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MORAL GOVERNANCE AND STAKEHOLDER MANAGEMENT: ARE
POLITICIANS TOO POWERFUL!

Paolo Di Betta*, Carlo Amenta**

Abstract

We investigate upon the influences on the Board exerted by politicians concerning strategic
management and corporate governance, an invasive activity which we characterize as moral

governance. We present a list of actions throug

h which politicians and other outside parties who

intervene in the political arena show power in influencing corporate policies. We analyze three Italian
clinical cases some of which can be considered reluctant forms of privatization. At crossroads between
corporate governance and stakcholder management, our model could be used as a guideline and
checklist for insiders to interact with politicians, for cross-country comparisons of business
environment, and for assessing transparency of companies in developed and developing countries.
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et me nol to the marriage of true minds
Admit impedimenty
W Shakespeare. Sonnets. CXVL

31 Neither we nor our bailiffs shall take. for owr castles or for wny other work of onrs woodswhich is not ours,

against the will of the owner of that wood

38 No bailiff for the future shall. upon his own unsupported complaint, put anyone (o his "law”, without credible

1. Introduction

The impact of politicians” behavior in corporate
governance is an interesting topic at crossroads
between corporate finance, strategic management, and
development economics. Historically. politicians have
played an important and outspoken role in directly
influencing business strategies of firms, both in

developed and developing countries. The wave of

privatizations that has characterized past twenty years
in many countries has shown a gencralized retreat
from direct political intervention in the business
world. Recently. news has spread all over the world
that hint at an uphcaval in political influences in
managing firms. especially in utilities and natural
resources. even as a new tool in international affairs
We suspect this is just another evidence that the
privatization motives were not aimed at a sincere re-
organization of those firms, towards efficiency and
transparency, but merely caused by the need to reduce
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public debt. We share with others (Bortolotti and
Faccio. 2004) perplexity on  these forms of
privatization, that now appear. “reluctant™.

In non-socialist economics the lesser extent of
direct political intromission has paralleled an
increasing interest in the role of politicians  as
stakeholders belong to the business environment, not
only as a source of corruption (e.g. Shleifer and
Vishny 1994). Politicians have expectations on the
firm and legitimate forms of interest, often their role
is not transparent, yet very incisive. In Italy general
public. too. has expectations on the firm, considered
social institutions with  responsibilities  to - the
community, a concern that increases when we deal
with  privatized  public  utilities  such as
telecommunications and highways whose assets are
infrastructures  built using tax revenues. In these
situations stakeholder engagement and involvement is
atreads  high. especially with the politicians.  In
passing we also show that the business environment
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and corporate culture is such that even in the retail
industry politicians can locally influence competitive
strategies.

Our specific interest is on the effects of political
power in corporate governance. an arca that has
drawn the attention of many scholars. Roe (1994,
2003) has investigated the heritage cffect of political
and economic history on corporate culture and in
shaping the separation of ownership and control.
Shleifer and Vishny (1997; 774) close their survey on
corporate governance, by asking a crucial question:
“what are the political dynamics of  corporate
governance? Do political and economic forces move
corporate governance toward greater efficiency or,

alternatively, do powerful interest  groups [...]
preserve inefficient governance  systems?  How

effective is the political and economic marketplace in
delivering efficient governance?”

Our research question moves from their remark.
We wonder if political forces move corporate
governance towards greater efficiency. We investigate
influences by politicians (and other outside parties) on
corporate  governance and on other strategic

management tasks belonging to the Board as part of

their exclusive mandate. and if they can have effect on
ownership structure of those firms,

What we notice is that we cannot consider
politicians as policy-makers and independent rule-
setters. but as actors in the corporate governance
game. and in the end their presence contributes to
delivering less transparent corporate governance. We
characterize this active role on the firm as an
idiosyncratic form of corporate governance and call it
moral governance. We show that politicians can have
such a far rcaching influence as to condition
ownership structure of firms. thus revealing, for the
cases we analyze, ineffective rule of law,

We present an interpretative model with two
dimensions of analysis: moral governance and firm
independence. Moral governance is scen as a further
step in understanding corporate governance. which
also influences stakeholder management. The model
can be uscful for strategic management to outline the
strategy to be applied by insiders. and its outcomes for
the firm. We used three [talian cases to illustrate the

model, and we considered some qualitative aspects of

these variables. If measures on these dimensions were
further developed. the predicitive power could be
tested. We  based our research on news  from
secondary sources, mostly. newspapers with national
diffusion.

Section 2 provides a definition of moral
governance as based on power, and shows how
politictans influence corporate governance through

moral  governance. Section 3 illustrates  our
politicians-as-stakeholder influence model. using

moral governance and firm independence  as
dimensions. Section 4 closes the paper with some
final remarks.
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2. Politicians and corporate governance: a
definition of moral governance based on
power

In a very broad sense. corporate governance concerns
the exercise of power over corporate entities. [1] We
introduce a  specific denotation  of  corporate
governance atong these lines. moral governance. that
could help in characterizing the relationship between
politicians and the firm and which can be interpreted
as specific form of excercise of political power in a
corporate  context.  In a  business environment
expectations matter, and the perspective of having
unforeseen actors in the scene is important when
considering investing in a firm.

We define "moral governance™ as the mixture of

joint (1) verbal moral suation and decisions by

politicians and associated activists, (2) legislative,

A

judiciary and regulatory acts, (3) actions by other

intermediaries in the stakeholder arena. according to
which politicians directly influence firm’s strategy (at
corporate and divisional business level), and even
cause changes in the ownership structure of the firm
and its benefictal owners. Consequently. politicians
exert corporate governance  from outside of  the
company and behave as forces in the market for
corporate control.{2]

Moral governance often arises in occasions of a
major reorganization, a spin-oft or break-up. merger
and acquisition deals. alliance formation. It is seldom
detected. because in oral form and informal way. at its
best it is transmitted by networking schemes that cut
through Board and other organisms and mechanisms
of corporate governance.

As hinted at. a constitutive element of moral
governance is power. which is a very much debated
object of analysis, not only in resource dependence
theory of organizations, in business economics. in
stakeholder theory. but also in political studies and
sociology. A definition of power is in order, and we
use Bowles's (2004: 344-5). He suggests  four
characteristics that must be present in any plausible
representation of  power: it is interpersonal: its
exercise involves threat and the use of sanctions: it is
normatively indeterminate: it 1s sustainable as a Nash
cequilibrium. ]3] In our case. power is exercised by
politicians and contrasted by firms. For politicians to
have power over firms it is sufficient that, by
imposing or threatening to impose sanctions on firms.
politicians are capable of atfecting firm’s actions in
ways that advance politicians™ nterests, while the tirm
facks a counter-balancing capacity of this sort with
respect o politicians. We imagine that politicians
sustain zero costs to harm. whereas the firm has
positive costs when forced to comply to what
politicians ask.

The power to harm flows from politicians in
many ways. Mostly, they recur to political ties (for
example through unions who can organize a strike) or
to social networking (for example. with journalists.
either informally, by casually dropping off-the-
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records comments or hints, or formally, by releasing
interviews). They rely on a shared cultural milicu and
background: by appealing to political ideology they
set up a common front against a shared “political
enemy’. Moreover, we think politicians and activists
in Italy suffer from a kind of cognitive bias, because
in their minds “anything is politics™. This sentence is
constitutive of a cultural milieu that crosses party
barriers among Italian politicians and constituencies.
so much that the invasive and pervasive role by
politicians is seldom considered inappropriate.

