Volume 9, Issue 8, August — 2024
ISSN No:-2456-2165

International Journal of Innovative Science and Research Technology

https://doi.org/10.38124/ijisrt/lJISRT24AUG823

The Extent to which Conflict of Interest in the Public
Sector Affects Private Sector Functioning

Geeta Sewsankar
Unicaf University

Abstract:- This analysis explores the profound
implications of conflict of interest in the public sector on
private companies, highlighting the intricate relationship
between governmental decisions and market outcomes.
Public-sector conflicts of interest can distort regulatory
frameworks, disrupt market competition, and
compromise ethical standards, leading to significant
challenges for private enterprises, including financial
instability and reduced investor confidence. The study
underscores the importance of transparent governance
and ethical integrity in maintaining a fair and competitive
economic environment. It concludes that addressing
conflicts of interest in public administration is not only a
matter of ethical compliance but a critical necessity for
ensuring equitable business practices and sustaining long-
term economic growth. By fostering a regulatory
environment centered on transparency, accountability,
and ethical governance, we can mitigate the detrimental
effects of conflicts of interest, thereby promoting a
healthier and more trustworthy landscape for private
sector operations.

I INTRODUCTION

Understanding the implications of conflict of interest in
the public sector on private companies is essential for
comprehending the intricate dynamics between governmental
decisions and market outcomes. Conflict of interest in public
administration can skew regulatory landscapes, affect
competitive fairness, and influence resource allocation,
leading to significant repercussions for private enterprises
(Christensen & Lagreid, 2011). These effects range from
disrupted market competition and compromised business
ethics to financial instability and reduced investor confidence
(Nichols & Schaffer, 2015). This analysis delves into how
public-sector conflicts of interest impact private-sector
functioning, emphasizing the importance of transparent
governance and ethical integrity in fostering a fair and
competitive economic environment (Rothstein, 2011).

1. LITERATURE REVIEW

Conflict of interest occurs when an individual's personal
interests, relationships, or activities compromise or have the
potential to compromise their professional judgment,
integrity, and Objectivity (Davis & Stark, 2001). In the public
sector, a conflict of interest can arise when government
officials or employees are influenced by personal gain,
familial connections, or external pressures that affect their
decision-making processes and actions (UCF, 2016).
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According to the University of Central Florida — UCF (2016),
friendship can bias people. Conflict of interest is a situation
in which an individual or organization has competing
interests or loyalties that could potentially influence their
decision-making process, impair their Objectivity, and
compromise their professional responsibilities (Thompson,
2005). This conflict can arise in various financial, personal,
and professional contexts (Lo & Field, 2009). Some vital
elements of Conflict of interest include Competing
Interests, where an individual has multiple interests that are
at odds with one another (Rothstein, 2011). These interests
can be financial, personal, or professional, leading to biased
decisions that favor one interest over another (UCF, 2016).
Potential for Bias is the risk that the individual's decisions
may be influenced by personal gain rather than by an
objective assessment of the situation (Emanuel & Thompson,
2008). This Bias can undermine trust and the integrity of
decisions made (UCF, 2016). Compromised Objectivity is
presented where the individual's ability to remain impartial
and fair is compromised (Thompson, 2005). This can affect
the credibility and reliability of their actions and decisions
(UCF, 2016). With Professional Responsibilities, conflict of
interest is particularly problematic when it interferes with an
individual's duty to act in the best interest of their
organization, clients, or the public. It can lead to unethical
actionsin line with professional standards (Lo & Field, 2009).

> Types of Conflict of interest

¢ Financial Conflicts

Arise when an individual stand to gain financially from
a decision they make in their professional role. For example,
officials award a contract to a company they have invested in
(Morris, 2021). Personal Relationships: Occur when
personal connections, such as family or friendships, influence
professional decisions. For instance, hiring a relative over
more qualified candidates (Brown, Jones, & Miller, 2020).
Dual Roles: Involve situations where an individual holds two
positions with conflicting interests.

An example is a public official who also serves on the
board of a private company affected by government
regulations (Smith & Garcia, 2023).

