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Managerial Corporate Governance
Communication

Silvio M. Brondoni

Abstract

Corporate governance communication has steadilyolmec more important as
markets have globalised. On open markets, the fpe@port on economic-
financial disclosures supplements the communicatistiem of companies, whose
policies are founded strongly on integration, inder to tackle an economic
context that is characterised by strong competittygnamics and growing
managerial complexity.

Globalisation tends to underline the importance adrporate governance
communication designed to assert a corporate calafrcompetitive confrontation,
therefore emphasising communication and informatitmws, decision-making
autonomy and operating accountability.
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1. Corporate Governance and Managerial Corporate Governance
Communication

In a dynamic, constantly changing scenario — wihiak expanded the corporate
boundaries of research, finance, manufacturing amarketing — corporate
governance communication takes on new market-@temharacteristiés in a
market-driven approaéh which emphasises its more specifically profession
dimensions, and outlines a ‘managerial corporateig@mnce communication’ that
can put companies in a position to tackle the ehats of the global marRet

o ‘Corporate governance is concerned with the natwfe the
interactions and relationships between the firm aitsl various
stakeholders in the process of decision-making endhe term of
control over firm resources. Corporate governaneé¢a be understood
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here, in general, as the interactions between mdkrctors, external
actors and the board members in directing a corgiora for value
creation. For understanding corporate governanceispecific firm it
is necessary to identify and understand the belaval the main
actors, including the board members, external atand internal
actors, and the context in which governance takese.

0 ‘Multinational corporations are at the forefronf ¢the drive toward
globalisation...The centrality of corporations’ gldisation strategies
becomes increasingly apparent...The importance ofduoporations are
governed — their ownership and control, the obyedithey pursue, the
rights they respect, the responsibilities they ggupe, and how they
distribute the value they create — has become demat the greatest
significance, not simply for their directors andastholders, but for the
wider communities they serve’

In a modern managerial approach, corporate goveenemmmunication takes the
shape of a specific relationship — based on coityimund responsibility — with the
publics (internal, external and co-makers) to whith company must address its
attention to develop a positive governance p8licy

o ‘Globalisation affects the corporate governancewo ways. First,
as trade barriers erode, the locally protected prod marketplace
disappears. A country’s firms’ performance is mesily measured
against global standards. Poor performance showsmgre quickly
when a competitor takes away market share, or iatev
quickly...Globalisation’s second effect comes frompiteh markets’
pressure on corporate governance...Firms expanding iglobal
markets often prefer to use stock, rather than cash acquisition
currency. If they want American investors to buy &old that stock,
they are pressed to adopt corporate governance ummesasthat those
investors feel comfortable with’

A ‘managerial corporate governance communicatiggpraach must first and
foremost consider the behaviour necessary to nteetdemand for corporate
information and communication, and must therefaregatate with the guidelines
of corporate governance actually adopted by thepemwy In particular, the
corporate governance model, regulated by positeas, Ireflects the contrast
between the so-called ‘Two-Tier System’ and theeQrier System’ (Figure 1)

The ‘Two-Tier System’ presupposes the separatiaih@inanagerial and control
functions, producing two distinct organs: the Maragnt Board, with governance
functions, and the Supervisory Board, with confuoictions.

The ‘Two-Tier System’ has recently been the subgédierce debate, favoured
by growing recourse to extraordinary financial @bens related to mergers and
acquisitions which, especially when they involvepavations of a significant size,
make it necessary to reconcile the needs of theelsblalers and management of the
companies involved.
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Figure 1: Corporate Governance Models

Corporate Gover nance models
‘TWO- TIER SYSTEM’ ‘ONE- TIER SYSTEM’

Separate Management and Single Governance Organ
Control Organs

Supervisory Board & Board of Directors
Management Board

Source: Silvio M. Brondoni, F. Gnecchi, ‘Corporate Govempa Communication’ Seminar,
University of Milan-Bicocca, 2006

The ‘One-Tier System’, on the other hand, presugpothat the corporate
functions of management and control are exercigea $ingle organ, the Board of
Directors. This organ therefore has all the powersessary both to manage the
company, and to control the activities undertakeln Italy, in particular, the small
average size of companies seems to be the maianréasthe prevalence of the
‘One-Tier System’.