In our model. then, identity overlap bctween
stakeholders as intermediaries has a role different
from Rowley and Moldoveanu (2003). because in our
case it can act as a reinforcing mechanism between
actors, since the role of the organizations and
individuals involved is well defined and there is no
need to define boundaries. Some of these stakeholders
can undergo a better definition of their role, especially
if they are newcomers in the institutional scenario.
This could be the case for regulatory agencies. which
were introduced in Italy in the nineties in the
privatization period. and for the independent non-
executive member of the Board, a role which was
introduced less than ten years ago. Our perspective is
coherent with the life-cycle hypothesis of stakcholder
development in Friedman and Miles (2002) as tied to
social structures and cultural systems.

Three case studies will be our workhorses to
show the pressure put forward by Italian politicians on
firms: Autostrade, Telecom, Coop ltalia.

In April 2006 the ltalian fwtostrade s.p.a and
the Spanish fhertis, both in the highways industry,
have  jointly  announced a  merger-of-cquals
(consolidation). Abertis is listed in Madrid and is a
sharcholder in Schema28. Autostrade is listed in
Milan owns a company Auwtostrade per | 'ltalia which
directly manages the business.

Another case of interest is represented by
Telecom ltalia s.p.a., the former state monopolist for
local and international calls. now a listed company in
Milan and New York. Tt interests us because a re-
organization was launched. and a quest to tind new
shareholders and industrial partners in the controlling
coalition.

The Coop ltulia case is derived from Caprotti
(2007), a book of memories by the founder of
Esselunga s.p.a., in which he reports tit-for-tat
strategies between harsh competitors in local retail
markets.

Autostrade and Telecom have some similarities:
former state-owned enterprises (SOEs). they were
privatized to reduce public debt, and nowadays have a
dominant. or controlling shareholder: Benetton Group
is dominant in Autostrade and Pirelli Group controls
Telecom Italia. Both firms  supply utilitics. the
industry is regulated and has a social relevance to the
general public. both have close ties and formal
relationships with politicians and burcaucrats. mostly
due to a long term public grant and a patent licence in
each case. Autostrade has undergone a privatization
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process in two steps (Barucei and Pierobon 2007): in
December 1999 a 57.6% stake was sold to the public
(without a golden share) and in March 2000 a 30%
stake was sold to Schema28 (a company of the
Benetton Group). Telecom privatization started in
September 1992 with a noyean dur composed of
several ltalian outstanding groups and ended in
December 2002 (Barucci and Pierobon 2007).
Afterwards. a successful takeover by a group of
investors established controlling shareholders. This
group later sold their stake to Pirelli Group.

Power by politicians can be detected in several
ways: at national and at local levels: directly and
indirectly through a network of intermediarics. We
distinguish (1) direct political power. based on the law
and exercised directly by politicians: (2) indirect
political power. exercised indirectly  through other
institutions (judiciary. regulators): (3) informal power,
when it relies on other intermediaries (media. unions,
advocates). By politicians we mean (1) both the
exceutive and the lTegislative branches. at the national
fevel, because they are very often mingled in ltaly:
and (2) the local politician. In the end. the extent to
which judiciary can be considered indirect political
power hinges on the separation of constitutional
powers and on how well check and balances work in
the democracy.

The impact of politicians in firm’s strategies is a
matter of extent. since it is trivial that they can play
many roles. Usually, politicians represent the interests
of citizens and other traditional stakeholders such as
employees, suppliers, consumers, and so on, and in
this capacity they act as policymakers. We show that
occasions can arise in which their role is more direct,
and they become intermediaries. so that they seem to
be moved to preserve vested interests of their political
constituencies than general interest. We are interested
in direct intervention on the strategies of a single firm,
which can appear in various features (e.g.. alliances,
market access). and in the ownership structure, by
which we mean the influencing the choice of the
people belonging to the controlling  coalition  of
sharcholders.

In order to detect direct political power we have
to start from [ltalian administrative law. a specific
branch of the legislation which rules any relationship
involving a public entity whatsoever (e.g., the
Ministry, a Municipality) and any other private
organization or individual. Interests between these
parties are vested in idiosincratic contractual forms
under the acgis of administrative law.

The underlying contractual forms differ in the
Autostrade and Telecom cases.

Telecom Italia received a patent license. in
which case the public authority has weaker power.
Patent license is an authorizing discretionary act by
the public authority that removes a legal constraint to
an activity or business, which a private subject has a
right to conduct. These limitations are imposed by the
public authority in order to guarantee the public
interest. Oncee the public authority recognizes that the
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private has got the requisites to exercise the activity or
business. it is obliged to give a patent licence and
maintain a “watchdog™ power in the relationship.
Politicians can threat to change its terms and
conditions, to open legal disputes concerning the
contractual obligations (usually along with the
regulatory hearings schedule).

Autostrade is supposed to run the business
according to a public grant. In the case of public grant
the authority has full discretionary power, whereas the
private party has only a “legitimate interest” in doing
that business or activity. an interest which derives
from its requisites but which can be considered an
attenuated form of right. The public subject grants a
right to the private organization or individual, who
could not have claimed it before. In the case of public
services. apart from the public grant, a contract
between the parties (public and private) is signed in
order to regulate the relationship (Caringella 2006).
However, in the Autostrade case, whether this is
really a grant has been questioned, because
Autostrade has sustained in court that it runs the
business under a private contract (see Scarpa 2007,
for a synthetic review on the suits involving
Autostrade).

Politicians also use their legal powers to signal
dissatisfaction with the ongoing events in an industry.
In cases of re-organization the scene opens up to the
possibility of politicians to intervene with acts and
comments which resemble that kind of unverifiable
information which cannot be used in courts. They cast
their shadows over firms by instrumentally churning
on not-so-clear laws and regulations to put pressure
on Board members and managers.[4] We suggest to
scrutinize declarations by politicians, proposals for
bills. faws. regulations as unverifiable information in
courts when concerning on-going re-organizations by
firms. An important act to signal dissatisfaction is
presenting at Parliament a Proposal of Bills to change
legislation in that area. The parlamentary procedure is
often erratic: these proposals can remain pending in
Parliament for months, or a fast-track can move them
up in political agenda. or can be withdrawn and suffer
a sudden death. In many cases the Proposal is
blatantly in contradiction with the Constitution (or
other extant national and European Union laws). vet
unquestionablc. because it has not been passed and no
occasion has arisen vet to put its legitimacy under
legal scrutiny.

Politicians also rely on other formal and special
powers accorded by law. as in cases of golden shares,
or other forms of dircct or indirect ownership.
Sometimes. in industries such as telecommunications,

defence. bank. insurance, the Minister of Economy of

a country can oppose to a specific sharcholders who
already owns at least 3% of the shares. to improve
their stake. The Ministry has a motivated veto power,
by appealing to “vital interests of the State™ in
occasions when it is the special sharcholders
meetings to decide (mergers. spin-offs, liquidations,
and so on). Article 22 in Telecom Italia’s company

4
NTERPRESS
VIRTUS

judiciary  and

charter is along these lines. Moreover, politicians
might influence boards if they have appointed
members to those posts, or because they have political
ties with these members. or due to social network.
Needless to say. the independence of the firm from
politicians is reduced when politicians and board
members have shared many experiences together: at
school. at university, at taking part to political
activities ina party and so on; friendship and
acquaintance are constitutive parts of networking.

Indirect political power is exercised through
regulators. These  institutions  rule
according the law, which can make them very
independent. Their independence is also function of
the charisma of the people in command. who might
refuse to support politicians™ efforts and actions to
influence firms.

