born entrepreneur, who was born in 1839 to a con artist father and whose formal business training consisted of a ten-week course in accountancy. Rockefeller progressed through early jobs such as assistant bookkeeper to establishing a produce commission business in 1859. Rockefeller entered the oil business with the formation of Standard Oil which subsequently become a trust, managing dozens of oil operations across America (O'Donnell, 2014).
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Carnegie who was born in Scotland in 1835 and moved to America with his family when he was 12 years old, working various entry-level jobs discovering the importance of initiative and self-taught education (Kaza, 2016).  At age 17, while performing duties as a personal secretary to railroad superintendent Thomas A. Scott, he started to be mentored by Scott who taught him budgeting, management, and investing in businesses, which he used to amass savings to start his own business  (Harvey, 2017). Carnegie enter the steel business founding Carnegie Steel Company which he eventually sold to J. P. Morgan for over $304 million (Kaza, 2016).
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Stakeholders are what are defined by Freeman (2010)  as those (either as individuals or groups) who are able to have an impact on the objectives of the organisation and are affected by its actions. For Rockefeller and Carnegie stakeholders would be as follows:

Government – Responsible for creating laws and regulations to oversee the running of companies, subject to manipulation by their influence
Customers – benefited from new products from technologic advances and reduction in prices
Employees – reliant on organisations for employment, affected by wage cuts
Suppliers – reliant on for business, at risk to being taken over or removed as part of vertical integration
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Corporate Governance can be described as the mechanisms, processes, and relations which control and operate corporations (Williamson-Noble & Haynes, 2003). Corporate Governance is expected to resolve potential conflicts where there is a separation of ownership and control between the board of directors or upper management and shareholders, where there may have a conflict of interest (Hong & San, 2016).
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The 19th century in the United States was a time of great change for its citizens, as it developed society was practically unrecognisable by the start of the 20th Century. Technological changes were enabling new types of business to emerge, and the establishment of a train network across the United States was enabling businesses to extend the range their supply could reach and therefore opened up new consumer markets. During this period, the train companies were competing to provide freight and by offering heavy discounts to high volume shippers, which Rockefeller was able to take advantage of (Segall, 2001).

Throughout the expansion of Standard Oil, Rockefeller practiced what is known as horizontal integration, which is the acquisition of companies that are at the same stage of the production process (Pettinger, 2014). Rockefeller used horizontal integration not only to expand the production of standard oil but also as an anti-competitive practice to remove competition from the market, in some cases even acquiring companies just to shut them down, making all staff unemployed and forcing them to sign contracts to stay out of business. Rockefeller continued to grow standard oil until the trust was responsible for 90% of the oil business in the United States which can be seen as a monopoly, he used both direct ownership and by control hidden and camouflaged means, both practices which contradict expectations of open honesty and fair competition of good Corporate Governance (Chernow, 2004). 

Carnegie was noted for practices that violated corporate governance in a few instances, firstly was his lowering of employee wages to save costs during difficult business periods. This approach to wages did not endear him to his employees who subsequently went on strike, in an attempt to break up these strikes Carnegie engaged the services of the Pinkertons to act as union breakers which led to the 1892: Homestead Strike violence. This incident resulted in several strikers and Pinkerton agents being killed and was a permanent mark on the reputation of Carnegie (DiLallo, 2015). 
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Despite some of their success being achieved through predatory business practices, there is little doubt that both Rockefeller and Carnegie were able to push their respective businesses forward through products and efficiency improvements. Kaza (2016) points out that one of Carnegie’s obsessions was cost minimisations, which sought maximise efficiencies in the production process and product quality, by introducing improvements such as the Bessemer process to produce steel at low cost and in high quantity. Another innovation that Carnegie adopted was the use of vertical integration, which involves owning all part of the production process from supply of raw materials, to transport, to production, to distribution. Adoption of these methods allowed for the lowering of the price of steel, which made it more affordable for more uses and propagated its use and benefited public infrastructure.  

Rockefeller also innovated during this period by introducing huge economies of scale that rapidly reduced the cost of production far below competitors. He also exploited the value of by-products generated by selling kerosene which was the principal oil business prior to automobiles, as well as lubricants, varnishes, fuel oil, petroleum jelly, natural gas, and scores of other petroleum products (Chernow, 2004).
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Although the actions of the noted “Robber Barons” have been frequently seen as unethical in modern times, their actions at the time were within the legal system of the day. The laissez-faire form of Capitalism at the time encouraged this kind of competition and it was these abuses that in turn informed the laws that would prevent them taking place again in the future, such as the 1890 Sherman Antitrust Act that would break up the Standard Oil trust in 1911 (DiLallo, 2015). 
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Philanthropy derives from Greek words "philos" meaning loving and "anthropos" meaning humankind, and whose purpose can be described as “to improve the wellbeing of humankind by preventing and solving social problems” (Zimmer, 2019). Philanthropy, as opposed to charity which aims to give present relief to people in need, is a strategic long-term investment to create tools or institutions to combat the root issues and create long lasting systematic change (Moye, 2018).  
Carnegie, who had spent his entire career amassing as large a fortune as he could, developed a desire to use this funding for charitable purposes and at age 65 when he sold his company to J. P. Morgan for $480 million, he proceeded to spend the remainder of his life by giving away 90% of his wealth to charitable causes (Carnegie.org, 2019). Along with Rockefeller they both gave away and created institutions to carry on doing so after they had passed, creating universities, public libraries, churches, institutes for scientific research.  