In order to meet the need for information and comication about corporate
behaviour, and to correlate with the guidelinescofporate governance actually
adopted by the company (i.e. the alternative ‘Oma-Tor ‘Two-Tier' models) a
‘managerial corporate governance communicationr@ggh, must come to terms
with the chosen corporate model. Even in this casecan identify two alternative
guideline models, which do not in fact derive frpnecise legislation, but from the
relevant specific national culture of the indivitl@ampanies. In this context, we
can identify the following models of corporate stture and prevailing orientation
of communication and information flows:

- the Anglo-American modelwhich is characterised by highly fragmented
ownership, i.e. a broad shareholder base, andp@@ie culture that tends to
be Market Oriented, which presupposes a parti@andrcontinuous focus on
the outside world, for the very purpose of genagatnterest and consensus
around the performance of the corporation and wéetng potential new
parties willing to share the corporate risk;

- the European model characterised by the predominant presence of
companies with highly concentrated ownership,a.emall shareholder base;
unlike the previous model, the European model ssder Oriented, which
entails a particular focus on the interests of ¢habo already have a part of
the capital stock.

The public company model needs to adopt clear,ist@m criteria to regulate
relations with management and the ownership, whiely be fragmented among
several providers of risk capital, configuring tee-called ‘diffuse ownership’.
What is more, in global companies, management asnotributes to the
competitive corporate vitality according to a ‘dife’ logic, with the result that the
separation between ownership and management gesangdrpretative viewpoints
(of analysis and evaluation) of the members of graup or the other that can
diverge to a greater or lesser degree. Extern@migr@abmpanies have sprung up to
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simplify the complex reality of global corporatigrenjoying rapid success; their
information/communication flows are often ‘critibal dialectic’ with the
company’s corporate governance communication.

o ‘It is often argued that the majority of shareheisl cannot be expected
to discharge the traditional duties of stewardshiat stem from ownership
because they lack the necessary financial incentiMas argument against
investor activism arises where there is a liquidckeailike in Britain and
the United States so that typically ownership stae small in percentage
terms...Shareholders activism or engagement deriv@® finvestors
developing long-term face-to-face relationshipshwihe companies in
which they invest. Rather than their involvememidéttle more than that
of anonymous speculators, they became the owndrsawinterest in the
company progress...The need for this changer rekttiprhas come out in
recent years because of the increased dominarfoceaatial institutions as
shareholders... The growth in the size of pensiodd and insurance
companies means that increasingly, in many cassstutional portfolios
contain shares in a very large number of compairfie®t every one listed
on the market. At the same time relatively fewareshare now held by
individuals than in the past®.

On the other hand, theuropean modelwhich favours an Insider Orientation,
seems to limit corporate governance communicatmrthie protection of the
interests of risk capital providers, in other wqrds favour the so-called
shareholder view. In fact, global markets also dattee so-calledEuropean model
to adopt an ‘open’ form of management of R&D, opers, finance, marketing
and sales, with the result that the Shareholdew\éeolves into a more complex,
ramified network approach. Whereorporate governance communication is
concerned, the European model thus tends to comwamngthe Anglo-American
model and consequently the traditional dichotomtwben the prevalence of the
direction of inside/outside information flows tenttsbe surpassed by a new and
more up-to-date dichotomy based on the competitiaire of the information
flows, that reflects the Stakeholder View/Corpondiew contradiction.

2. Corporate Gover nance. Communication and Information Tools

In the face of different corporate obligations amekds, corporate governance
communication may be activated systematically, ezasionally. What is more,
depending on the contents to be disseminated itregard compulsory documents
(whose communication is imposed and regulated g End codes of practice), or
discretional documents (made public by the commamnghoice, due to the
importance of the subject). And finally, corporgt®/ernance communication may
be disseminated using specific communication to@ls in the case of the
publication of financial statement data and rejults suitable channels of
information (for example, channelling corporate seand management data
through specialist papers). For example, in the adscommunication tools, the
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company activates specific forms of communicatiaddressing specific audience
brackets — which allow it to exert complete contoser the contents of the
communication, and over the times and means ofedisgmting the message
(which is obviously ‘signed’ by the company). Howeythe use of information
channels also envisages the ‘active’ participatbthe media, which ‘sign’ (and
are therefore responsible) for the information eorvdd in the corporate
governance communication of a particular company