Judiciary power, at different circuits (either
under civil or criminal law), intervenes by opening
files to persecute. Such files might even have a
generic heading such as “unknown perpetrator” and

“unknown crime”.  During the  Telecom  re-
organization, many top-echelon managers ere

investigated with accusations  of e¢spionage  and
conversation bugging. An interesting role for courts as
a pre-emptive counterbalancing power appeared in the
Autostrade-Abertis  case. The  Minister  for
Infrastructures asked the highest administrative court
in ltaly (Consiglio di Staro) 1o act in its advisory
capacity to the Cabinet. To let the reader appraise the
relevance, the Court which is asked to intervene as a
mere advisor is the very ultimate court of appeal for
all the contrasts between private parties and the public
administration: in a sense this advice gives a glimpse
on a possible sentence. On top of it. the Minister acted
as a plaintiff in administrative court.

Regulators intervene in this arena in several
ways. Politicians influence a SOE through ministry
burcaucracy. and the privatization process should
reduce this dependence. In Italy industry regulatory
agencies (In telecommunication. in energy) were born
along with the privatization process, also in order to
counterbalance state golden shares. Cutting the ties
between ex-SOL and politicians depends on the extent
of regulation and the scparation of ministry and
regulator  burcaucrats.  In ltaly  many  regulator
burcaucrats are former ministry burcaucrats,

Telecom has an industry regulator. Autostrade
has not. Autostrade is under a “hybrid™ form of
regulation: absent a  regulatory  agency.  many
capacities are  still owned by the Ministry  for
Infrastructures and Transports. The central figure is
ANAS wopoaa corporation and a regulator at the same
time. Founded in 1928, since the end of the second
world war its mission has been to rebuilt Ttalian roads
and highways, under the legal vest of “economic
public entity™ and starting from 2003 as a corporation.
It dircctly manages roads (about 20000 kilometers)
and highways (more than 1200 kilometers) and retains
some duties typical of a regulatory agency (as
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delegated by laws, by the Cabinet and by the Ministry
for Infrastructures and Transports).

Regulators  can intervenc informally. by
releasing interviews on the newspapers. proposing
and suggesting necessary changes in the law and
regulation at auditions in Parliament. in their capacity
as experts, thus fostering the politicians to act in that
direction. They can put more pressure on specific
firms by accusing them of not respecting the
regulation (as far as tariffs or investments are
concerned), by making comments on assets
divestiture and the bottleneck infrastructure. More
formally, they can propose to the Parliament changes
in the regulatory regime (tariffs, investments, and so
on). They can intervene dircctly, by opening
investigations on the firm. infringement procedures.
or by launching a consultation on proposed changes to
interested parties concerning ownership of and access
to the infrastructure. In the Telecom case. a
consultation by the industry regulator was launched
concerning the last-mile bottleneck. While talks by
perspective partners in Autostrade were going on,
complications arose because of changes in  the
regulatory regime adopted by law, a review of the
whole regulation was sct up to influence talks
between Autostrade and Abertis. It was cven
established that the Ministry could sanction the firm
by imposing the termination of the grant, and by
transferring it to ANAS. In a controversial article in a
Proposal of Bill (which has not passed), ANAS was
allowed to make changes to the public grant which, if
refused by Autostrade, would cause the withdrawal of
the grant, and its transferral to ANAS (see Scarpa
2007: 88).

Regulation in an Europe is interesting because
there is a court outside cach country, represented by
(1} the European Commission (e.g.. Commissioners
for Competition. for Internal markets). and (2) the
European Court of Justice: cach representing a threat
tor the non-compliant State. In both Telecom and
Autostrade cases the risk of infringement by the
European Commission can be a deterrent, since the
fine the State has to pay can be very high
Unfortunately, these institutions represent a threat
only when the rules are clear-cut. when politicians
care about public funds, while it is not from a political
point of view when citizens do not care or are
unaware of the costs of political malfeasance.
Moreover, reaction times by European bodies are too
slow to be effective.

Political power moves informally on other
fronts. with the indirect, independent help of different
actors, cach on its own legal capacity. By “other
actors™ we mean: media. unions, consumer advocates.
At occasions they show apparent comovement and
mobilization.  The  literature  on  stakeholder
management  has extensively  dealt  with
intermediaries. sce Frooman (1999), Rowley (1997,
2000). Rowley and Moldoveanu (2003). and
Friedman and Miles (2006: ch. 8) for an overview. To
highlight  dissatisfaction  on  ongoing  cvents,

these
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politicians show concerns by making comments.
declarations. and of course they can have informal
conversations with involved partics. When politicians
make comments. media follow suit and amplify the
impact of those comments, and interview politicians,
The role of (mass) media in stakcholder management
has been stressed by Friedman and Miles (2006: ch.
8). especially as an intermediary. In our cases we do
not consider the role of media in stakeholder
mismanagement. At a cursory glance we did not
detect any such activity, especially from free-to-air
television channel La7 in the Telecom group, whose
news coverage seemed in line with average media
coverage in their peers.

Unions add their voice along the same lines. on
those  very  themes.  mostly by blaming  the
incompetent entrepreneur and the management who
endanger jobs and employees. Usually, unions solicit
politicians to take care of the developments and call
for a more active supervision by politicians, and
sustain and hope for a change in ownership to keep
the company alive.

Consumer  advocates  foresee  unjustified
increases in tarifts, their concerns underline lack of
product quality. declines in investments. They often
fall in self-contradiction, when they express a desire
to increased investments and quality of the service.

Whether moral governance is high or low
depends on whether the politicians have an active role
at the center of the network, or instcad are
intermediaries themselves. The distinction parallels
the relevance of the politician and whether the impact
of the decision is at local or national level. At local
level the politician can be “captured™ by the firm and
in a sensc have a more limited role as intermediary,
rather than the originator and main character inside
the network.

We use the Coop Italia case to illustrate

Moral governance s stll present even if to a
lesser extent when  politictans™  influence can be
indirectly  detected by looking at the effects on
competitive strategies The case of Coop fralia and and
Lsselunga s.p.a. will itlustrate our idea. In the Italian
retail industry the most important player is a
cooperative network (societd cooperativa) organized
in a pyramidal structure with nine regional sub-
cooperatives (local Coops) and a central league-like
organization (Legacoop). informally called Coop
Italia. Esselunga is a major competitor.[S]

In several occasions Coop lalia demonstrated
privileged relationship with local authorities and left
party. which resulted in forms of competitive
advantage by Coop in the race for authorizations to
open new stores. Considering that in retail industry
the advantage of first mover is really  important
because only few stores are allowed in a geographical
zone. this forced Esselunga out of certain arcas in
several Ttalian regions, where, according to Caprotti
(2007) local authority is historically governed by the
left party. and the supremacy of Coop ltalia is quite
impressive in several counties in those regions (see
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Alvi, 2007 31). The privileged relationship often
includes: (1) a revolving-doors system between left
wing political party, local authority council and local
Coop board; (2) linkages with (politicized) unions that
could organize strikes at competitors’ stores; (3)
proposals of new legislation that favours Coop, whose
content is alrecady known by Coop. which has an
advantage in organizing new services or new
products: (4) blocking Esselunga to open new stores
(in one case a site was deemed of archeological
interest when Essclunga was opening, whereas in the
same site Coop opened its own store later on. after
Esselunga was blocked). Morcover. politicians
comments on media about the positive role of
cooperative firm. These examples are useful to show
that a political party can form critical mass to
coagulate actions by politicians and itself serve as an
intermediary.

Moral governance is exercised informally and
can be detected by looking at its consequences.
Stakeholder intervention and degree of enforcement
(Friedman and Miles 2006: 142-143) are in fact
important indices of the level of moral governance.

