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Abstract

The current economic scenario and the cultural heritage are two very important factors that heavily affect the
companies and the way in which they can resolve the corporate governance problems. According to this princi-
ple, we intend making an analysis on the endogenous and the exogenous factors affecting the company and its
structure. For example, in Italy the difficult situation on the market - straightly connected with the international
financial and economic crisis - involved relevant changes concerning the number of firms, their structure and
their own management. But it is not the single reason causing the companies metamorphosis. The cultural heri-
tage played - and still today it plays - an important role for the company growth and dimension. The analysis is
divided in two parts. First part: comprehension of the exogenous factors indirectly affecting the company and
their structure. As we will see, the corporate governance is connected with different factors and it straightly de-
pends from them. In this part we will analyze Market, Technology and Tax burden. Above all, the cultural heri-
tage is one of the most important factors, then it will be analyzed in depth. Second part: analysis on the endoge-
nous factors that directly affect the corporate governance. Stakeholders’ importance for the company deve-
lopment and performance will be deeply considered. More in particular, in this part we propose to analyze the
way in which Stakeholders affect the company management — then consequently its performance - and above all
the relationship between small company-Stakeholders and large company-Stakeholders. Conclusions: This stu-
dy, therefore, proposes to make an analysis of the reality which today characterizes the companies, the factors
that are affecting it and the new challenges for the Corporate Governance in Italy.

Keywords: Corporate Governance, Entrepreneurship, SMEs, Management, Stakeholder

It’s hard to think that a company and its govern-
ance are only affected by the relation among the
managers and the shareholders.

Making a precise and depth analysis about the
company metamorphosis during the years, we can

1 — Analysis on company development in
Italy

1.1 - The exogenous factors affecting the

corporate governance

Generally, every analysis and study focused on the
corporate governance has a direct approach to the
relations and the systems by which a company is di-
rected and controlled.

That’s possible when the analysis considers on-
ly the internal situation and the different parts that
have a precise role in the company management.

Instead, in this case our purpose is creating a
sort of link about the company and two different ty-
pologies of factors that have a great importance for
its development. We are talking about the endoge-
nous and the exogenous factors.

see how much do the external conditions (exogenous
factors) are important for the managers’ businesslike
choices and the shareholders’ choices when they
adopted a particular managerial structure.

Undoubtedly, these factors indirectly affect the
corporate governance but directly the company strat-
egy.

Taking into consideration the current global
economic situation, we can clearly understand that
the market has affected the number of the born com-
panies and the death companies. (Istat, Noi Italia
2014, p.63)

Adalberto Rangone
Universita "G.D'Annunzio" di Chieti-Pescara
E-mail: adalberto@rangoneconsulting.com



312 Rangone A. / Economia Aziendale Online Vol. 4, 4 (2013) 311-319

Indeed, the corporate strategies and the manage-
rial arrangement widely depends from the market
request and by the consumption.

Let’s make an example.

As revealed by the Eurostat data (tab.1), in the
last two years the families savings are increased.

In this sense the French families and the Ger-
man families have the most high level of propensity
to save.

The values of the Italian families propensity
have decreased in comparison with the others but
always remaining upper than the Spain families lev-
el.

More in particular the crisis strongly beat the
Italian family consumption with enormous conse-
quences on the companies production and structure.
(tab.2)

From the 2008, the immediate reactions to the
crisis and the family savings were:

1) defending own placement on the market
(medium and small enterprises, 64 % / large enter-
prises, 69 %)

2) entering new markets (small and medium en-
terprises)

3) product diversification (large enterprises)

4) increase of agreements between companies.

In the case mentioned at the point n. 4) the large
corporations generally choose particular form of
agreements as the Joint Ventures or the Consortium,
while the small and medium enterprises adopt in-
formal agreements. (Istat, “Annual report 2013”,
p.68)

This is just an example - widely known by the
economists - showing how does a exogenous factor
affect the company.

The market variability pushes company to make
different production or service strategies and as di-
rect consequence company will adopt a different or-
ganizational strategy.

1.2 - Know-how and less tax burden as es
sential conditions for company deve
lopment

Usually, when we talk about the start-up phase of a
business or about an underway business in Italy we
are considering different situations for entrepreneur-
ship.