¢ Gifts and Hospitality:

Arise, when accepting gifts, favors, or hospitality could
influence an individual's decisions. For example, a
procurement officer receives gifts from a supplier they are
evaluating for a contract (Morris, 2021). Post-Employment:
Occurs when an individual's future employment prospects
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influence their current decisions. This is often seen in the
"revolving door" phenomenon, where government officials
join industries they once regulated (Brown, Jones, & Miller,
2020). According to Smith and Garcia (2023), Conflict of
interest can be manifested in decision-making where
decisions may favor personal gain over professional duty; in
withholding or manipulating information for personal
benefits; crafting policies that support personal benefit or
associates; awarding contracts to bodies with personal
relations; and Bias in research outcomes for personal finance
benefits.

» Implications of Conflict of Interest

e Trust and Credibility:

Conflict of interest can erode public and stakeholder
confidence in individuals and organizations, leading to
reputational damage (Johnson & Thompson, 2022).

e Legal and Ethical Violations:

This can result in legal and ethical standards being
breached, leading to legal consequences and professional
sanctions (Green, White, & Black, 2023).

o |Inefficiency and Inequity:

Decisions influenced by conflict of interest can lead to
inefficiency, unfair competition, and inequity, harming
overall organizational or societal welfare (Johnson &
Thompson, 2022).

e Moral and Ethical Concerns:

Conflict of interest raises significant moral and ethical
issues, questioning the integrity and fairness of individuals
and institutions involved (Green, White, & Black, 2023).

» Managing Conflict of Interest

To mitigate the risks associated with conflict of interest,
organizations and individuals must Implement Clear
Policies and establish and enforce comprehensive conflict of
interest policies (Williams & Parker, 2020).

e Ensure Transparency:
Require full disclosure of potential conflicts (Davis &
Martin, 2021).

e Promote Ethical Culture:
Foster a culture prioritizing ethical behavior and
decision-making (Williams & Parker, 2020).

¢ Independent Oversight:

Set up mechanisms for independent review and
oversight of decisions to ensure Objectivity (Davis & Martin,
2021).

o Regular Training:

Provide training on conflict of interest to educate
individuals about its risks and management strategies
(Williams & Parker, 2020). Conflict of interest is a critical
issue that can undermine the integrity, trust, and effectiveness
of individuals and organizations. By understanding and
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addressing conflict of interest, it is possible to promote fair
and unbiased decision-making, maintain public trust, and
uphold ethical standards.

» Theoretical Frameworks for Conflict of Interest

Agency Theory, developed by Michael Jensen and
William Meckling, examines the conflicts that arise between
principals (such as shareholders) and agents (such as
executives) when agents prioritize their interests over those
of the principals, leading to inefficiencies and potential
abuses of power (Jensen & Meckling, 1976). This theory
highlights the importance of monitoring mechanisms, such as
audits, to align the interests of both parties and reduce
information asymmetry (Velte P. , 2022). Conflicts of interest
between managers and shareholders are prevalent,
particularly when managers pursue personal benefits like
higher salaries or job security, potentially resulting in
overinvestment and misallocation of resources. This
misalignment can negatively impact firm performance,
necessitating mechanisms such as debt and dividend policies
to mitigate these effects (Nahandi & Khangah, 2018)

» Stakeholder Theory Description

Stakeholder Theory, articulated by R. Edward Freeman,
emphasizes that an organization should consider the interests
of all its stakeholders—not just shareholders—in its decision-
making processes (Freeman, 1984). Stakeholders include
employees, customers, suppliers, and the community. Critical
Theorist: R. Edward Freeman. Implications: In conflict of
interest, decisions that disproportionately benefit specific
stakeholders (such as executives or family members) over
others (such as employees or the public) can undermine
fairness and equity. According to Freeman's Stakeholder
Theory, organizations must balance the needs and interests of
various stakeholders to achieve long-term success (Pedrini &
Ferri, 2019). Recent studies highlight that stakeholder
management, which involves balancing the interests of
multiple groups, is crucial for sustainable supply chain
management (Hofmann, Busse, Bode, & Henke, 2019). The
pressures from different stakeholder groups necessitate
transparent and sustainable business management practices
(Dyer, et al., 2018).

» Ethical Theories - Deontological Ethics

Deontological ethics, rooted in Kantian philosophy,
emphasizes adherence to rules and duties irrespective of
consequences. This approach is essential in upholding ethical
standards in various fields, including medical ethics, where
the conflict between deontological and utilitarian principles
is prevalent (Tseng & Wang, 2021). In business ethics,
deontological theories provide a clear framework for ethical
decision-making by emphasizing the inherent rightness or
wrongness of actions, which helps build trust and credibility
among stakeholders (Vevere & Svirina, 2020).