The result is that strategic management is steered
from the hands of the Board and from general
shareholder’s meetings. and corporate governance is
cndangered. Politicians do not have a duty of lovalty
or a duty of carc towards the sharcholders of the firm.
but have a generic political mandate from the
Country. As a result. anything that is made in its
highest interest — whatever that is can be used for
their purposes. as a matter of fact the definition of the
boundaries concerning the highest interest of the
Country is in their hands. They often appeal to that
principle. The mostly often cited interest is to defend
“nationality”™ of firms. even in metaphysical terms.
Keeping a firm ltalian is to maintain their “ltalian
essence”, as a consequence they want “to protect
firm’s real assets as part of the Italian heritage™.[6]

Politicians  become  virtual partners  with a
“random™ appearance and reduce property rights. to
the extreme consequences that they can influence
ownership of firms. The effect is that politicians show
up as “latent” stakecholders holding quasi-voting rights
as shareholders in proxy resolutions.

In the Autostrade and Telecom cases we have
witnessed a massive involvement of the Italian
Cabincet (the Prime Minister and some Ministers of the
Cabinet). with prominent politicians as the chorus. to
condition the conduct of business by those firms. the
re-organization and merger and acquisition activities
they were involved in. the change in dominant
sharcholders and ownership structure  controtling
them. In the end, in the Autostrade case. Abertis and
Autostrade renounced to the merger and Abertis
decide to disinvest. In the case of Telecom. the
controlling sharcholder, Pirelli. decided to sell the
share to a new coalition formed under the auspices of
the politicians.

The effects on Esselunga were mainly in its
competitive strategy, indirectly. As far as its
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ownership  structure.  Caprotti (2007) reports  a
declaration in which the Prime Minister wishes that
Esselunga could be acquired by Coop, and an offer
made by Unipol, an insurer company connected 1o
Coop, to buy Esselunga. These attempts were
sustained also by declarations according to which
Esselunga must remain ltalian.

In Pancls A, B, C. D, we present a sketchy
summary of powers exerted by those actors, for the
three cases. It is a list of actions which attracted our
interest as unusual. We also report characterizations
of influence strategies that will be explained in the
next section.

(Insert Panels A, B, C; D about here)

3. Politicians influence strategies: a model
of moral governance and firm
independence

In this section we propose a model to analyze the
relationship  between firm and politicians as if
prominent stakeholder, from the perspective of
corporate  governance. We do  not distinguish
burcaucrats and politicians and we consider the
former as acting in the interests of the latter. which
are the main actors in our model. Politicians.
burcaucrats  and the State are  considered as
stakeholders in any firm. due to their influence in law
and regulation. Once moral governance enters the
scene. the politician,  at national or local  Jevel
becomes an actor in the strategic management of
firms. We use coneepts and tools of the stakeholder
approach to analyze the relationship between the firm
and what we consider a very special and influental
stakcholder, whose activities, in some industries and
in certain circumstances, could affect entirely the life
of the company.[7] Consequently. our model is built
upon the stakeholder approach (Freeman 1984), with
specific  reference  to management  perspective
championed by Frooman (1999) and enlarged by
Friedman and Miles (2006: ch. 7), to present a theory
of stakcholder influence strategies in order to
understand what kind of reaction strategies the firm
could apply to deal with political influences and
politicians™ power. As an additional feawure. our
model is magnified through the lenses of moral
governance and focuses on a specific stakeholder. the
politician. In this sense it differs from Savage ef ol
(1991) who analyze the relationships with all of the
stakeholders, according to two different variables:
risk'menace for the firm and cooperation by the firm.
When compared with Frooman and Murrell (2005: 4-
5). who distinguish a demographic and a structural
approach to stakeholder analysis, our model uses both
of them: from the demographic perspective. we ex-
ante fix stakeholder and organization features in order
to analyze their relationships. and from the structural
side we measure the degree of politicians” power and
possible reactions by the firm.
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When moral governance bites. we define the
politician an “essential stakeholder™ and we think the
stakeholder approach analysis could become useful
also in a context of sharcholder value maximization.
due to the influences these stakeholders have on the
firm. Sometimes the essential stakcholder is also a
shareholder, or a former onc. as in the case of
Telecom, where the State has a minority stake. If this
is the case. some special powers are still retained by
politicians, especially in  sharcholders”  meeting
concerning re-organizations.

The two variables constituting our model are:
moral governance. which depends on the degree of
power politicians can exert on the firm to affect
strategic decisions, and firm independence, which
measures the degree of defensive power the firm can
oppose to politicians and other intermediaries. Moral
governance and firm independence can be specified
according to two indices aggregating different
variables in order to obtain a svnthetic score for cach.
reported in Tables I and 2.[8] The sign in the last
column indicates the relationship with the final score:
“+7 means a direct positive relation, "= a negative
one. ", +™ an uncertain outcome that depends on the
situation.

(Table 1 about here)
(Table 2 about here)

The variables that constitute moral governance
are presented in Table 1. The more board members
are connected to politicians the more the firm could
be considered influenceable by politicians and subject
to moral governance. Faccio (2006), Faccio and
Parsley (2006) offer interesting and comprehensive
view on politically connected firms. Moral
governance includes dimensions that show more or
less open influence of politicians. For example, the
presence of “golden share™ and “shares possession™
give politicians direct force of intervention. so both
have a positive sign to show that they affect the final
aggregate score in direct proportion. In ltaly boards
are characterized by non-executive directors, usually
representatives  of  controlling or  dominant
shareholders. Listed firms have increased the presence
of independent directors, elected for their expertise
and also to represent minorities. The number of
independent  members of the board is usually
considered a good remedy to corporate governance
problems. On the contrary, we sustain a position
against this accepted wisdom. It might be the case that
board members deemed independent from the
controlling  sharcholders are instead politically
connected, so they can improve dependence from
outside becausc not immune from political power.
Managerial reputation and charisma of the Chief
executive officer (CEQ) and President of Board could
counter-balance political attempts to influence the
firm strategy. The presence of interlocking directors
can open up influences from politicians through a
close and restricted group of people. Similar forms of
external social capital can have uncertain outcome on
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the degree of moral governance. even though, most of
the times. we predict an increase.

The variables that constitute firm independence
are listed in Table 2. In our model firm independence
has a larger role that in Frooman (1999), where it is
measured case by case for ecach stakcholder. In our
environment stakeholder engagement with politicians
is already at work. Correspondingly. the use of direct
or indirect influencing  strategies  through
intermediaries hits firm independence as a whole.
rather than in a one-to-one relationship between the
firm and each individual group of stakeholders. as in
Frooman’s model.

We consider several aspects to influence firm
independence. If the firm is listed. the regulation to

which it is  submitted should improve firm
independence. An highly indebted firm is less

independent to political influences (especially if the
financial and banking industry is influenced. too).
High market share and dimension reauce political
impact because the firm could be a market champion.
Forcigner investor’s intervention (or, if the firm is
multinational) should reduce national influence. The
pyramidal  structure  worsens  firm  independence
because it could be open to influences at different
levels along the chain of control and has to deal with a
larger number of stakeholders. Other variables are
part of the business environment, such as corruption,
quality  of  legal  environment.  burcaucracy,
government intervention in the economy. these
variables are taken from Faccio (2006). A national or
supranational agency can guarantee independent
cvaluation and act as if a court. but the impact is
uncertain. Undelying  philosophy and the original
motive for privatization is important to distinguish
privatizations with a strong motivation from reluctant
privatizations in which politicians go on in their quest
for influence.