In the case of a family businesses, we must con-
sider how does the family tradition is important for
the entrepreneur; generally, this principle is valid if
the firm is already started and the sphere of people
revolving around consists in family members.

In the case of a sole traders, we have to consider
how do the aspiration and the prospect of earnings
such as the possibility to be not a dependent worker
are important for him.

The interest in realizing an innovative idea has
not to be overlooked. This motivation, which in Italy
is very little considered by banks rather than in
America, it is an attitude widely considered by sole
traders, by family firms but also by large enterprises.

If the original motivations underpinning entre-
preneurial choices are generally related to the indi-
vidual sphere or to economic and social reality in
which the individual or the group of individuals are
living, the difficulties suffered by companies are
shared at a general level. Let's make some examples:

1) amongst the major problems that start-up or
underway companies meet, there is the difficulty of
doing organizational-administrative choices. Bank
indebtedness is today a practice widely observed by
businesses and entrepreneurs. In fact, today, they
cannot work easily without it.

As argued previously, the possibility for a start-
up to get a help through seed capital or venture capi-
tal is very difficult. However, it is strictly necessary
in order to emerge on the market. Also the difficulty
to find banking funds has become one of the main
challenges for Italian companies. The entrepreneur
has never been so close to the primordial figure of
entrepreneur described by Cantillon.

The risk has never touched so high levels; in ab-
sence of external aid, whether public or private,
companies and entrepreneurs have primarily to face
the investment with their own funds.

The crisis has prompted a new rule: the credit is
awarded, but only if the enterprise holds a satisfacto-
ry guarantee fund for what has been lent by banks.

In short, money is granted only to those who
have already it and not to those who need it most.

2) together with these daily difficulties, it's also
detected the burden of taxes that lie on the corporate
governance, such as: IRES ("Corporate income tax"
amounting to 27.50% in 2012), IRAP ("Local tax on
productive activities" amounting to 3.90% - this is a
perverse tax also applied to companies at a loss),
IRPEF ("Personal income tax", progressive from
23% to 43%) which added to other local taxes reach
a taxation higher than 44% on the income produced
by companies.

3) labor costs in Italy - it means not only the
remuneration of employees but also the burden of
contribution connected to it. This cost is amongst the
highest in Europe and in the world.

4) another difficulty heavily encountered by
companies is the ability to find and to employ quali-
fied personnel, because most often young people
look for and find a job abroad.

The economic growth accomplished in recent
years has prompted more companies to use special-
ized technical skills and advanced technology.

In recent years Knowledge Capitalism seems to
have become one of the frontiers of companies oper-
ating in a globalized system.
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5) another considerable difficulty is the rela-
tionship between company and its customers. In this
sense the crisis weighted very much on this delicate
relationship. The customer loyalty regarding firms is
less than before due to higher level of competition
on the market. Furthermore, the destitute customers
increasingly push the company into insolvency in
relation to suppliers and creditors.

This vicious circle has enormously contributed
to break the relationship between Bank and enter-
prise. However, it cannot be regarded as pure archi-
tect of the changed financial policy of banks (in-
creasingly inclined to make financial investments
rather than to invest on business and in favor of the
same).

1.3 - The importance of cultural heritage

When we approach the corporate world, we must
always take in consideration that the firms are the
result and the direct expression of endless changes
that have characterized the State in which they work.
The historical context, legal provisions but also and
above all the cultural settings are important factors
which have influenced - and still today they widely
influence - the firm development and the manage-
ment by which the governance is composed.

It is enough thinking to A. D. Chandler’s stud-
ies, who succeeded, with admirable skill, to prove
that starting from the early 1900 Nations such as the
United States, Britain and Germany were promoters
of a very diversified firm development to study its
causes. (Chandler A.D., 1994)

In the United States the powerful organizational
development process within companies made in-
creasingly the need for a strong managerial structure
that would have pushed the birth of Competitive
Managerial Capitalism. Obviously, we should not
forget the exogenous conditions such as rich and
growing domestic market, the wide availability of
new technologies and a legal framework that limited
contractual agreements on prices and on the market.
The direct result was the large corporations in the
field of energy, chemistry and transport, marked by
a complex internal organization and a widely diver-
sified corporate structure.