> Utilitarian Ethics

This theory, developed by philosophers Jeremy
Bentham and John Stuart Mill, focuses on the outcomes of
actions. An action is considered correct if it promotes the
greatest happiness for many people. In conflict of interest
situations, actions that result in personal gain at the expense
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of the broader community's well-being are seen as unethical
because they do not maximize overall happiness or utility.
This theory was tested by exploring the ethical dilemmas in
healthcare, emphasizing the balance between deontological
and utilitarian ethics (Tseng & Wang, 2021). This study
argued that public health decisions should maximize overall
benefits while considering empathy and justice (Tseng &
Wang, 2021). Another study investigates moral pragmatism
and its relationship to utilitarian and ethical theories in
managerial decision-making (Chan & Ananthram, 2019). In
this study, the researchers highlight the significance of utility
calculations in moral decision-making, particularly in diverse
cultural contexts.

» Moral Hazard Theory

Moral Hazard Theory describes situations where one
party takes on excessive risk because they do not bear the full
consequences of their actions. This theory is often used in
economics and insurance contexts. Economists such as
Kenneth Arrow and Paul Krugman have widely discussed the
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concept. In the context of conflict of interest, public officials
or corporate managers may engage in risky or unethical
behavior because they are insulated from the negative
outcomes, leading to adverse effects on others who bear the
costs. Velte and Loy (2018) discuss the moral hazard in the
context of audit quality, emphasizing that information
asymmetries between management and auditors can lead to
risky behavior by management, as auditors may tolerate
financial misconduct due to conflicts of interest (Velte &
Loy, 2018). By understanding these theoretical frameworks,
it becomes clearer how conflicts of interest can be analyzed,
predicted, and mitigated, as these theories provide a basis for
designing policies and practices that align individual actions
with organizational or societal goals, ensuring fairness and
ethical integrity.

Table 1 below outlines the key similarities and
differences among the specified conflict of interest theories,
highlighting their respective focuses and areas of application
in organizational contexts.

Table 1 Similarities and Differences Among Conflict of interest Theories

Theory Similarities

Differences

Agency CONFLICT OF
INTEREST Theory
(Smith & Johnson, 2020)

Focuses on conflicts between agents
(managers) and principals (shareholders).

Primarily concerns the misalignment of
incentives between agents and principals.

Emphasizes fiduciary duties and agency
relationships.

Less concerned with broader stakeholder
impacts.

Stakeholder CONFLICT OF
INTEREST Theory
(Brown, 2019)

Considers conflicts arising from divergent
stakeholder interests.

Addresses conflicts beyond shareholder-
agent relationships.

Includes broader organizational impact

Less focused on fiduciary duties.

analysis.
Examines conflicts between ethical
principles and personal interests.

Ethical CONFLICT OF
INTEREST Theory
(Davis, Smith, & Miller, 2018)

Involves ethical decision-making dilemmas.

Less focused on financial incentives.
Focuses on outcomes and consequences over
conflicting interests.

Considers integrity and trust implications.
Evaluates conflicts in decision-making
based on maximizing utility.

Utilitarian CONFLICT OF
INTEREST Theory
(Johnson & White, 2022)

Considers efficiency and benefits
maximization.
Addresses conflicts related to risk-taking
and risk-sharing.

Less concerned with ethical principles.

Moral Hazard CONFLICT
OF INTEREST Theory
(Robinson, 2021)

Focuses on asymmetric information and risk
management.

Considers adverse consequences and Less focused on ethical dilemmas.

accountability issues.

» Signs of Conflict of Interest
Table 2 below explains some signs of potential conflicts
of interest and highlights situations where transparency,

ethical considerations, and appropriate governance are
essential to mitigate risks and maintain integrity in decision-
making processes (Davis, Smith, & Miller, 2018).

Table 2 Signs of Conflict of Interest Theories
Explanation

When individuals or entities involved in decision-making have undisclosed personal or
financial relationships that could influence their decisions.

It occurs when individuals prioritize their interests over those they are obligated to serve,

often resulting in decisions that benefit themselves at the expense of others.
This refers to situations where individuals owe conflicting duties to different parties,

leading to potential Bias or compromised decision-making.