Influence strategies are based upon withholding
(W), usage (L), voice (V) and damage (D) strategies.
Sometimes actions can be read as part of a couple of
these strategies. so we mention both (see Pancls A to
D) As in Frooman (1999: 196-7). withholding
strategies are  those in which  the  stakcholder
discontinues providing the firm with a resource, and
usage strategies are those in which the stakeholder
continues to provide resources with strings attached,
by specifying some conditions. An example can
clarify the distinction as we see it. In the Telecom
case. the Prime Minister’'s Counsellor to Economic
Aftairs. Mr Rovati. prepared a plan to split Telecom's
bottleneck  (sece Panel B). He proposed two
alternatives: (1) divisionalization, according to which
a division in Telecom would receive the last-mile
fiber as the sole asset. to guarantee equal access; (2)
spin-off, according to which the fiber would be the
sole asset of a new company to be listed. From
politicians” perspective, hypothesis (1) is an example
of usage strategy. according to which the politicians
continue to provide the asset to the firm under certain
conditions. whereas hypothesis (2) is an example of

.
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withholding strategy. according to which they receive
back their asset.|9]

We derive voice strategies from Friedman and
Miles (2006: par. 7.6) as those strategies characterized
by complaints, declarations, interviews, mostly
through (mass) media. We also derive from Friedman
and Miles (2006: par. 7.7) damage strategies, which
they characterize as those activist do against the firm
to procure damages, without a direct benefit for
themselves, or even against the benefit for
themselves. We use this category to express acts by
politicians that are intended to sanction the firm for
behaving against their will. In Panels A 0 D we
report some actions with such characterizations which
represent our evaluations and which ~ we recognize —
can be subject to criticism as being individually
biased.

Figure 1 can help us in understanding how
management  deals  with essential
stakeholder and if this concern has to become a
strategic priority or not. We specify four different
types  of  firms:  dominated.  collaborative.
influenceable and inexpugnable, in order of strategic
priority. In the figure we have also introduced the
distinction between direct and indirect forms of
influence as in Frooman (1999), according to the
extent of firm independence. In the figure we
introduce also the initials that define the strategies to
influence organizations. in order of relevance for cach
cell. as an hint on how extensively are used by
politicians for each type of firm.

(Figure 1 about here)

A dominated firm™ is entirely influenced by
politicians as essential stakeholders. Very often this is
the result of a majority stake (if not sole ownership)
but we can find examples even in situation where the
firm is fully conditioned by the public subject for its
revenues (e.g.. defence or medical suppliers in public
procurcment). When the firm runs a business that
needs a facility that was built or is still owned by local
authority (an essential facility) or when operations are
considered of public interest (utilities. transportation
system, defense) the role played by politicians,
government and public administration (at every level:
national. regional, local) is prominent. The attitude of
the public entity towards the firm could become the
main strategic lever the management of that firm has
to manoeuvre to gain benefits. We have shown that
there is a pre-emptive motive, to avoid over-influence
by politicians. to activate forms of public relations
and communications when the firm is in this cell.
Telecom is representative of this Kind of firm.

A eollaborative firm™ can oppose to politicians”
influence because of its specitic condition: it could be
the leader in the industry or have market (even
monopolist) power. In this case explicit bargaining
games could emerge between the firm and the
politicians. Autostrade can be representative of this
cell.

An influenceable  firm™ public
facility that could not be considered essential or is in

politicians  as

operates a

VTIRTUS,

r 4

NTERPRESS

business in an industry where politicians have not got
specific interests. In this case. when the business is
not considered important by the public opinion or the
public facility involved in is not relevant. the
politicians are not interested in exerting any power on
the company. It can happen that local politicians can
have specific interests and in these cases they can
massively influence competitive strategies locally. It
is up to the politicians to decide the extent of the
intervention. and this decision hinges on the business
culture of the country. We show that even the retail
industry  can this category. and
Esselunga is an influenceable firm.

An “inexpugnable firm™ is a market champion
whose counter-attacking strategies and strategic tools
against the public moral governance is so high that
there is no opportunity for politicians to influence the
firm. Or else, it is a marginal firm that interacts with
politicians mostly at local level.

Fach type of firm shows different strategic

be included in

orientation to deal with politicians (see Figure 2).
(Figure 2 about here)

The "Bargain-Accommodating strategy™ aims at
minimizing the impact of politicians™ power on the
conduct of the firm, also trying to convince politicians
of the hazard of an attempt to influence the firm
conduct. Here external social capital by board
members might have a positive effect. The “Resist-
Abandon strategy™ aims at resisting to every initiative
of the politicians as much as possible. “Abandon™
results if the owner fails to minimize the impact of
politicians”  power in managing the firm. The
“eonstrained strategy™ oceurs when local politicians
influence strategies ot the tirm. The “independent™
strategy is pursued by a company which does not need
to consider politicians” attempts to exert influence.

Our madel shows close resemblances with the
one in Rowley (1997: 901). te presents a structural
classitication  of  stakeholder  influences  and
organizational responses to stakcholder pressure; in
his model density of the stakeholder network (how
intereonnected the stakcholders are) and centrality
(position in the network relative to others) are the
relevant variables (sce Friedman and Miles 2006: 97-
98). In our model these two variables are not
explicited, but could be easily included so that a
comparison with Rowley’s model becomes easy.
Rowley's “density” variable is analogous to those
variables we include in evaluating power. which in
turn is at the base of moral governance. so that high
“moral governance” corresponds to high “density,
Rowley's high “centralits of the organization in the
network™ s our variable  firm
independence. so that high “independence™  from
politicians corresponds to high “centrality™. The result
i that our “dominated firm™ corresponds to a
“subordinate™ organization in Rowley's model and
corresponds to his

analogous  to

what name “collaborative”
“compromiser’

In assessing our cases we have attempted at
ranking the degree of impact by moral governance.

We
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The two cases involving Telecom and Autostrade
appear to be very similar, while Coop-Essclunga
shows a lower level of moral governance. In Panel E
we report  structural  classification and  strategic
responses in the two cases concerning Telecom and
Autostrade.

(Insert Panel E about here)

However, most of the times. when in a situation
of high moral governance and high firm
independence, a strategy of bargain with politicians
can end up in a compromise, such as in the
Autostrade-Abertis case. The usual bargaining game
is at work: fix threats and negotiate. Autostrade has
even announced a legal action for damages to the
State, on one side, but on the other front had to
consider going on in discussing with the political
authorities, who, on their side, kept the pressure on.
Autostrade had to admit that investments were to be
made, renounce to the extra-dividend distribution
which was part of the deal with Abertis. and so
accepted many proposals from the Cabinet. Morcover,
the new regulatory regime was imposed and cannot be
contrasted. In one of the final stages. Ministry for
Infrastructures met Benetton and other representatives
of the Group for a gentlemen’s agreement to establish
out-of-court settlement. according to which Benetton
would drop legal disputes and the State will put more
money to invest in the highways (Vitetta, 2007).

When high degree of moral governance is
coupled with low firm independence, an independent
strategy is inappropriate. and the result is a “resist-
abandon™ strategy, in which the firm tries to resist as
much as possible overtime (in a dynamic sense). and
in some cases is forced to abandon. Such was the case
for Telecom, also due to its weak ownership structure.
In this case the dominant shareholder’s (Pirelli) desire
to sell to AT&T, América Movil and Telefonos de
Mexico S.A.B. was intercepted by politicians who
ended up in setting a coalition of firms to buy the
dominant stake under their auspices. In that coalition
we can see a bank (Jrresa Sun Paolo), an insurance
company (Assicwrazioni Generali), an  investment
bank (Mediobunca), one of the two exant dominant
sharcholder (Sintoniu by Benetton Group). and the
industrial partner (7elefonica from Spain). The price
was equivalent in either coalition, so for the selling
party (Pirelli) each alternative was equivalent and the
dominant shareholder could pursue an exit strategy.
which was in any case a second best alternative.

4. Limitations of the paper and areas of
future research

We are confident that our model could serve as
checklist and as a guideline for intercultural and
cross-country comparisons at an academic level to
compare corporate culture, institutional settings and
the effectiveness of the rule of law. At the practitioner
level, the international manager can better appraise
county risk as influenced by business environment
and corporate culture. Also, company transparency
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and strategic interaction with politicians can be better
motivated.