For example, where compulsory documents are coederlegislation often
specifies them in detail, even defining the minutesmtents; one concrete example
of this is the documents that accompany the answamary of corporate results
(statutory financial statements, board of auditoegort, external auditors’ report,
etc.). Other documents have recently been madessegeby specific legislation,
for example, the Ethics Code regarding administeataccountabilit}’. The
dissemination of discretional documents is a restithe corporate culture of
openness to the markets (although it can gendbpallgoted that this decreases as
the integration of networking made necessary bygtbbal market increases) and it
is linked in particular to the specific sensitivithat each company reveals to
corporate communicatidh For example, with an ‘environmental report’ or a
‘social report’, but also an ‘intangibles report’‘gender budgeting'.

Figure 2 below indicates the main tools of commatias and information that
are a part of managerial corporate governance.

Figure 2: Corporate Governance — Communication and Infornrafiools

Cor porate Governance
Primary Communication/I nformation Tools

- Corporate Governance Report

- Statutory Financial Statements (yearly, intei@onsolidated)
- Board of Auditors’ Report

- External Auditors’ Report

- Ethics Code

- Intangibles Report

- Environmental Report

- Social Report

- Gender Budget

- Information about relations between parent corgpand subsidiary companig®.g. joint
ventures, acquisitions and disposals of companpdes and significant equity investment
etc.)

- Information about meetings with market operators

- Interviews and declarations to mass media

- Information about Corporate Responsibility

- Information about Corporate Social Responsibility

- Information about Social / Educational / Resedahtnerships

I

Source: Silvio M. Brondoni, F. Gnecchi, ‘Corporate Govempa Communication’ Seminar,
University of Milan-Bicocca, 2006

The ‘Corporate Governance Report’ is thereforeiaf lmfocument that presents
the structures and procedures of corporate goveenamhose preparation and
dissemination — voluntary, but often recommendeddiypany auditing organisms
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— outlines the company'’s orientation to opennessteansparency with its primary
and secondary interlocutdrs

Figure 3: Key Issues in the ‘Corporate Governance Report’

- Board Structure& Director Qualifications
(Composition of the Board; Selection of Board Men#) Directors Qualification Standards;
Board Leadership; Committees of the Board; Terntir&aent, Resignation)

- Board Responsibilities, Compensation, OrientailoBontinuing Education
(Approval of Major Strategies and Financial Obiezs; Executive & Director Compensatiop;
Board Interaction with Outside Constituencies; Biog Orientation & Continuing Education;
Conflict of Interest)

- Board Operations: Access to Management & Advisors
(Director Interaction with Management; Accessrtddpendent Advisors)

Source: Silvio M. Brondoni, F. Gnecchi, ‘Corporate Govempa Communication’ Seminar,
University of Milan-Bicocca, 2006

3. Corporate Governance: Information and Communication in the
StakeholdersView and the Corporate View

The economic wellbeing of the last thirty years improved literacy and the
spread of digital information and communicatiorchtelogies have helped to make
consumers, suppliers and investors more expercareful in their purchasing and
investment behaviotft Once easily manipulated, consumers, suppliersraestors
evolve in markets where relations between suppld a@emand (final and
intermediate) are based on networking relationsypsgdition is very strong and is
developed on open markets, and finally a wide rasfgsources of information is
available and accessible at ever-lower costs, yiodifthe very nature of relations
between the global enterprise and its internalextelrnal interfaces.

o ‘The recent scandals in corporations have made yman
commentators reflect and react for creating sustbla value for
shareowners, customers, employees and communitiggovérnance
revolution seems to be taking place, and while mafifigial reforms
have already been passed following Enron’s meltddward are going
even further, instituting sweeping changes in theomposition,
structure, and practices on a scale not seen sshgeocketing executive
pay gave birth to the modern governance movemeheii980s™’.