Signs of Conflict of interest
Undisclosed Relationships

Self-Dealing

Dual Loyalties
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Financial Interests

Involvement in financial activities or investments that could lead to personal gain or loss
based on decisions made in a particular role.

Gifts, Favors, or Benefits

Receipt of gifts, favors, or other benefits from parties that could influence decision-
making or create the appearance of Bias.

Outside Employment or
Consulting

Holding positions outside of one's primary role could create conflicts between duties and
loyalties.

Family or Personal
Relationships

Relationships with family members or close personal connections could impact impartial
decision-making.

Access to Confidential
Information

Unauthorized access to or use of confidential information for personal gain or advantage.

Influence over Hiring or
Contracting Decisions

Using decision-making authority to benefit oneself or others in hiring, contracting, or
procurement processes.

Frequent Recusals or Exclusions

Often, one has to excuse oneself from decision-making due to personal interests
conflicting with organizational responsibilities.

> Effects of Conflict of Interest

Conflict of interest may affect the effective functioning
of an organization in many ways, as explained in Figure 1

of conflicts of interest, organizations, and individuals can
implement measures to mitigate these risks, thus ensuring
more robust ethical and practical decision-making processes.

below. By recognizing the signs and understanding the effects

»Public and stakehelder trust in individuals and institutions can be significantly eroded. Example: When citizens believe
. that public officials are making decisions based on personal gain rather than public interest, trust in government
Erosion of institutions diminishes
Trust
«COMNFLICT OF INTEREST can lead to breaches of laws and ethical standards, resulting in legal consequences and
professional sanctions. Example: Executives caught in CONFLICT OF INTEREST scandals might face fines, imprisonment,
Legal and or disqualification from serving in certain capacities.
Ethical
Violation
«Decisions driven by personal interest rather than merit or strategy can lead to inefficiency and poor organizational
Rt performance. Example: Hiring less qualified individuals due to nepotism can result in decreased productivity and
Organicational morale within an ocrganization.
Effectiveness
*Both organizations and the public can suffer financial losses due to decisions influenced by CONFLICT OF INTEREST.
. ) Example: A company might overpay for services from a vendor chosen due to a manager's personal interest rather
e than cost-effectiveness or guality.
Loss
«COMNFLICT OF INTEREST can create an uneven playing field, disadvantaging entities that do not engage in similar
: unethical practices. Example: Smaller businesses might be unable to compete for contracts if larger firms can unfairly
Uniair influence decision-makers.
Competition
= Public policies and academic research can be compromised, leading to biased outcomes that serve special interests
Compromised rather than the public good. Example: Policy decisions based on biased research might not address the actual needs of
Policy and the population, leading to ineffective or harmful policies.
Research
Integrity
«When CONFLICT OF INTEREST influences public sector decisions, it can lead to suboptimal outcomes that harm public
welfare. Example: If a health official promotes a drug based on personal investments, it might lead to widespread use
Diminished of an ineffective or unsafe treatment
Public
Welfare
*Organizations and individuals involved in CONFLICT OF INTEREST scandals can suffer long-term reputational harm,
affecting their ability to cperate and attract talent. Example: A company involved in a CONFLICT OF INTEREST scandal
Rfﬁtaﬁ““a' may lose customers, investors, and high-quality employees due to damaged credibility
mage
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» How Conflict of Interest in the Public Sector Affects
Leadership, Management, and Shareholders' Wealth in
Private Companies

Conflict of interest in the public sector can trigger
several opposing challenges to both the public and private
sectors in many regards (Brown, Jones, & Miller, 2020). For
instance, it can negatively impact leadership (Williams &

Parker, 2020). Public sector leaders who engage in conflict of

interest can set negative examples, thus encouraging similar

behavior among private sector leaders. Public officials
displaying unethical behavior lower ethical standards across
industries (Smith & Garcia, 2023). This may cause private
sector leaders to feel justified in engaging in similar unethical
practices that erode organizational integrity (Williams &
Parker, 2020).

Further, conflict of interest in the public sector can lead
to widespread distrust among private sector leaders regarding
the fairness of regulatory and governmental decisions
(Rothstein, 2011). Thus, leaders may become wary of
engaging with public sector entities, fearing biased decisions
and unfair treatment. This can hinder collaboration and stifle
public-private partnerships crucial for innovation and
economic growth. Significantly, scandals involving conflict
of interest can increase scrutiny and pressure on private sector
leaders, often resulting in turnover. A high turnover disrupts
strategic continuity and can delay the implementation of
long-term plans, thus affecting organizational stability and
performance (Williams & Parker, 2020).

