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Abstract

In recent years, many big companies in America and Europe are
exposed to scandals one after another. Japanese firms’ corruption is
also deteriorated day by day. Scandals and discipline-violated events
also happened frequently in Chinese listed companies.

These immoral behaviors which appeared in both immature and
mature markets cause serious social consequences. The public voice
on corporate social responsibility becomes louder. Simultaneously na-
ture of modern corporation competition is to capture stakeholders’ at-
tention. The radical change of the focus of competition requests firms
to pay great attention to ethical orientation of their behaviors.

Therefore, discussions on business ethics become the focus of
global academia and enterprises. In particular, the following ques-
tions worth discussing deeply; Are ethic ideas, summarized from the
western mature market, suitable for Chinese firms during the institu-
tional transition? s ethics a kind of luxury goods for developing coun-
tries such as China? Whether the firm prefers profit-gaining and then
business ethics?

After a comprehensive view of research on business ethics and
corporate social responsibility, we can find that there is great differ-
ence on whether a {irm can be a moral entity. Researchers fall into the
danger of either replacing business ethics with individual moral quality
or making unpractical expectation for social responsibility.

Of course, the answers to these puzzles form the basic assump-
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tion of research on business ethics. This book discusses how to gov-
ern ethical risk of Chinese firms from a risk management perspective.
Is a firm supposed to be regarded as a moral analysis unit? To what
extent can moral hazard behaviors of Chinese firms be avoided or re-
stricted? Based on Frank-Hertz H. Knight's ideas of risk analysis,
this book argues that the relative topics on effectively preventing and
controlling ethical risk are as follows;

First, to clarify the contention on “a firm is a moral entity”, then
prove firms can be combined with ethics at the level of business prac-
tice in order to specify that the analysis unit of business moral risk is a
firm,

Second, to combine normative theory with positive empirical
method, adopt systematic research method to prove that business
moral risk is the co-working result of social construction and firms
themselves,

Third, based on the empirical results of Chinese firms, this book
seeks internal and external factors, then proposes the warning index
and offers the system of governing moral risk encountered by Chinese
firms.

After the literature review, theory reasoning and expert inter-
view, this research constructs a business moral risk factor model and
develops measurement instruments. Based on the data of Chinese lis-
ted companies in 2004, it uses SPSS11. 5 statistics software to test the
relative hypothesis on Chinese firms. It indicates that.

Firstly, a firm is a moral entity and can be regarded as the analy-
sis unit of business moral risk behaviors,

Nature of business ethics fact is the ethical relationship between
stakeholders and enterprises. We can form the conception of business
ethics when exploring such relationship. The academic research on re-
lationship between enterprises and stakeholders can be the initial the-
ory supporting the conception that a firm is a moral entity. Meta-anal-
ysis of morality and rationality also indicates that the key characteris-

tics of morality are similar to that of rationality. Moreover the multi-
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dimension rationality is isomorphism of business strategy. The busi-
ness moral can be integrated with the firm.

Secondly, normative method of business moral can be accreted
with empirical method at the practical level.

The object of business ethics is of dual characteristic. On one
hand, we should seek both the fact of business ethical behavior and
the origin and purpose of moral. On the other hand, we should re-
search value of business ethics. This research summarizes that the re-
search on business ethics is conformable and needs merge normative
and empirical methods., These two methods also can be accreted but
their accretion means coexistent. The general manifestation of the re-
lationship is the humanity and the most direct expression is the special
commitment, agreement and contract. The comprehensive social con-
tract theory using two forms named “macro” and “micro” contract,
realizes the coexistence and co-evolvement of normative and positive
methods. Simultaneously the relationism methodology can also be in-
troduced to the research on business ethics. It can relax the opposition
of two methods used by business ethics research,

Thirdly, empirical conclusions of Chinese firms’ moral risk are as
{ollows:

(1) The interior factors of firms, such as nature of firm, the pro-
portion of major stockholder, the proportion of top ten stockholders,
the proportion difference between the biggest and second stockholder,
board size, supervisor board size, the motive contracts of senior man-
ager, index of corporate social responsibility, influence business mor-
al risk behavior and there is remarkably negative correlation between
them.