The impact of corporate  governance on
stakeholder management leaves a lot of open
questions, we have attempted to enter this path that
seems very fruitful, because it mixes sharcholder and
stakcholder  management.  a  further  step in
disentangling the dilemma between creating value for
the sharcholder and the stakeholder.

The version of the matrix we present does not
consider the weighting and standardization aspect of
the two variables and an empirical test should be
designed in order to evaluate the impact of the
variables we have chosen.

Under the title we cited a passage from
Shakespeare and two paragraphs from Magna Charta
Libertatum. The former transmits the idea that a
merger-of-equals, so much as a marriage, should be
left to the parties involved. when these are rationally
deciding by their own free will and have expressed
preferences. Sure, cach culture treats picking partners
in a marriage differently. especially in helping the
chotce of partners. We deal with a case in which
partners have already chosen cach other, and there are
no problems in antitrust, but evident positive effects
on the industrial side. We have realized that the two
paragraphs from Magna Charta still stay as a monition
against the separation of control rights from property
rights on assets. In the Autostrade case it appears that
the situation of a bainliff acting in the king’s interest
presents again. The “regulator™. ANAS (say. the
“bailift™)  was allowed at a certain point to make a
proposal to Autostrade, with the capacity that, if
Autostrade did not accept it. the grant was to be
withdrawn, and, with a twist of fortune, passed to
ANAS itself. In both cases. especially in Telecom,
politicians talked of asset divestitures, not only of the
bottleneck, but also of foreign subsidiaries, so much
as some bailiffs were used to take wood from the
property of others.

It scems that many centuries ltater, in another
country. those problems are still relevant.

References
I Al Go2007) Prefazione™. i Caprotti B (2007).

Falee ¢ carrello. Le mani sulla spesa degli italian,
Veniee Ttaly: Marstho: 9-335.

2. Barucer B Pierobon F.(2007). Le privatizzazioni i
ltalia. Rome ltaly: Carocel.
3. Bortolotti  B..o Faccio M. (2004).  “Reluctant

Privatization™. ECGH working paper no. 4.
4. Bowles S0 (2004, Microeconomics.  Behavior,
Institutions, and Evolution. Russell Sage. Princeton
NJ USA: Princeton University Press.
Bowles S.. Gintis H. (1992), “Power and Wealth in a
Competitive Capitalist Econonw™. Philosopln: and
Public Affairs, 21, 4: 324-53.
6. Caprotti B. (2007). Falce ¢ carrello. Le mani sullu
spesa degli iraliani. Veniee Ttaly: Marstlio,
7. Carmgella oo (20000 Manwale  di
amministrativo. Milan Ttaly: Giatlre.

wn

diritto

£



Corporate Ownership & Control /( olume

S, Issue 4, Sunimer 2008

10.

16.

20.

(897
(2%

|89
(9

(%)
2

26.

Cobianchi M. (2007). “La Coop ¢ una cupola™ 7/ 28.
Joglio quotidiano. anno X11 no. 223, September. 24 2.

Dixit A0 K. (2004). Lawlessness and  Economics.
Alternative  Models of  Governance. Princeton NI 29,
USA: Princeton University Press.

Faccio M. (2000). “Politically Connected Firms™,
American Economic Review. vol. 96 (1). march: 369- 30.
386.

Faccio M.. Parsley S, (2006). “Sudden Deaths: Taking 31

Stocks of Political Connections™ Ewropean Corporate
Governance Institute. Finance Working Paper n. 32,
113/2006.

Freeman. R E. (1984, Straregic Managemeni: a
Stakeholder Approach. Boston MA USA: Pitman.

Friedman A, L. Miles S, (2002).
Stakeholder Theors™. Jowrnal of Management Studies,

“Developing

39/1:1-21. Ian
Friedman A L. Miles S. (2006). Stakeholders

Theory and Praciice. Oxford UK: Oxford Universin |
Press.

Frooman. 1. (1999).  ~Stakcholder  influence

strategies™. Academy of Management Review, 24 191 -

205.

Frooman J. Murrell A ). (2005) Stakcholder
Influence Strategies: The Roles of Structural and
Demographic Determinants™. Business & Socien, vol.,

44 n. 1o march: 3-31.

Hart O, (1993). Firms. Contracts, and  Financial 5
Structure, Oxford UK: Clarendon Press. -
Johnson S.. Lopez-de-Silanes F.. Shleifer A. (2000).
“Tunnelling”™. American Economic Review. 90: 22-27,
Lorenzetto S, (2007). “Per fermare Caprotti scescro in
campo anche ghi ctruschi™. /1 foglio quotidiano. anno
XII'no. 225, September. 24: 2,

The Magna Charta. The text used for the citation was
prepared by Nancy Trowtman (The Cleveland Free-
Net-aa343). Distributed by the Cybercasting Services

of the Nuational  Public  Telecomputing

Division Y
(NPTN)Y. 3

Network
wwavconstitution.org/eng/magnacar.htm
Roe MU T (19940, Strong Managers, Weak Ovwners:

the Political Roots of American Corporate Finance.
Princeton NJ USA: Princeton University Press.

Roe M. T(2003). Political Determinants of Corporate
Governance. Political - Context, Political - Impact.
Oxford UK: Oxford University Press.

Rowley T.J.(1997). “Moving Besond Dyadic Ties: A
Network Theory of Stakeholder Influences™. fcademy

of Management Review. 22/4: 887-91(),

Rowley T. J. (2000). “Does Relational Context
Matter?  An Empirical Test of a Network of
Stakeholder Influences™ in: The Clarkson Center for
Business Research. Research in Siakeholde Theory,
1997-1998: The Sloan Foundation Minigrant Project.
Toronto Canada.

Rowley T, J. Moldoveanu M. (2003). “When Wilt
Stakeholder Groups Act? An Interest and  Identin
Based Model of Stakeholder Group Mobilization™. 1
Academy of Management Review. 28/2: 204-19,

Savage GT.0 Nix T.W.. Whitchead ). Blair 1.D.
(1991). “Strategies  for  Assessing Managing
Orgamizational Stakeholders™, of
Management Executive. 3: 61-75.

Secarpa €. (2007). Lo
Abertis. Una Love stor dal finale aperto™.

and
Acudemy
strano caso di Autostrade-

Mercato 3

concorrenza regole, XU 1 April: 71-92,

r
NTERPRESS
VIRTLS,

Shletfer AL Vishny ROOW. (1994, “Politicians and
Firms™ Quarterly Journal of Economics. 109: 995-
1025,

Shletter A Vishny RoW. (1997). A Survey of
Corporate Governancee™. The Jowrnal of Finance. LI1.
2: 737-783.

Tirole 1. (2000). Theory of Corporate  Finance.
Princeton NJ USA: Princeton University Press.

Vitetta B, (2007). “Pace tra Autostrade ¢ Di Pictro. ..
A parole™. Libero Mercato, October. 51 11,

Zamagni V.o Battilani P Casali A, (2004). La
cooperazione di CONSUNIO i talia.

Centocinguant anni - detla Coop consumatori:  dal
primo spaccio a leader della moderna distribuzione.
Bologna laly: 1 Mutino.

notes

Fhis ix the definition endorsed for example by the
Journal international
review. According to Shicifer and Vishny (1997: 737)
“Corporate governanee deals with the ways in which

Corporate governance an

suppliers of finance to corporations assure themselves
of getting a return on their investments.” Exen though
we analyze only firms in the stock market our
approach is more in line with the broader definition in
the text.