This setting would forever dictated the structur-
al rules and the governance of the large transnation-
al corporations.

Germany was perhaps the nation which has
more features in common with the managerial U.S.
corporations. The explosion of a massive managerial
setting characterized by the interplay between first
movers and senior managers gave the opportunity to
leverage the entrepreneurial skills in the various sec-
tors of production, management and marketing.
However, we must take in consideration how Ger-
man corporations have always kept alive and strong

the family sense and the degree of interaction be-
tween management and first movers.

We have not to forget the fact that the degree of
diversification and collaboration between the Ger-
man companies has always been significantly higher
than the footprint of the competitive USA corpora-
tions, so much to be defined Managerial Cooperative
Capitalism. One reason for this may be found in the
fact that in Germany there were no specific antitrust
laws such as in U.S. (Sherman Antitrust Act, 1890).

In Great Britain, on the contrary, companies
were marked by a completely different evolutionary
process. Although the fields of activity were the
same in which large enterprises USA developed, UK
companies were personally managed (Chandler,
1994: 387) or the management remained within the
personal or family context.

Chandler, in fact, stresses that internal corporate
organizations were generally characterized as fol-
lows:

-Personal Enterprise

-Entrepreneurial or Family Enterprise: holding
of shares by the heirs of the enterprise founders

-Managerial Enterprise: where there is actually
a managerial governance which, however, remains
structurally limited and always under the influence
of the founders or the heirs.

Although with notable differences and peculiari-
ties that distinguish companies in each State, we can,
however, support the theory that there is a common
denominator amongst the family structure of Italian
companies and British personally managed compa-
nies analyzed by Chandler.

Even in Italy, as well as in the United States or
in other Western countries, corporate governance has
been heavily influenced in many ways by historical
circumstances, regulations and market conditions.

For instance, we can consider the importance of
the access to resources and to technologies had as
well as the ability to have large capital to start up
(today called seed capital) for the large American
firms.

In Italy, proved by war and financially col-
lapsed, there was no viable alternative to the devel-
opment of simple family industry.

Doing just a premise of historical-economic
character, we see the way in which the major mani-
festations of the large corporate groups in Italy were
the State-owned enterprises. In this sense, the IRI
(Istituto per la Ricostruzione Industriale) was pri-
marily established for the purpose of acquiring the
shares that the banking system held in important pri-
vate companies (as well as afterwards prescribed an
act of 1936) and with the intent to rehabilitate dis-
tressed corporations.

Amongst the best expressions we also empha-
size ENI (Ente Nazionale Idrocarburi 1953), EGAM
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(Ente Gestione Attivita Minerarie 1971) and EFIM
(Ente per il Finanziamento Industria Meccanica
1962) that in the period from 1950 to 1980 were the
highest expressions of State intervention on the mar-
ket in order to create infrastructure and basic indus-
tries. (Amatori F., 1996)

The setting of large State-owned Holding Com-
pany, however, did not withstand to changing times
increasingly directed to a fluid market, competitive
and especially international, particularly in the eco-
nomic crisis that swept Italy in the various produc-
tive sectors such as steel and that one of the facili-
ties.

In the early 1990°s the large State-owned corpo-
rate groups reached a degree of diversification that it
was unable to withstand the market challenges. The
result was a gigantic process of privatization.

With the law of the 8th August 1992, No. 359
IRI, ENI, INA and ENEL were forced to put their
shares into the hands of the Treasury Ministry trans-
forming themselves in Joint Stock companies.

Therefore, the various industrial branches in
which the presence of the Public Institution was
massive (food industry, infrastructure, telecommuni-
cations and steel) were converted to private enter-
prise.

From this historical-economic premise, it isn't
so difficult to understand because it was impossible
for a country such as Italy to develop a process of
competitive or cooperative management comparable
to that one arose in the USA or in Germany.

If on the one side the public mark was able to
resettle a stagnant economy by implementing a plan
for building a new industrial base, on the other side
it failed to form and to establish gradually a class of
officials/manager - separated from the political lead-
ership - which could find valid and ready managerial
solutions for the holding companies.