Furthermore, conflict of interest can impact
management, resulting in the misallocation of resources due
to favoritism in public sector contracting and regulatory
decisions (Davis & Stark, 2001). Management may face
higher costs and operational inefficiencies if they must
navigate a landscape where public sector decisions are biased.
For instance, a company may invest more in compliance and
lobbying efforts to counteract these biases. Also, biased
regulatory and policy environments force managers to make
strategic decisions based on political considerations rather
than market conditions (Brown, 2019). This may cause
management to prioritize short-term compliance and risk
management over long-term innovation and growth, thus
hindering the company's competitive edge. Conflict of
interest in the public sector can give unfair advantages to
specific companies, such as Enron, which places them at a
competitive disadvantage (Brown, Jones, & Miller, 2020).
Companies not favored by biased public sector decisions may
struggle to compete, leading to market distortions and
reduced market share. This affects the overall competitive
dynamics, which can discourage new entrants (Davis &
Martin, 2021). Scandals and perceived unfair practices
related to conflict of interest can damage a company's
reputation while negatively impacting its stock price and
market valuation. Shareholders may see the value of their
investments decline due to market reactions to conflict of
interest scandals, leading to potential losses and reduced
investor confidence.
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Furthermore, conflict of interest can lead to
inefficiencies and increased costs, adversely affecting a
company's profitability and financial performance (Robinson,
2021). Lower profitability can result in reduced dividends and
capital gains for shareholders. Additionally, ongoing conflict
of interest issues can lead to financial penalties and legal
costs, further eroding shareholder wealth. Perceptions of a
biased regulatory environment increase the perceived risk of
investing in companies affected by conflict of interest (Davis
& Martin, 2021). Higher investment risk can lead to a higher
cost of capital, as investors demand greater returns for
perceived risks. This can limit the company's ability to attract
investment, hindering growth and expansion opportunities.
Moreover, persistent conflict of interest issues can damage a
company's long-term growth prospects by limiting its ability
to compete fairly and innovate (Johnson & White, 2022).
Shareholders' long-term wealth is tied to the company's
growth trajectory. Ongoing conflict of interest issues can
stagnate growth, resulting in diminished returns on
investment over time.

Thus, conflict of interest in the public sector has
profound and multifaceted impacts on private companies,
particularly in leadership, management, and shareholder
wealth (Williams & Parker, 2020). It can undermine ethical
standards, create distrust and uncertainty, disrupt strategic
decision-making, and place companies at a competitive
disadvantage. For shareholders, these issues can translate into
reduced market valuations, lower profitability, and higher
investment risks, ultimately affecting private enterprises'
overall wealth and long-term growth prospects. Addressing
and mitigating conflict of interest is essential to ensure a fair,
competitive, and thriving economic environment.

» Importance of Managing Conflict of Interest in the Public
Sector

Effective management of conflict of interest is crucial to
maintaining public trust in government institutions and
officials (Johnson & Thompson, 2022). When conflicts of
interest are unchecked, the public may perceive that decisions
are made for personal gain rather than the common good,
leading to cynicism and decreased civic engagement. Proper
conflict of interest management ensures that all individuals
and organizations are treated fairly and equitably. This
prevents favoritism and ensures that public resources and
opportunities are distributed based on merit and need rather
than personal connections or financial interests (Johnson &
Thompson, 2022). Also, managing conflict of interest
upholds high ethical standards within public institutions.
Public officials are expected to act in the public's best interest,
and compelling conflict of interest policies help ensure that
their actions align with this responsibility, reinforcing the
integrity of public service.