There is not much of a moral in there, but a lot of
suation  and ot of hard-to-detect.
unverifiable. rent-sceking behaviour. which can result.
to some extent. to forms of limitation to free trade. In
a  somewhat  different  context. Dixit (2004)
distinguishes  relation-based  from  rule-based
governance: we think moral governance contributes to

coercion. a

characterize the  former  type. However.  moral
gorvernance must be distinguished from illegal moral
gorvernance  (say. immoral  governance) which s

ilfegally exerted by organized crime.

We have taken the liberty to avoid citing tons of
pupers power detinition

comprehensive the
important clements which are present in any other
of literature in different disciplines  and
theorizations,  For example. in the interpersonal
dimension include network cffects, In the
threat of sanctions we can include withholding or
using of resources. and mere resource damaging. By
normatively indeterminate. Bowles means that when

Bowles’ seens

most

on
because it recollects

stream

We can

exercising power there could be Pareto improvements.
but power is also susceptible to arbitrary use to the
detriment of others and in violation of ethical
principles. Nash equilibrium enters the scene in order
for power to be relevant to economic analysis. so
power is useful not only in disequilibrium. but also in
equilibrium  situations.  Bowles and  Gintis (1992)
show a sutticient condition for the exercise of power
that captures these four desiderata,

In these cases the role of politicians can be intrusively
impact. set remain
happens.

magniticd and have relevant

undetected. unless. as sometimes
undisclosed material concerning fobbying activities
appear in the newspapers. in the torm of excepts of
bugged conversations taken out of transcripts form
Judicial investigations.

Coop Italic owns 17.85% market share and Esselunga
has 8.47% market share. as of December 2006 (Alvi,

2007: 30). Coop is a not-tor-profit organization — well
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0.

established in the Italian economic history (Zamagni
er al. 2004) — whose mutualistic aims call for a special
fiscal regime. such as a very low taxation on income.
the possibility to collect deposits from associates with
tax and authorization allowances. advantages in labor
legislation (sce Cobianchi 2007, Lorenzetto 2007,
among  others).  Moreover.  there  are corporate
governance peculiarities such as one fiead-one vote
and some constraints on payout ratios and assets
distribution incase  of liguidation of activity.
Essclunga is a private competitor. owned by Caprotti,
This is a relevant problem for corporate governance
since it might brings about continuous. recurrent
bargaining problems (Shlcifer and Vishny 1997: 743-
4. Is there a motive for some kind of duty of lovalty
by politicians towards corporations”? H this were the
casc. how could it be set up? Are there situations in
which politicians should abstene from actions. so
much as there is a passivity rule by dircctors? We
have not got answers. still. we think there is room
enough to think about these questions.

This should not be considered an acritical adhesion 1o
the stakeholder-society view of the firm. As a matter
of fact we agree with Tirole (2006: 56) when he savs

that the stakeholder society  champions as “the
recommendation  that  management  and  directors
internalize the externalities that their decision impose
on various groups™

Fach dimension is constituted of two broad categories.
and in turn cach one contains measurable variables, to
be standardized and summed over in order 10 obtain
the  final leaves aside  any
consideration on the  weighting which
becomes usetul when considering the efficiency of the
difterent variables in order 1o obtain the desired
outcome in terms of influence.

The reader onght be a livle surprised. and think that
politicians are mistakenly considering an asset owned

score. Our proposal

process.

by Telecom. reported in Telecom™s balance sheet, as a
resource in their possession. We agree with the reader.
and we were so surprised that we attributed to this
behavior an explanation based on politicians”™ distorted
perspective — Upolitics s everything™ — which we
compared 1o a “cognitive bias™. They think the rule of
law s something at their disposition. which they
mold. since they propose and  pass the  laws.
Morcover. recall that they are acting in the interests of
the citizen.

Panel A. Politicians as actors and intermediaries in influencing strategies

Politicians in the corporate governance arena exercise their legitimate powers — formally. according to the law —

and show influencing strategies. W

strategy

withholding strategy, U usage strategy. V

voice mechantsm. D damage

Behavior

Telecom

Autostrade

Preliminary talks
between politicians
and firm

Pohtical
declarations.
mostly  to express
concern
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Prime Mimster meets Prestdent ot Tefecom
Tronchett i various occasions (V)

Harsh reactions to proposed re-organization {we
were not mformed ™y (V'

Cabimet discloses price sensitive and strategic
information  concerning previousiy
unknown (V) (D)

Interviews expressing the necessity to keep public
control on the bottleneck. which 1s Ttalian heritage
(V) Necessity to invest i the bottleneck. (V)
Dividend policy is not good: pavout rato too
high. (V) Denounce lack of competitive strenght
(V) Cold reactions to allunces (News Corp.
Teletontca, AT&T with America Movil) (V)
Pyramidal structure generates concerns to protect
minorities. Generie lints to financial situation
Claims and concerny that there 1s oo much debt
upstream 1y the chain of control (V)

alhances

Comments on asset sales 1 Brasil. and on the
international strategy of the birm (V)

’
NTERPRESS
VIRTUS /

Complaint that merger presented with unappropriate timing
hecause the new Cabimet not vet m charge (mplving that. when
in post-clection period. firms must abstain from mergers) (V)

r
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Ministers  declare that an o act by Cabimet made  during
privatization procedures (according to which contractors cannot
be sharcholders m Autostrade) s a law (1t s noty Interpretation

of that norm that makes 1t stlb vahido sway bevond peried of

Plan to sphit the network prepared by Counselor to
Prime Munister C'Rovat™ plan) (1) division with
independent directors: or (2) bottleneck company
to be listed (Uh

Prime Mimister of Ttaly meets Poime Mumster of
Spam. talks (V) Risk ot selling Ttahan heritage o
LISA (W)

Breaking perspective alliances with
a) News Corps b)) Teletoniea (17
AT&T. America Movil (W)
Agreement on o) Halians + Spantards (Teletonica.
2" attempt) to buy stake m Ohmpia. dominant
sharcholder i Telecom (17)

Minister of” Treasury telephones to all of the
parties in the coalition to buy Telecom (at ime of
final deal) to be mtormed of latest developments
(V) (Lh

Exortations by pohticians to ltaban banks and
entrepreneurs too grab the toreh to keep the
company Itahan (later with Spanmards) vis o vis
letimg Americans become dominant sharcholders
(V)

Minister of Justice suggests state-owned holding
company Cassa Deposur ¢ Presui 1o by
stake in Ohmpia (holding that controls Telecom)
(VW)

Posttive comments shen tinal deal s done and
Telecom remains Talian (VieW)

Proposed  Bil o break-up  bottleneck. 1t
agreement not reached with Telecom. tunctional
spin-ott of the bottleneek will be pursed (W) (1)

Political acts

privatization (W)

Prime Munster of Ttaly meets Prime Muister of Spamn. talks (V)
Oppositiion to pavment of” extraordinany divaidend. because
imvestments should be made with that money (V)

Minister tor [nfrastructures and Autostrade reach o gentlemen’s
agreement to settle disputes (0D

attempt)s o)

0

AR s

Change i regulatony regime (D)
Proposal to rencgotiate terms ot grant, i agreement not reached

Legishative acts

loss of grant (D)

Panel B. Indirect political powers as intermediaries in influencing strategies

Several actors in the corporate governance arena exercise their legitimate powers according to the law.
W = withholding strategy, U=usage strategy. V = voice mechanism, D = damage strategy

Telecom
Files open in Rome Penal Cireuit and
Milan Penal Circuit by prosecutors with
the heading: “unknown  perpetrator”™ &
“unknown crime’”
Declarations by regulators on the network.
(V)
Neeessily o invest in the bottleneck and in
new technology for the network (1)
Consultation on the reorganization of the
bottleneck = Study
bottlenecek (14)
Cooperation with president Rossi to find a

group 1o

way to separate bottleneck (Telecom hires
McKinsey
(tH

Auditions  at

o study bottleneek spin-oft)