2 - The endogenous factors directly affec
ting the Corporate Governance

2.1 - Introduction to the endogenous fac
tors through the Berle and Means’ though

If factors such as the market situation, the national
legislation or the historical heritage indirectly affect
corporate governance, other factors definable "en-
dogenous" massively characterize it from the inside.
As A.Berle and G.Means showed in the book "The
modern corporation and private property" [1932],
the company has undergone far-reaching changes in
the management structure due to disproportionate
growth of the shareholder’s number. (semi-public
companies)

The decision to adopt a managerial system that
could handle an equally complex organization was
the result of a massive fractional property.

The innumerable amount of shareholders
pushed the corporations to delegate managers the
effective administration. However, this process has
prompted administrators to take over more and more
power, sometimes without getting effective results to
the shareholders.

Adolf Berle and Gardiner Means studied in
depth the question concerning the separation be-
tween control and ownership.

The interest to find a solution that could justify
the managers decisions pushed Berle and Means to
analyze thoroughly modern companies and every-
thing is straightly related.

First and foremost, we believe that we should
take into account the first and fundamental clue
thanks to which the two authors were able to carry
out the subsequent considerations; we are referring
to the transformation of large company into the so
called "semi-public company". (A.A. Berle and
Means G.C., 1966: 6)

The last two decades of the 1900 were in fact
deeply marked by a dynamic and continuous process
of mergers and incorporations that would have so
greatly influenced the organizational style within the
enterprise.

New organizational structures had a large num-
ber of workers employed under a single management
as well as enormous riches coming from different
individuals were placed under a single control.

The immediate consequence was the formation
of corporations - made and supported by a plethora
of shareholders - submitted to the control of few
managers.

This decisive process - begun due to the semi-
public company born - according to Berle and Means
pushed towards a split of the corporate control.

The proof of this theory lies in the fact that the
new Corporation allowed several possible combina-
tions of shareholders.

Always according to Berle and Means, this pos-
sible scenario would have been induced following
two distinct processes occurred in the last century:
the massive ownership diversification, leading to a
disproportionate number enlargement compared with
the detention and the real control management; and
finally an enterprise enlargement that have increas-
ingly felt the need of a strong and steady managerial
control.

The enlargement of the so called “semi-public
companies” composed of a vast number of share-
holders, created in fact countless methods and solu-
tions for the corporate control and changed the clas-
sical setting that for centuries had marked the rela-
tionship between ownership and corporate govern-
ance. (tab.3)
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Thanks to the Berle and Means’ studies it has
been possible understanding how does few frac-
tioned shareholders group is important for the corpo-
rate governance. Consequently, their theory high-
lighted why a wide and fractioned shareholders
group started to delegate the managers.

22 - The relation “Company-
Stakeholders”: one of the most important
endogenous factors

As we have considered before, the size of the Italian
company has specific parameters that for some rea-
sons mark it from those of other European countries.
The cultural and historical heritage has highlighted a
significant singularity about entrepreneurship and
the structure which has set, with everything that goes
with it.

We're not talking just about managerial tech-
niques but also about the typology of Stakeholders
who gravitate around the company and who influ-
ence it significantly.

This category of entities - sort with R.E. Free-
man (1984) and implemented with new figures like
partners, the media, the debt holders and creditors,
policymakers and even competitors by Friedman
(2006) - plays an important role in the corporate
governance, in the case of a collective enterprise or
in the familiar one.

Therefore, also the typology of Stakeholders
will vary in base of composition and size of the en-
terprise.

It can be easily understandable just thinking to
the relationship between a large enterprise to its
business partners or shareholders compared with a
family company with medium size.

The relationship between enterprise and suppli-
ers, in the specific case, is the best example that can
express how the category of stakeholders is im-
portant in the life of an enterprise.

Coase's theory (1937) can reinforce what we
said before; in fact, through the Transaction costs
theory, he was able to express the capacity of the
firm to avoid additional costs in the production pro-
cesses. This theory can be applied to the large com-
panies but not certainly to the SMEs which can hard-
ly surpass or “internalize” the production steps,
avoiding to sign contracts with any suppliers.