Additionally, effective conflict-of-interest management
promotes objective and unbiased decision-making (Davis &
Stark, 2001). When conflicts are identified and addressed,
decisions are more likely based on factual evidence and the
public interest rather than on personal gain or external
pressures. Further, conflict of interest management is a
crucial anti-corruption strategy (Freeman, 1984). By
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identifying and mitigating potential conflicts, governments
can reduce the risk of corrupt practices, such as bribery and
nepotism, which can undermine the effectiveness and
legitimacy of public institutions. Furthermore, managing
conflict of interest enhances accountability among public
officials (Morris, 2021). Clear policies and transparent
practices ensure that officials are held responsible for their
actions, deterring unethical behavior and fostering a culture
of accountability within public institutions. Effective
conflict-of-interest management helps protect public
resources from being misused. Ensuring that decisions
regarding public funds, contracts, and services are made
without personal Bias helps optimize the use of public
resources for the benefit of the entire community (Dyer, et al.,
2018). Properly managing conflict of interest ensures a level
playing field for all businesses and organizations interacting
with the public sector. This promotes fair competition,
essential for innovation, economic growth, and the efficient
delivery of public services. Compelling conflict of interest
management helps ensure that public institutions and officials
comply with legal and regulatory requirements. This reduces
the risk of legal disputes and penalties associated with
unethical behavior and enhances the overall governance

International Journal of Innovative Science and Research Technology

https://doi.org/10.38124/ijisrt/lJISRT24AUG823

the principles of democratic governance by ensuring that
decisions reflect the will and interests of the people rather
than the personal interests of public officials. This fosters
greater public participation and confidence in democratic
processes.

Thus, managing conflict of interest in the public sector
is essential for maintaining public trust, ensuring fairness and
equity, upholding ethical standards, enhancing decision-
making, preventing corruption, promoting accountability,
protecting public resources, encouraging fair competition,
ensuring legal compliance, and supporting democratic
governance (Brown, 2019). These factors are critical to the
effective functioning of public institutions and society's
overall well-being.

» Cases where Conflict of interest in the Public Sector
Caused Private Companies' Failure
Conflict of interest has adversely impacted many
companies and large corporations over the years, causing
heinous loss of reputation and assets. Table 3 below briefly
gives insights into five mega companies that this
phenomenon has destroyed.

framework. Moreover, handling conflict of interest supports

Table 3 Five Mega Companies Failure Caused by Conflict of Interest

Enron and the Energy Regulation Scandal (Webber, 2022)

Background: In the late 1990s and early 2000s, Enron Corporation, an American energy company, used complex financial
practices and close relationships with government officials to manipulate the energy market and inflate its stock prices.
Conflict of interest: Enron significantly influenced the Federal Energy Regulatory Commission (FERC) due to political
contributions and personal relationships between executives and regulators.

Impact on Private Companies: Competing energy firms that played by the rules found themselves at a disadvantage, unable to
compete with Enron's market manipulations. This led to distortions in energy prices, bankruptcies of smaller energy companies,
and a loss of investor confidence in the energy sector.

Outcome: Enron's eventual collapse led to significant financial losses and the bankruptcy of Arthur Andersen, one of the world's
largest auditing firms, which failed to properly audit Enron's books due to their conflicts of interest.

Samsung and the South Korean Government (EthicsUnwrapped, 2024)

Background: Samsung, a South Korean conglomerate, has faced allegations of undue influence over South Korean politicians
and public officials.

Conflict of interest: The company's leadership was accused of bribing government officials to secure favorable regulatory
decisions and government contracts.

Impact on Private Companies: This practice undermined fair competition, as smaller and emerging companies could not secure
similar government support. The preferential treatment of Samsung stifled innovation and competition in the South Korean tech
and electronics markets.

Outcome: The impeachment of President Park Geun-hye in 2017 was partly due to her connections with Samsung and the
perceived corruption. This scandal highlighted the extensive network of conflicts of interest affecting the country's business
environment.

SNC-Lavalin and the Canadian Government (Breen, 2019)

Background: SNC-Lavalin, a Canadian engineering and construction firm, was involved in a major corruption scandal involving
the bribery of foreign officials.

Conflict of interest: Allegations arose that Prime Minister Justin Trudeau and his administration improperly pressured the
Attorney General to intervene in the prosecution of SNC-Lavalin to avoid a criminal conviction.

Impact on Private Companies: The perceived favoritism towards SNC-Lavalin created an uneven playing field, where companies
not engaging in similar unethical practices or lacking political connections could not compete effectively for contracts.
Outcome: This scandal led to political turmoil in Canada, with significant public outcry and loss of trust in the government. It
also highlighted the importance of maintaining the integrity of judicial and prosecutorial independence from political
interference.

