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Abstract 

 

For a number of reasons, corporate governance has been “front page” news all around 

the world over the last two decades.  Unfortunately, one of those reasons has been the 

proliferation of scandals and financial crises that trace their roots to apparent 

shortcomings in corporate governance systems in countries dispersed widely around the 

world including the US, Russia, Brazil and Japan and other parts of Asia.  The response 

has been a plethora of changes to laws and regulations as well as countless reports and 

model codes of conduct.  In the US, for example, the Sarbanes-Oxley Act and directives 

issued by the Securities and Exchange Commission through the national securities 

exchanges have substantially changed the landscape for duties and responsibilities of 

directors, officers, outside auditors, attorneys, and investment bankers.  The focus of 

these corporate governance initiatives varies from place-to-place and time-to-time and 

has included attempts to reduce the perceive lack of transparency in corporate 

governance systems and an unwillingness to integrate independence into the board 

rooms, improving the diversity and functioning of boards of directors and identifying 

ways to enhance the engagement and participation of shareholders. In addition, the 

perceived need to improve corporate governance has attracted the interest of global 

economic and political organizations working on development programs. 

 

For a number of reasons, corporate governance has been “front page” news all around the 

world over the last two decades.  Unfortunately, one of those reasons has been the 

proliferation of scandals and crises that trace their roots to apparent shortcomings in 

corporate governance systems in countries dispersed widely around the world.  In the US, 

for example, the unprecedented turbulence in the business and financial markets during 

the early 2000s led to substantial scrutiny of corporate management and the professionals 

who provide advice and guidance to the chief executive and financial officers of public 

companies.  Scandals and substantial losses by ordinary and institutional investors led to 

                                                 
1
  This report is based on material appearing in Business Counselor’s Guide to 

Organizational Management by Dr. Alan S. Gutterman and is presented with permission 

of Thomson Reuters/West.  Copyright 2013 Thomson Reuters/West.  For more 

information or to order call 1-800-762-5272.  Dr. Gutterman is the Director of the GL&B 

Institute for Management Training and Studies [http://www.guttermanmanagement.org], 

which includes the Center for Comparative Management Studies 

[www.comparativemanagementstudies.org].  Inquiries about this report should be 

addressed to Dr. Gutterman at agutterman@alangutterman.com. 



2 

 

tremendous changes in the regulatory environment for governance of corporations.  As a 

result, the traditional US corporate governance scheme that had existed for years was 

thrust into a state of transition.  Congress and the Executive Branch, through sweeping 

legislation such as the Sarbanes-Oxley Act of 2002 (the “Sarbanes-Oxley Act”), the 

Securities and Exchange Commission (“SEC”) and the major securities exchanges 

developed new rules that expanded the rights of, and protections for, shareholders while 

imposing substantial obligations on directors, officers, outside auditors, attorneys, and 

investment bankers.  Additional changes and reforms have been made in the US since the 

Sarbanes-Oxley Act came into effect and the work of Congress, the SEC and the various 

securities exchanges has also been supplemented by guidelines continuously issued by 

industry and professional groups (e.g., the American Bar Association’s Task Force on 

Corporate Responsibility, the Business Roundtable and the American Law Institute) and 

modifications to state corporations laws in Delaware, the preferred state of incorporation 

for a majority of public companies in the US, and elsewhere.   

 

Scandals, and investigations of corporate governance practices at the highest levels of 

government, have not been confined to the US and there have been significant events and 

developments in other industrialized countries in recent years that highlight the attention 

being given to governance issues.  For example, “bad” corporate behavior has been 

tapped as one of the factors leading to severe financial crises in Russia, Asia and Brazil in 

the late 1990s and the economic woes that have been felt by the Japanese for two decades 

have been blamed, at least in part, on a lack of transparency in Japan’s corporate 

governance system and an unwillingness to integrate independence into the board rooms 

of Japanese corporations.  The United Kingdom, watching developments in the US 

intently, has had a continuous stream of changes to its codes and regulations relating to 

corporate governance and financial markets.  The European Union, its members torn and 

beaten by financial crisis, has embarked on an effort to improve the corporate governance 

framework among its members with a particular focus on improving the diversity and 

functioning of the boards of directors and the monitoring and enforcement of existing 

national corporate governance codes and identifying way to enhance the engagement and 

participation of shareholders. In addition, as discussed elsewhere in this chapter, the 

perceived need to improve corporate governance has attracted the interest of global 

economic and political organizations such as the Organisation for Economic Co-

Operation and Development, or “OECD”. 

 

A World Bank Report on Corporate Governance and Development provided reasons 

other than scandal and crisis for countries and international organizations to be interested 

in corporate governance: 

 

 Privatization of firms and industries formerly owned and controlled by national 

governments in a number of countries has created increased demand for good 

corporate governance in order to induce investors to place their capital at risk with 

these newly-listed companies. 

 Technological progress, as well as liberalization of national laws and regulations 

regarding firm ownership and cross-border investment, has increased the scope and 

complexity of global capital markets, a phenomenon that has not only made good 
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corporate governance more important but also made it more difficult to achieve since 

there are more opportunities for unethical behavior. 

 The growing importance of institutional investors as delegates of funds provided by 

individual investors has increased the need for corporate governance practice that 

protect the increasing number of beneficial owners who have become more distant 

from day-to-day management of the businesses in which they are invested. 

 Increases in cross-border trade and investment have led to the creation of more and 

more enterprises composed of stakeholders from different cultures and legal systems, 

often resulting in uneasiness and confusion about the appropriate corporate 

governance structures for those enterprises. 

 Countries embark on new regulatory strategies and reforms on a continuous basis, 

resulting in an ongoing evolution and transition of the local and global financial 

landscape that requires constant monitoring by businesses everywhere, regardless of 

their size or level of involvement in global financial markets.  Change also brings 

innovation in financial instruments as investment bankers and their clients struggle to 

find new ways to improve their return on investment of their assets; however, as we 

have seen, these innovations often are accompanied by levels of risk that have been 

misunderstood and underestimated even by those closest to the innovation process. 

 

Globalization of financial markets and the seemingly closer proximity of legal and 

institutional norms has led many to predict that there will ultimately be a convergence 

that results in uniform corporate governance institutions and standards around the world; 

however, others have rejected this notion on the basis that ownership and control 

arrangements are still a part of a society’s core characteristics and, as such, will remain to 

a considerable degree idiosyncratic.  What is expected, or at least hoped for, is that the 

increase in cross-border investment and participation of foreigners in local economies 

will lead to a recognition that there needs to be a better mutual understanding between 

overseas investors and the companies they invest in regarding the reasonable 

requirements of those investors regarding transparency and disclosure norms and a 

recognition by those companies that they can and will derive greater value by 

acknowledging and respecting the interests of all of their stakeholders. 

 

The importance of corporate governance for companies and countries all around the 

world has been succinctly summarized as follows in a United Nations publication 

released in 2004—“Who Cares Wins: Connecting Financial Markets to a Changing 

World”, UN Global Compact”: “In a more globalized, interconnected and competitive 

world, the way that environmental, social and corporate governance issues are managed 

is part of companies’ overall management quality needed to compete successfully.  

Companies that perform better with regard to these issues can increase shareholder value 

by, for example, properly managing risks, anticipating regulatory action or accessing new 

markets while at the same time contributing to the sustainable development of the 

societies in which they operate. Moreover these issues can have a strong impact on 

reputation and brands, an increasingly important part of company value.”  If this 

statement is true, the primary push for corporate governance standards will come from 

individual firms, responding to market requirements and consumer perceptions of their 

reputation and brands, as opposed to formal rulemaking by the state.  