Parliament.  two  options
similar to aborted “Rovati™ plan (1) (V)
Interviews expressing the necessity to Keep
public control on the bottleneck. which is
[talian heritage (V)

European Commissioners debate whether
spin-oft ot telecom botdencecks is good (V)

(1)

spin-oft’

Autostrade
Minister asks the highest administrative court a preliminary
counsel on matters on which the same court could later decide
(L) (W)

Change in regulatory regime (1)

Accusations ot fack of respect of imvestment plans and use of
that money to finance extra dividend (W)

“Regudator™ ANAS span denies merger aathorization (no
matter itis not written inany law) (W) (1)

File of suit in administrative court by “regulator™ ANAS to ask
respect of investments not done and/or reimbursement (1) (W)
Threats to revoke grant, and pass it to ANAS (D)

Impossibility to transter grant to new entity (W) (D)

I Autostrade does not accept proposals by “regulator™ ANAS,
grant is retired and passes 10 ANAS (D)

Endangerment of breach of contract concerning the grant to run
the asset: new entity from merger is not entitled to exant grant.
hence impediments to the alliance. due to presence of
contractors in Abertis™s sharcholders (W) (D)

No contractors should be among dominant sharcholders (D) (U)

r 4
NTERPRENS
VIRTUS f

Infringement  procedures  open by  European  Commission
(Competition: Internal market)
B
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Panel C. Informal powers as intermediaries in influencing strategies

Several actors in the corporate governance arcna exercise their legitimate powers — formally, according to the

law.
W = withholding strategy, U=usage strategy, V = voice mechanism, D = damage strategy
Behavior Telecom Autostrade

Unions Strike to protect jobs and prevent lavotts (D)

Denounce lack of entreprencurial spirits and competitive strength

(V)

Express concerns and hope the Cabinet will truck  down  the

developments (V)

Company belongs to the country (heritage): cannot be sphit up. nor

sold to foreigners (V)
Consumer Concern on high taritts, lower quality and lack of investments (V) Concern on high tarifts, lower

advocates

Media

guality and imvestments (V)
Interviews. (V) Coverage on imvestigations concerning Telecom™s  Interviews (V)

top managers involviment in bugging conversations (V)

Panel D. Politicians as intermediaries in influencing strategies

Politicians show influencing strategies as intermediaries. Other actors as intermediaries.
W = withholding strategy. U=usage strategy. V = voice mechanism. D = damage strategy

Behavior

Coop ltalia -Esselunga

National

politicians

Local
politicians  (and
a political party)

Unions

During ¢lection time (2006) Prime Minister candidate declares that it would be advisible that Coop ltalia
buys Essclunga (the owner of the latter never expressed any intention of selling his shares. also after a
proposal in 2005 by Unipol. insurance company ticd to Coop Ttaliak. (V) Many politicians release
comments on the positive social role played by Coop ltalia. (V) Esselunga must remain Italian henee Coop
should buy 1t (V) (1)

Law no. 24820006 proposed by the left government. allowed retail industry firms 1o sell medicines with
the presence of'a professional chemist. The Taw is very similar to a dratt proposed by [egacoop in 2005 A
week ater the law has passed Coop Ttalia opened three pharmacies inside its megastores. (L)

Minister of Culture blocks opening Esselunga store due to discovery of archeological site. (W)

Revolving doors system. All the presidents of Legacoop and local Coop were members ol the former
Ttalian Communist party or its successors (PDS and DS). Many employees and managers of Coop were (or
actually are) city. county or regional council members (even mayors or gosernor) in many Halian regions
and cities governed by the left party. (L)

In many cases when Essclunga tried 1o open a new store the authorization from lefl Jocal authority was not
given at all. despite a long time negotiation. in some cases Coop were favoured: Esselunga drops in. Coop
takes in and obtain very fast all the authorization, (W)

In Bologna. where the local authority is historically governed by left coalition. Essclunga found some
archacological picces. It tried to obtain the authorization to build the store while preserving the findings at
its own costs. The requests from the local authority. together with the regional authority for the arts. were
so hard to comply with that Esselunga preferred to quit. After a week Legacoop bought the same site and
obtained the required authorization in a month. Appacntly. archacological picces are abandoned near Coop
superstore. (W)

Strikes on Esselunga, most notably at Easter and Christmas times. despite many allowances. (D) Sabotage
(in the 70°%). (1) Atter the comments on i possible acquisition of Esselunga by Legacoop the owner of the
former declared his intention not to sell o the competitor. After few weeks, in Esselunga stores sited in
one region governed by left party. several strikes were organized. which had not oceurred tor many years.

(V) _ _ e
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Table 1. Moral governance

Variable

Svmbol

Golden share. novear dur. action specifique. and so on
MP in the board or audit commitiee

Ex-MP or politician in the board or audit committee
Appointment of board or audit committee members reserved by law
Shares possession

Number of independent members in the board

Managerial reputation of the CEO. President of Board

Informal ties and networking (external social capital)

Interlocking directors

Table 2. Firm independence

Variable

Firm is listed

High debrequity ratio

Iigh market share

Share majority is owned by a foreigner entreprencur-tirm
(or multinational firm)

IFirm dimension

Py ramidal structure

National (and supra-national) antitrust agency

Industry is (highly) regulated

Grant or licence for the use and exploitation of tacilitics
Public-debt-reduction motive for privatization

Industry has been privatized in the last 3 vears

Public administration is an important client

Quality of legal environment

Corruption

Tax level

Bureaucracy is oppressive

Government intervention in the cconomy

Symbol

’ .
NTERPRESS
VIRTUS
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Firm

independence

Low

High

High N
firm

Moral

governance W-U-D-V U-W-D-V

Dominated | Collaborative
firm

direct indirect

Low Intluenceable
- Inexpugnable
firm L=
firm
direct o
indirect

W-D-V

\%

Figure 1. A structural classification of political influences
W = withholding strategy. U--usage strategv. V' voice mechanism, D damage strategy.
These strategies are reported in order of relevance

Firm
independence
Low High
Resist-Abandon | Bargain-Accommodate | //igh
strategy Strategy
Moral governance -
Constrained Independent
strategy Strategy Low

Figure 2. Strategic responses to politicians pressures

Panel E. Structural classification and strategic responses: two cases

Resist-Abandon strategy
by a dommnated firm

Bargiain-Accommodate strategy
by a collaborative firm

Eftects on: Telecom Autostrade
Dommant sharcholder and President Tronchetti resigns. Rossi CEO resigns and becomes CEO of F2i0a new state owned
Board new President (9-706. 4-°07) and changes in top echelon  fund to buy infrastructures

managers. Pistorio new President (4-07)

Many white knights prepare {e.g. one group apparently
included: Deutsche Telekom. Rotsehild. Unicredit). many
banks deny interest. especiallv after  declarations by
politicians

Pirelli group exits. Winning coalition is compaosed of” banks
(Intesa San Paolo, Mediobanca). former sharcholder Benetton
Group. and Teletomca: They buy stake m Olimpia which s
dominant sharcholder in Telecom. through o neweo. feleo

Ownership

sp.a Talks resopen with News Corp under President Pistorio
and new owners (october 2007)

Abertis exits. First.at fixes a period before which merger
should be estabhished (until January 2008). Later. Abertis sells
shares it jointly owns with  Benetton in the holding
(Schema28) which controls  Awtostrade: Adlaniia, receving
shares of Arfanna. Finally. pact with Benetton will end
June 2008

y 4
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