Global managerial economics thus increasingly teteacontrasting vision that is
inherent in the so-called corporate view (i.e.dbporate and unitary perspective of the
corporation), distinguishing it from the stakehold&w (i.e. the multiform and very
differentiated perspective expressed by the varstagkeholders) where corporate
governance communication is concerned (Figuren2dhis context, for example, the
increase in consumers’ critical capability in opearkets contributes directly to the
improvement of the market on the final demand $wleich translates into greater
opportunities for choice at a lower cost). At thens time it determines new needs for
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transparency and accountability on the part of lsuppd the different levels of

intermediate demand (retailers, wholesalers, panehagroups, communities, etc.). In
fact, taken as a whole, a lack of choice, accesaftomation, pressure on prices,
striving for product safety, and disloyalty in coential transactions modify relations
between consumers, trade and industry, to the ibehef new sense of responsibility
on the part of businesses. Similarly, in the cantexrelations between a certain
business, the media and the public, global marestd to develop new forms of
consumer consciousness which generates pressuigsgrat force growing attention
on the limitations of natural resources, the unotlable growth of waste and the social
costs of the various types of consumption. Thes&cel can modify the determinants
of consumption of specific goods (for example fofsprotected species, beauty
products whose experimentation exploits vivisect@a.), proposing the recognition of
the social costs of use of the environment.

Figure 4: Stakeholder View and Corporate View

Stakeholder View vs. Corporate View
Equity / Asymmetrical information
Correctness / Specificity
Comprehensiveness / Partiality
Timeliness / ‘“Timing News’ Control
Transparency / Opacity

Source: Silvio M. Brondoni, F. Gnecchi, ‘Corporate Govemsa Communication’ Seminar,
University of Milan-Bicocca, 2006

More generally, as Figure 4 shows, in the econoroicglobal corporations’
market relations, the perspective of the stakemsldpublic’ interests tends to
instil value in a corporate governance communicagiolicy based on standards of
equity in information, i.e. information disclosegnametrically to the various
internal, co-maker and external interlocutdr©n the other hand, the corporate
perspective tends to reward a managerial functiamh presupposes asymmetrical
information flows, which envisage that the opennekshe corporate system is
graduated to the different publics present on tmous markets. This openness is
connected directly to the interest shown by indiaildgroups of interlocutors.

What is more, the stakeholder view presupposesectrcorporate governance
communications (i.e. designed to present a givepazate event with an uncritical
sentiment, without ‘forcing’ its interpretation ime with precise, and often not
immediately comprehensible, corporate interestsii acomprehensive’ (i.e.
interpreting company events examined from variagaw/points, in order to prevent
possible speculation and controversy). On the dihed, the corporate view tends
to disclose ‘specific’ information (with an ‘intengtation’ designed to pursue
definite and contingent corporate interests andesisnated by the most suitable
channels) and ‘partial (with a deliberately limitedew’ of facts and events, to
emphasise the positive aspects for the organigation

o ‘Industry and a competitive environment are amtreyfactors that,
in general, are presumed to influence corporate egoance...
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Governance systems may vary significantly betwerawledge-

intensive firms and capital-intensive firms. Sonmdahese differences
may also relate to variations in property rights.n stakeholder-

sensitive industries there may be particular empghas transparency
and accountability. Boards in such industries witipre than boards in
other industries, be related to various stakeholdencerns such as
corporate social responsibility. This is the caf®, example, in highly
polluting industries, the energy sector the heatihe sector, etc*.

And finally, the stakeholder view presupposes c@f® governance
communications that are ‘timely’ and ‘transpargotiaracteristics with an obvious
significance, which do not require specific explao® referred directly to basic
sentiments, which are elementary and easily sidréjerefore, from a corporate
viewpoint, corporate governance communication ofegnas to be distinguished by
‘Timing News Control’ (i.e. disclosure of informah to the various publics and
stakeholders that is partial, strongly controlledts contents, timing and method of
dissemination) and ‘information opacity’ (i.e. angealised tendency to ‘remain
one step behind’ compared to the information exigwis expressed by
stakeholders}.

4. Cor porate Gover nance, Communication and Global Cor porations

At the end of the Nineties and the early yeardiefriew Millennium, there was a
rapid acceleration in the globalisation of the \@atonom§?.