Woolworths and the Australian Government (Elmas, 2019)
Background: Woolworths, one of Australia's largest retail chains, faced allegations of receiving favorable treatment from local
governments regarding zoning laws and other regulations.
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Conflict of interest: Woolworths' executives had close relationships with local government officials, leading to suspicions that
these relationships influenced decisions on store placements and zoning laws.

Impact on Private Companies: Smaller retail competitors struggled to expand or maintain market share due to perceived
preferential treatment towards Woolworths. This created barriers to entry and expansion for new and smaller retail businesses.
Outcome: Public scrutiny and media investigations into these relationships have called for more stringent conflict-of-interest
laws and greater transparency in local government decisions.

Defense Contracting in the United States (Carey, Scalzo, Bennett, & Sherwood, 2022)

Background: Various defense contractors, including major firms like Lockheed Martin, Boeing, and Raytheon, have been
involved in scandals where their close ties to the Department of Defense officials influenced the awarding of contracts.

Conflict of interest: Many former military officers and defense department officials took up lucrative positions in these companies
after public service, leading to concerns about biased decision-making and procurement processes.

Impact on Private Companies: Smaller defense contractors and innovative startups found it difficult to compete for government
contracts due to the entrenched relationships between significant firms and defense officials. This stifled competition and
potentially hindered technological advancements in defense.

Outcome: This issue has led to repeated calls for stricter "revolving door" policies to prevent conflicts of interest and ensure a

fair and competitive bidding process for defense contracts.

As observed in the five case studies above, the conflict
of interest phenomenon is a hazardous, unethical practice for
any company to entertain. However, when it is practiced in
the public sector, which is tasked with oversight
responsibilities of both the private and public sectors, the
consequences can be devastating, and in cases such as Enron
and Samsung that contributed significantly to the countries'
GDP, detrimental to both the company and the nation.

1. RECOMMENDATIONS FOR APPLICATION

Given the detrimental impact of conflict of interest on
the effective functioning of organizations and companies in
both the public and private sectors, significantly when
oversight is being compromised, this study has laid out five
recommendations for application.

Firstly, implement and enforce stringent conflict of
interest policies and regulations. Strengthening regulations
ensures clear guidelines and consequences for managing
conflicts of interest (Davis & Martin, 2021). It also provides
a framework for organizations and individuals to understand
what constitutes a conflict of interest and how to
appropriately address it (Davis & Stark, 2001). Thus,
enforcing stringent policies helps prevent abuses, promotes
fairness, and maintains public trust in institutions. Secondly,
public officials must fully disclose financial interests and
relationships. Transparency is crucial in mitigating conflicts
of interest by disclosing and ensuring that relevant
information about economic interests and relationships is
openly disclosed (Velte & Loy, 2018). This allows
stakeholders to assess potential conflicts and hold public
officials accountable. It also fosters trust by demonstrating a
commitment to openness and ethical behavior, thus reducing
suspicions of favoritism or Bias in decision-making. Thirdly,
independent bodies should be established to monitor,
investigate, and act on conflicts of interest. Independent
oversight provides credibility and impartiality in addressing
conflicts of interest (Davis & Martin, 2021). Having external
bodies or mechanisms that are not directly influenced by the
parties involved enhances the integrity of conflict
management processes. Hence, independent oversight
ensures that investigations are thorough, decisions are fair,
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and actions taken are in the best interest of stakeholders,
minimizing the risk of internal biases or cover-ups. Fourthly,
training programs should be regularly conducted for public
officials on ethical standards and the importance of
impartiality. Training on ethics educates public officials
about ethical principles, conflicts of interest, and the impact
of their decisions on stakeholders (Vevere & Svirina, 2020).
It also raises awareness of ethical dilemmas and provides
tools and strategies for making impartial decisions (Davis,
Smith, & Miller, 2018). These training programs foster a
culture of integrity and responsibility, empowering officials
to recognize, disclose, and manage conflicts effectively.
Hence, it helps to create a proactive approach to ethical issues
that reduces the likelihood of accidental or deliberate
misconduct. Lastly, whistleblowing should be protected and
encouraged to expose conflicts of interest without fear of
retaliation. It is crucial to have whistleblower protections as
they are essential for uncovering conflicts of interest that may
go unnoticed or unaddressed (Brown, Jones, & Miller, 2020).
Protecting whistleblowers from retaliation encourages them
to report unethical behavior or conflicts of interest without
fear of reprisal. This protection helps to promote
accountability and transparency within organizations and
deters misconduct. It also safeguards against power abuse and
helps maintain organizational integrity by addressing issues
promptly and appropriately (Brown, Jones, & Miller, 2020).