Carnegie expressed his philosophy in “the Gospel of Wealth” that to deal with the increasing divide between the rich and poor, the wealthy person should utilise their funds on behalf of working people, however it can be argued that this is ignoring the real issue of systematic inequality and that would be more prudent to deal with the root cause of this inequality.   

Porter & Kramer (2002) Argue that strategically, corporate philanthropy as it is currently practiced is ineffective, in the way it has been used in recent times, which is to say as a public relations or a marketing tool. They point out that due to the unfocused and haphazard nature of how the money is allocated to social causes, they can be ineffective as philanthropic acts and fail to raise awareness of the company’s image or brands as intended. They instead suggest using a focused philanthropic approach when the charitable interests are aligned with the company, so the social issue they seek to address is one that would affect the company (such as IT companies investing in IT education).

Despite the potential positive aspects of industry Philanthropy (Barkan, 2013) cautions that the mega foundations formed from these forms of philanthropy exist currently as wealth-created power operating in the public sector which have few democratic controls or civic obligations, and are able to exert political influence by donations which while limited, but ineffectively so. Hay & Muller  (2014) suggest that an increased reliance on corporate philanthropy could replace public sector spending on necessary social infrastructure and as form of funding which is reliant on the maintaining interest from the foundation. They also point out that philanthropist tend to give to causes that they are themselves are close to, meaning that resources are allocated in an uneven distribution. 

Rhodes & Bloom (2018) point out that many of these Philanthropic activities are aimed to counteract results that the businesses that generated their wealth were responsible for causing, and that corporations are able to use cost effective charitable donations to repair brand damage from exploitative labour practices or corporate malpractice which are can be cheaper than actually addressing these aspects of their business.
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Hodge (2017, p. 222) states that the expected purpose of Corporate Governance has changed over time from merely being a control mechanism for businesses and their public accountability 25 years ago, to “help build an environment of trust, transparency and accountability necessary for fostering long-term investment, financial stability and business integrity, thereby supporting stronger growth and more inclusive societies”. This suggests a more ambitious undertaking of using corporate governance as a force of social good.  
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A recent example of corporate governance failing to these meet its stated objectives is the scandal that was seen from the UK charity Oxfam. This scandal revolved around the 2010 Haitian disaster as the country was hit by magnitude 7.0 earthquake, which took the lives of over 300,000 people, displaced hundreds of thousands more survivors, and left the countries infrastructure in ruins. The scandal involved multiple high ranking members of Oxfam taking advantage sexually of vulnerable Haitian survivors (Pallardy, 2019). The fallout from the Haitian scandal resulted in more than a blow to the reputation of Oxfam, and has resulted in a loss of over 1,000 regular donators, including over £30 Million from the department for International Development, which has resulted in the company letting go of 100 of its employees (Khan, 2018). The incident is also expected to have a general chilling effect on public giving to charities in general with 52% of current donators saying they would be less likely to give in future due to a lack of faith in large scale charity organisations (Elgot & McVeigh, 2018). 

Khan (2018) points out that the Oxfam scandal demonstrates that this behaviour coming from a charity such as Oxfam indicates that the issue goes beyond specific acts of sexual exploitation or removing individuals unfit to work in international development, but shows the need for systems of accountability and governance that would be able to surface inappropriate actions as those on display in this instances. They further state that without effective structures of monitoring, evaluation, and accountability, other impacts beyond sexual misconduct such as corruption and unintended consequences of implemented programs can be concealed. 

This was further demonstrated by the Listening To People - Rebuilding Trust Interim Report January (2019) which showed that not only had Oxfam failed address issues with sexual misconduct since but has allowed systemic bulling to go unchecked. The report also highlighted issues with the confidentiality of the internal investigation process, and that individuals felt pushed out from the organisation for reporting incidents. 

From the Oxfam scandal it’s possible to see that despite their promotion of good corporate governance there was insufficient systems in place to prevent the scandal. Measures to prevent such occurrences could include:

Public accountability – admission of internal malfeasances, fully investigating incidents even if the employee in question resigns. This would allow awareness of wrongdoings which creates pressure for change and prevents the individuals involved to go to another organisation and repeat the same practices

Culture of intolerance of abuse – while organisation in general profess this notion, this is best exemplified by visible action rather than removing problematic individuals quietly to retain organisation image, which is encourages greater impact long term 

Better internal inspection process – including ensuing the confidentiality of individuals affected, and that effective action is taken from the reporting incidents 
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At various points in their careers John D Rockefeller and Andrew Carnegie have been called Robber Barons, Captains of Industry, or Philanthropists, and normally this is representative of how the author feels about their actions or is able to weigh the morality of the sum of their social contributions and transgressions. There are however a few unilateral statements that can be made about the actions of Rockefeller and Carnagie, firstly they both committed huge philanthropic acts which contributed large amounts to social needs, secondly they both excelled and dominated their respective fields, also making significant progress in technology and processes, and thirdly they both carried out their enterprises in a manner that would be considered unacceptable and unethical today, or even towards the end of their careers. In this sense both men show massive contrast between their positive and negative contributions which makes providing an absolute evaluation of their characters difficult, so it may be more accurate to observe how these terms represent the different sides of their character and actions.
Corporate governance and corporate philanthropy are still problematic in the present day, but are more important than ever and more than ever visibly receiving accountability, even if retrospectively through scandal and outrage. When assessing whether Rockefeller and Carnegie’s chartable acts justify their deeds, the question begs, not do they balance out, but could the positives be achieved without abuses of power towards the people that helped them generate their wealth to which the answer is an absolute must. 
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