It will be also understandably different the de-
gree of interaction that occurs between a large com-
pany and financiers-creditors (such as banks) and
that one created in the case of SMEs.

In the specific case of the relationship between
Banking system and enterprise, there are a few con-
siderations to make.

The intervention of bank credit for the family
business performance (or in the case of SMEs) will

play a really different role in comparison with the
specific case of a wide company structure.

The access to finance for SMEs is now consid-
ered as a component sine qua non the company can
adapt itself to the market changes.

Indeed, Italian companies have enormously suf-
fered from the financial system crisis started in 2007
and persisting until today. (tab.4)

The banking support to enterprises has fell and
enterprises insolvency on the previously bestowed
credits has widely increased. (tab.5)

To overcome situations of collapse and suffer-
ing, many enterprises have significantly diversified
their corporate choices, sometimes recommended by
their "Financial Partners".

This is the case of Risk Managment and busi-
ness investments in derivatives products.

The mirage of risk management that was spon-
sored by banking system through the techniques of
risk identification, measurement, and control corre-
lated to the corporate performance have led many
companies to diversify their investments in deriva-
tives products. All this, even and especially for di-
verting from a unfavorable economic situation.

It is undeniable the fact that the growth in the
use of derivatives is constant even in the case of
SMEs (general or limited partnerships) and sole
traders.

For many years corporate organization has
shaped and based on leverage programs.

Perhaps, given to the disastrous effects that the
unsuspecting massive use of these instruments has
meant in recent years, not only in the business world
but also in the same banking system, it seems advis-
able to re-dimension the relationship persisting be-
tween enterprises and banks finding an optimal solu-
tion. Here, we're talking about a solution that allows
companies to transform their stakeholders in collabo-
rative and non-invasive entities. In brief, a bold plan
to deleverage. However, we note that if it is desirable
to reduce the enterprises dependency from the bank-
ing world, in a period like the current an exasperated
deleveraging action in the "PIGS" countries can re-
sult in deleterious effects sometimes leading to a
debt deflation (generalized price drop) (Bortolotti
B.,2013: 169)

In short, following a Latin maxim ever fallen in-
to disuse: "in medio stat virtus" (Horace).

With the introduction of new production sys-
tems on the market, it was big - and still today it is -
the need to invest in research and development. But,
how it can be carried out, if the banking system in
Italy is unwilling to finance projects of technological
innovation and these latter are primarily accom-
plished through the use of set aside profits reserves.

Only financial indebtedness seemed to be the
escape for the enterprises survival.
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Banks and financing companies have become
absolute and irreplaceable partners of the Italian
firms.

In order to overcome the need for a financial
support in times of crisis such as today - in which
banks are disinclined to lavish credit — then, the in-
sertion of the venture capital practice could be one
of the many great ideas.

The possibility to use venture capital funds
combined with a public participation in risk might
be in the future one of the solutions against general
insolvency status of small and medium enterprises.

3 — Conclusions

Through an examination of the main characteristics
held by Italian SMEs, it has been possible to bring
out the countless differences that distinguish them
from others European companies and USA ones.

As it has been shown in the previous para-
graphs, the historic and economic roots played a de-
cisive role in the entrepreneurship development in
Italy. The particular economic, historical, sociologi-
cal but also legal and financial aspects have marked
the enterprise development in Italy until the current
days. However, the current managerial arrange-
ments, in Italy such as in each other Country, cannot
be closed off from different factors existing inside
and outside the company.

The governance structure will be the result of
the interaction between the endogenous factors with
the exogenous factors.

Moreover, it is clear how much do the managers
have to analyze both the category of factors in order
to make the best possible choice.

On the basis of what we have upper mentioned,
we would like to highlight that the analysis on the
corporate governance should take in consideration
even more the interdisciplinary research.