Competition has become global and for numerousethe target market is no
longer a State or a continent, but vast groupirfgsdustrialised countries. This
phenomenon, which is particularly evident in Eurbpeause of the size of domestic
markets, has made traditional multinational orgaias (multidomestic
corporations) obsolete, and they have been replagedorms of transnational
organisation (network organisation), which are aloleface up to the economic
interdependence of the target markets (global n&rk®omestic markets are no
longer separate spaces but must be managed aaggrspates of target markets,
because what takes place in one market influericie athers®,

Corporate governance communication has steadilprbecmore important as
markets have globalised. On open markets, thefgpegport on economic-financial
disclosures supplements the communication systesaropanies, whose policies are
founded strongly on integratith in order to tackle an economic context that is
characterised by strong competitive dynamics aadigg managerial complexity.

In global markets, corporate governance commurmigaititerfaces on one side
with the new role of the Nation-Stateand on the other with the structure of the
‘network organisation’ of the global corporation.

o ‘In the contemporary story of transnationalisatiohantitrust... the
path currently threaded privileges the developmeit normative
institutions or rules of the game —common beliefd eultural values-
over the setting-up of structures, organizationd &mding regulation.
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It appears to favour mechanisms of self-regulatieogialization and
self-responsabilisation over logics of coercion anexternal
constraints... The concept of hegemony appears mogetlg useful
and applicable in this context. The ways in whitie tgames of
negotiation and collective decision-making will done and interact
with degemonic processes in the coming years &ihains to be
seen™.

First of all, where theole of the Statas concerned, the globalisation of the
economy reveals new problems to manage specificna@tforces and resources. As
open markets take hold, national governments tetase some of their prerogatives,
to the extent that their transnational authoritgkens’. A market economy demands
a strong State that sets and enforces the ruletheofcompetitive game, but
globalisation also undermines the role of natiag@lernments. As a result, global
capitalism favours the development of powedupranational institutionglike the
European Commission on the issue of the protedtfqorivacy, the Directorate for
competition, the O.E.C.D. on the issue of corruptithe World Bank, the
International Monetary Fund, the World Trade Orgation), which, also drawing on
the knowledge network structures, can issue camisdirectives that orient the
decisional sphere of national governments, padrtuivith regard to environmental,
food and healthcare probleffis

o ‘Today there is no lack of data informing the gahesconomic
debate...However, the reports and releases coming frentral bank
have a special status... The knowledge productiorenfral banks is
considered particularly apt, relevant and consedian Central
bankers constitute a global knowledge community.is &btonomous
and self-governing knowledge community can be tBpias a
Transnational governance netwofk’

In addition to the new role of the Nation-States, global markets corporate
governance communication must also come to terrtis tiwe new problems of the
development of supranational demand segmentspopgiof investors, customers and
suppliers present in each country with similar biha or similar expectatioi

Globalisation therefore does not simplify corporgdeernance by homogenising
(or standardising) the managerial conduits of cafons in the various countries,
but highlights the fact that in each country thee groups of stakeholders with the
same needs, that can therefore be approachedhgittatne corporate policies (i.e.
with identical brands, common funding plans, étc.)

The new context of global competition has dradijcahodified the role of
strategic alliances, imposing a collaborative nekwtngic between groups of
companies with similar profiles and dimensithin fact, the multinationals from
developing economies are structured to compete giblaal level (typically in
networks and constellations of companies), while thArger multinationals of
industrialised economies promote numerous formsarhpetitive cooperation,
through strategic alliances both equity and nontgquStrategic competitive
collaboration alliances’ highlight the common coiippee network structure
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adopted today by companies operating on globak-sweplied markets, where the
company performance of individual units (local) aowkrall at corporate level
(global), imposes a new and fundamental conceptooporate accountability,
which sees sustainable growth as a corporate dawelot benchmark.