(2) The exterior variables such as the degree of government in-
tervention, the degree of law and regulation, local report, the varia-
bles of firm report (natural logarithm of company assets, current rati-
0, speed ratio, net profit per share) are remarkably negative related
to moral risk behavior.

(3) The interior factors of firms such as nature of firm and the
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motive contract of senior manager, exterior variables such as the de-
gree of government intervention and the enterprise report variables
and profit gaining ability synchronously enter the final business moral
risk model. Moreover, the most important factor affecting business
moral risk of listed company is the motive contract of senior manager,
then following factor is nature of firm, the enterprise report variables
(natural logarithm of company assets, enterprise profits), the degree
of government intervention and the degree of law and regulation.

(4) Synthesizing (1), (2), (3), we draw the conclusion that the
moral risk behavior of Chinese firms is the coactions of independent
will reflected by interior factors and social constructs reflected by ex-
terior variables,

(5) There are different influence factors of moral risk behavior
between different kinds of firms. As to non-state-owned firms, fol-
lowing variables are remarkably correlated to business moral risk be-
havior: the proportion of major stockholder, the proportion of top ten
stockholders, the motive contract of senior manager, the index of cor-
porate social responsibility, the degree of government intervention,
the ability of paying and profit gaining. In state-owned enterprises,
such variables as the proportion of top ten stockholders, board size.,
the degree of government intervention, the degree of law and regula-
tion, local report, the enterprise prestige variables, financial solvency
are remarkable correlated to business moral risk behavior. As to non-
state-owned enterprises, the business moral risk behaviors remark-
ably correlate to interior factors, but state-owned enterprises the ex-
ternal ones,

(6) The concentration degree of shareholders’ ownership is the
internal authority arrangement, which restricts the moral behavior of
listed companies.

This is also supported by the following results: the proportion of
major stockholder and the proportion of top ten stockholders are nega-
tively correlated to business moral risk remarkably at the degree of

1% the square of proportion of major stockholder and the square of
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proportion of top ten stockholders are remarkably negatively correla-
ted to business moral risk. The proportion difference between the big-
gest and second stockholder is remarkably negative correlated to busi-
ness moral risk at the degree of 5%. This result indicates that there is
a balance failure among Chinese shareholders.

(7) The interior motive system negatively correlates to business
moral risk. Social credit and prestige mechanism works in Chinese
firms during the transition. Now the influence of business prestige
mechanism is effective but limitary. External factors such as the de-
gree of law, regulations and government intervention affect remark-
ably business moral risk, Simultaneously, the more important is the
list companies’ profit closely correlated to business moral risk.

Based on these conclusions and findings, this research offers the
moral risk governance system of Chinese firms and points out the re-
search limitations and developments,

There are four kinds of innovations in this book:

1. The author confirms a firm is a moral entity and what’s more
business ethics can be combined with business practices beforehand.
This book breaks through the predecessor’s limitation that explores
combining business ethics with business practice before having settled
the premise why two objects can be combined.,

2. Another meaningful innovation is possibly the methodology
innovation, Based on systemic inspection on two mainstream method-
ologiess namely normative and positive, we prove that methodologies
can be combined. That is, normative and positive method is interde-
pendent when applies in respective concepts. Social relationship meth-
odology manifests this kind of amalgamation.

3. This research proposes the business moral risk is the co-result
of social construct and firms themselves. Tt explores factors affecting
business moral risk from external and interior perspectives and then
makes an empirical proofing. It manifests the systematic inspection of
this research, Moreover, according to the positive finds, the author

proposes corresponding governance solutions in view of different kinds
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of firms,

4. The breakthrough of concrete research method. This research
adopts deconstruct and relapse method, comparative analysis method,
content analysis method. In particular, this book makes an empirical
research and adopts Logit regression model by the newest data of Chi-
nese listed companies. It breaks through the limitation that the tradi-

tional business ethics research only uses theory reasoning.
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