Indeed, it’s not possible studying the corporate
governance theme without an accessory historical,
legal, political and sociological research that inevi-
tably affects the environment in which the company
works.
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TAB. 1 - FAMILY PROPENSITY TO SAVE IN THE MAIN EUROPEAN ECONOMIES - 2000/2012
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Source: Eurostat data in “Istat, Annual report 2013, p.9
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TAB. 2 - ITALTAN FAMILY PROPENSITY TO SAVE - 2008/2012
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Source: Istat, “Annual report 2013, p.8

TAB. 3 - SHAREHOLDERS TYPOLOGY AND GOVERNANCE

Control

Shareholders

Typology

Limited
Shareholders and
small company
dimensions

GOVERNANCE

Company leading is hold
by a single or a small
group with shares more
than 50%

Wide Shareholders Controlling interest
p idal Group, typical in in a holding that has
yramida the public services the majority interest
companies in other companies
Wide . —
By controlling half of remainig
Sh:?rl:)(::der shares with vote right or
with ouI; through a Shareholders

voting right
Large company
with a wide and

S

voting Agreement

Control by a minority

fractioned interest through a
Shareholders proxy voting
Group
Extremely . .
Ly frctioned  Adminstrave
SO Shareholder y

receiving a proxy

Source: author’s elaboration on the basis of Berle and Means’ studies.



16
14
12
10

& b b on & o

Rangone A. / Economia Aziendale Online Vol. 4, 4 (2013) 311-319

TAB. 4 - BANK LOAN TO ITALIAN RESIDENTS

PRESTITI BANCARI AI RESIDENTI IN ITALIA!
(variazion percentuali sui 12 mesi)
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Source: Banca di Italia, “Supplementi al Bollettino Statistico, Indicatori Monetari e Finanziari” 2014

Tab. 5 - Bank Credit to Italian residents by economic activity - in millions euro

Residentl in ltalia
Amministrazioni pubbliche Altri residenti

Periodo IFM |Altre isfituzioni finanziarie Famiglie
Armminisirazions | ENf locali ed dicui [esicurazioni|  Soceta .
gicw: | cewrde | Enfidi e s I I e
hanche previdenza contropart pensione | fnanziarie consumatrici| produttic ﬁnissrzh:ru

centrali

SE2B34BM  SM41B49M  5554330M  5223255M  3579814M STIBEIEM S591009M  S640592M  3513363M  5330253M S6TS0STM
2010 o, 372548 348078 178.266 80602 214884  38.230 7481 887122 483717 BE4D B.440
201, 402278 368.358 175150 82322 184482 21190 8.071 893577 50T.197 101178 10128
2012 - die. ... 31012 333IN 186.327 81448 243211 02542 4712 884656 502.053 07852 10143
2013 - gen. . 70400 333444 184.323 82131 225881  B5.210 4676 885688 500.6B60 7503 10.238
feb. . 383225 350402 182.385 82524 2344768 04.838 4760 885144 480538 87182 10222
mar. ....... 371681 347277 184.846 82833 237386 00.768 4818 855275 480835  BEEGT  10.220
apr. ... 3BB.213 354513 182.218 82874 220579  01.348 4756 852445 408036  9EA1 10118
mag........ 340674 346.052 183.088 82937 241027 73850 4845 848352 500020 A7.012 0768
giv. ... 2360.048 345300 181.101 81.780 235073 A5.019 4735 840141 480881  BE.3B0  10.003
lug. ... 304377 342504 180.104  80.148 224301  60.374 4585 842543 480733 @EIN 0858
ago. . 383155 342302 178.634 80181 238200 76137 4708 830075 488047  D5AEGD B.84a
set. . WLET1 347347 170.548 80482 238124 72000 4830 828872 487985  BEO020 10.041
oft. ... 376580 351705 178708 7BIB5 234700 73044 4713 822025 487835 5651 B.830
nov. ... 347438 350722 178.284  78.820 245210 B4.078 4715 817.003 486874  B5.0T! B.o88
dic. ... 357878 337.118 184.803 77427 248057  77.008 46881 814128 487013 85352 0864
2014 - gen. ... (380.311) (363.487)  (184.814) (70.773) (200.530) (B5.800)  (4.039) (B37.870) (405.800) (05.074) (0.061)

Source: Banca di Italia, “Supplementi al Bollettino Statistico, Indicatori Monetari e Finanziari”, 2014

319