The globalisation of the markets determines new pmiition paradigms:
companies must be able to compete according tokehapace competition’
logics, proposing competitive boundaries in whibk tefinition of the rules that
companies must conform to cannot be oriented biynieal characteristics, even
when these are important, such as the choice ofwtbdier model instead of the
one-tier model. In fact, on open markets, compmetitspace is redefined by
‘market-space management’ logics and as a resgltdifficult to define in sectors
of activity, but can more appropriately be linkedsyystems of intangible resources
that help to qualify companies’ competitive pradife

And finally, the challenges of globalisation deteven the orientation of the
company to the market focusing on the concept sfacner value management, i.e.
a continuative approach designed to offer goodaftss with a higher value than
those of the competition to selected aggregatesderhand (market-driven
management). In fact, we tend to overcome the met@rientation which favours
the expectations of the customer/consumer and sligel to be inadequate on
highly competitive markets, primarily developingtbompetitive dimension of the
demand vacuum. A competitive approach to the markatarket-driven
management) is therefore designed to guarantedfiaierd intersection between
demand (intermediate and final) and supply, dewetppproducts (new and
improved, and in any case able to satisfy ‘demarables’ better than competitors)
and organising physical trade and communicationdl¢oush/pull communication)
between the company and its clientele. This apprpaesupposes a market-driven
managerial mind-set which requires: a corporatactire organised by market
rather than by product or plant; a corporate caltoriented to results and
motivated by variable demand and instability in ttwstext of competition; the
preparation of new metrics of intangible and talgifactors, to estimate the
corporate performance in external and changingesasit.

Market-space competition conditions define soptastid competition boundaries
with a global matrix, in which space and time camebto form and dynamically
modify the relevant competitive context, thus mgkithe evaluation of any
conditions of market predominance particularlyidifft to assess using traditional
and consolidated performance and position indices

In the last two decades, the globalisation of cmafe organisation, and
encroaching over-supply, has induced numerous laggporations to develop
plans to extend their activities, according to abgl corporate viewpoint, which
tends to reorganise distinctive competitive capidsl in search of vaster
economies of scale, activating corporate aggreggtioat are difficult from a legal-
corporate point of view, but above all in termstbé integration of different
national corporate cultures.

As a result, globalisation tends to underline timepartance of corporate
governance communication designed to assert a i@epoulture of competitive
confrontation, therefore emphasising communicat@md information flows,
decision-making autonomy and operating accountgbili
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The transformation from a local company (and thesmf a multidomestic
company) to a global network organisation, i.eomgany with several competitive
spaces, questions certain consolidated concepthiding the disquisition of the
‘one-tier’/'two-tier’ system) because space beconti@s critical element, which
demands a commitment to ‘hold together’ manageriaitis often ‘dispersed’ in
60/80 countries and often also fragmented ownership

Corporate governance communication of global ‘nekwayganisations’ therefore
interfaces with employees, co-makers and partneénsa—dimension of transparent
integration — emphasising the ‘corporate ethicshef new values of citizenship of
the global corporation.
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comunicazione d’impres&inergie May-December 1997, p. 69.

" See Jeffrey Neil Gordon, Mark J. R@pnvergence and Persistence in Corporate Governance
Cambridge University Press, Cambridge, 2004, p. 42.
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The executive board consists of the TMT, and th©G&usually the chairperson of the executive
board. It is the supervisory board that is calleel ‘board’. In the Scandinavian model there is one-
board system, but the board members are gene@iherecutives elected by the shareholders. It is
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Environment]nternational Entrepreneurship and Management Jalymm. 1, 2005, p, 313 and following.
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disasters, and the mendacity of communications..uldhenduce companies to understand the
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represents an ethical principle of orientation ddirthose who, for various reasons (for example,
auditors, governance organisms, etc.) are requiedlegitimise the content of economic
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Cultura di network performance e dinamiche comp&titGiappichelli Turin, 2006.

24 Cf. Silvio M. Brondoni, Ouverture de ‘Market-Spat#anagement’,Symphonya. Emerging
Issues in Management (www.unimib.it/symphonyal, 2002.

% Cr. Luca Bisio, Global Companies and Global Reipra Symphonya. Emerging Issues in
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patrimonio di marcaGiappichelli, Turin, 2004.

3 Cf. Silvio M. Brondoni,Risorse immateriali e concorrenza d'impresa Silvio M. Brondoni
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