Together, these recommendations can create a robust
framework for effectively identifying, disclosing, and
managing conflicts of interest, promoting accountability,
transparency, ethical behavior, and fair decision-making, thus
safeguarding organizational integrity and public trust.
Nonetheless, before implementation, the current conflict of
interest policies must be reviewed, and areas for improvement
must be identified. Clear guidelines, enforcement
mechanisms, and training and awareness programs should be
developed. During this stage, mandatory disclosure
requirements ensure public access and clear communication
channels (Davis & Martin, 2021). Establish oversight bodies
with impartial members who are tasked with reporting
confidential information. They are ensuring that there is
continuous ethics training with practical case study scenarios
for easy illustrations. Outline clear policies for
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whistleblowing protection and encourage employees and
stakeholders to report any unethical practices. It is critical to
periodically review the policies regarding conflict of interest
and make any necessary changes to align with current
changes (Williams & Parker, 2020). This can be obtained
through regular feedback from employees and stakeholders.
An effective way to better control this phenomenon is to
embed it into the organization's mission and value through
leadership, commitment, and good governance (Brown,
2019). Hence, by following these implementation strategies,
organizations can strengthen their capacity to manage
conflicts of interest effectively, promote transparency and
accountability, and uphold integrity in decision-making
processes (Johnson & Thompson, 2022). Each step should be
tailored to the organization's specific needs, context, and
stakeholders to achieve meaningful and sustainable
outcomes.

» Recommendations for Future Research

This study examined the impact that conflict of interest
in the public sector has on companies in the private sector.
However, many other areas can be explored in this regard.
For instance, studies to quantify the economic impact of
conflicts of interest in various sectors, evaluate the
effectiveness of existing regulations and policies in
mitigating conflicts of interest, compare conflict of interest
management across different countries and governmental
systems, or investigate the psychological and social factors
that contribute to conflicts of interest. These studies may help
to ensure fair competition and unbiased decision-making,
which can enhance economic efficiency and innovation in the
private sector (Chan & Ananthram, 2019). It may help with
policies and regulations that are more likely effective,
equitable, and free from conflicts of interest. Also, it will
address the reduction of conflicts of interest, which is crucial
for maintaining public trust in government institutions. It may
also improve corporate governance practices, resulting from
lessons learned in the public sector, and enhance overall
business  environments (Elmas, 2019). Thus, by
comprehensively addressing conflicts of interest, public trust,
and private sector functionality can be significantly
improved, leading to a more transparent and fair system for
all stakeholders involved.

V. IMPLICATIONS

This research exposed the challenges that companies
and organizations in the private sector face due to the public
conflict of interest, specifically regarding oversight. These
challenges may include non-compliance, inconsistent
enforcement, and a lack of transparency in regulatory
procedures. Thus, by giving insights into identifying conflict
of interest, its cause and effects, and its ability to dissipate
organizations such as Enron and Anderson Auditing
Company immediately, this study can have a profound impact
on the effective management of conflict of interest. It can also
contribute to the body of literature in this regard. Reducing
conflict of interest can lead to a more level playing field for
organizations, thus fostering innovation and competition in
the private sector. It will enhance the integrity of public sector
decision-making and restore and maintain public trust in
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governmental institutions. Organizations can ensure policies
are made in the public interest, free from undue influence,
leading to more effective and equitable outcomes. Lessons
from the public sector can inform better corporate governance
practices, benefiting the overall business environment.

V. CONCLUSIONS

In conclusion, the presence of conflict of interest in the
public sector profoundly impacts the functioning and success
of private companies. The erosion of trust, unfair competitive
advantages, and inefficiencies introduced by this
phenomenon undermine the integrity and fairness of market
operations. Addressing and managing conflict of interest is
not merely a matter of ethical compliance but a critical
necessity for ensuring transparent and equitable business
practices. By fostering a regulatory environment that
prioritizes transparency, accountability, and ethical
governance, we can mitigate the adverse effects of conflict of
interest, promoting a healthier, more competitive, and
trustworthy economic landscape for private enterprises. The
ongoing commitment to managing conflict of interest is
crucial for safeguarding the principles of fair competition and
sustaining long-term economic growth and stability.
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