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Introduction

In the broadest sense, the purpose of corporate governance is to ensure that listed companies are fair and honest with their range of stakeholders. These stakeholders include shareholders, employees, customers and society at large.

A corporate governance framework, from this perspective, would be a wide-ranging system of internal and external checks and balances which polices and advises organisations to different degrees depending on their levels of engagement with, and relationship to, the company.

In reality, attempts to look at corporate governance from this broad perspective are few and far between. Instead, corporate government legislation and corporate governance thought, encompassed in the popular and academic literature, focuses predominantly on a very narrow view of corporate governance. This view is concerned with the rights of shareholders in corporations, and within that group, primarily with the rights of institutional investors. 

This view of corporate governance defines its primary task as addressing the agency problem whereby a firm’s ownership is separated from a firm’s management. By taking this stance, the underlying assumption is that the prime stakeholder in a company is the provider of capital.

This article seeks to rebalance the debate around corporate governance by attempting to expand the definition of the corporate governance from a narrow focus on shareholder protection to include the broader range of stakeholders, and to map what such an internal and external scrutiny framework may look like.

Firstly, a review will be provided of the shareholder view in a variety of countries around the world, including both industrialised and emerging markets. Thereafter, the shareholder view will be considered as one element within the broader framework of scrutiny. We believe that a purely financial, institutional approach does not do justice to the needs of society. Some small steps are being taken to redress this imbalance. In the corporate social responsibility field, there are initiatives to take a triple-bottom line- and social process perspective to take account of involved financial, social and environmental responsibilities. What has not been developed in that area is a diverse view of what scrutiny could look like, both formally and informally, should a real stakeholder view be taken.

The Financial Community View of Governance: Its Spread
Mallin, Mullineux & Wihlborg (2005) introduce a recent article on development in corporate governance in the UK, with two definitions of what corporate governance is. Sir Adrian Cadbury, who chaired the 1992 Report of the UK Committee on the Financial Aspects of Corporate Governance, defined corporate governance in a more recent (2002) book as the ‘system’ by which companies are directed and controlled. The OECD, as the authors note, defined it as a set of relationships between a company’s management, its board, its shareholders and other stakeholders. Corporate governance also provides the ‘structure’ through which the objectives of the company are set, and the means of attaining those objectives, and monitoring performance are determined (Cadbury, 1999).

The reforms arising from the Cadbury Report focussed on board room control. Audit committees were to be implemented to scrutinise the accounts, a nominations committees to ensure board member appointment clarity, and there were to be three non-executive directors on the board to ensure a balance of dependence and independence. Cadbury (200) noted, in an interview after completing the report, that the committee was asked to address only the financial aspect of corporate governance, with a view to restoring confidence in reporting and auditing practice.

Following on from Cadbury, further high level committees continued along this vein. Greenbury (1995) focussed on executive renumeration, Turnbull (1999) focussed on internal controls and risk management, and the 2003 revisions to the 1998 Combined Code focused, on the one hand, on the company and, on the other, on institutional investors, who should regularly engage with the company in ‘a dialogue based on the mutual understanding of objectives’. 

In the United States, the early nineties saw the publication of the Treadway Commission Report of the Committee of Sponsoring Organisations. It is indeed quite revealing that in a country where, for example, Audit Committees were mandated by the New York Stock Exchange as early as in 1973, a Blue Ribbon report in 1999 was found necessary to explore ways of improving the effectiveness of Audit Committees. Following a flurry of scandals, US legislation culminated in the Sarbanes-Oxley Act of 2002, which focussed on internal controls, audits, and legally binding statements from corporate officers. Sarbanes-Oxley has generated a costly compliance culture which affects not only US firms, but also affects international firms who have shareholders in the United States, or who do business in, or with, the United States.

Canadian initiatives on corporate governance, spearheaded by the Toronto Stock Exchange, led to the publication in 1994 of the provocatively titled report, Where were the Directors?, which was itself the subject of a 1999 review of compliance and implementation in Five Years to the Day, appropriately named after the chair of the earlier 1994 committee.  

This two pronged approach to corporate governance has taken place in a range of countries around the world. Corporate governance is defined primarily in terms of the rights of shareholders in companies. By looking at India and South Africa, one can note the spread of these formalised systems.

Early corporate developments in India were characterised by the managing agency system that did not separate ownership from management. It gave birth to not only dispersed equity ownership, but also to the practice of management enjoying control rights disproportionately greater than their stock ownership. The turn towards socialism in the decades after independence denoted by the 1951 Industries (Development and Regulation) Act as well as the 1956 Industrial Policy Resolution put in place a regime and culture of licensing, protectionism and widespread red-tapism that bred corruption and slowed the growth of the corporate sector. Geo-political developments made the situation degrade from bad to worse in the following decades as corruption, nepotism, ineffectiveness and inefficiency became the hallmarks of the Indian corporate sector. Exorbitant tax rates encouraged creative, dishonest accounting practices and complicated emolument structures to beat the system.

The years since the liberalization of the Indian economy have witnessed wide-ranging changes, in both laws and regulations driving corporate governance, as well as general consciousness about it.

Perhaps, the most important development in the field of corporate governance and investor protection in India has been the establishment of the Securities and Exchange Board of India (SEBI) in 1992, and its gradual empowerment since then. Established primarily to regulate and monitor stock trading, it has played a crucial role in establishing the basic minimum ground rules of corporate conduct in the country. Concerns about corporate governance in India were, however, largely triggered by a spate of crises in the early 1990s – the Harshad Mehta stock market scam of 1992, followed by incidents of companies allotting preferential shares to their promoters at deeply discounted prices, as well as those companies simply disappearing with investors’ money. These concerns about corporate governance, stemming from the corporate scandals as well as opening up to the forces of competition and globalization, gave rise to several investigations into the ways to fix the corporate governance situation in India. 

One of the first among such endeavors was the CII Code for Desirable Corporate

Governance, developed by a committee and chaired by Rahul Bajaj. The committee was

formed in 1996, and submitted its code in April 1998. Later SEBI constituted two

committees to look into the issue of corporate governance – the first chaired by Kumar Mangalam Birla, that submitted its report in early 2000, and the second by Narayana Murthy three years later. Table 1 provides a comparative view of the recommendations of these important efforts at improving corporate governance in India. 

The SEBI committee recommendations have had the maximum impact on changing the corporate governance situation in India. The Advisory Group on Corporate Governance of RBI’s Standing Committee on International Financial Standards and Codes also submitted its own recommendations in 2001. A comparison of the three sets of recommendations in Table 1 reveal the progress in the thinking on the subject of corporate governance in India over the years. An outline provided by the CII was given concrete shape in the Birla Committee report of SEBI.

SEBI implemented the recommendations of the Birla Committee to companies in the BSE 200 and S&P C&X Nifty indices, and all newly listed companies, on 31st March 2001; to companies with a paid up capital of Rs. 10 crore (US$2 500 000) or with a net worth of Rs. 25 crore (US$6 500 000) at any time in the past five years, as of the 31st March 2002; to other listed companies with a paid up capital of over Rs. 3 crore (US$800 000) on the 31st March 2003. The Narayana Murthy committee worked on further refining the rules.

Major emphasis of these reforms has been on the role and composition of the board of directors, and the disclosure laws. The Birla Committee, however, paid much-needed attention to the subject of share transfers, which is the Achilles’ heel of shareholders’ right in India.

Among the professions, The Institute of Chartered Accountants of India has emerged as a mature body regulating the profession of public auditors, and counts among its achievements the issue of a number of accounting and auditing standards. Constitution of an independent National Advisory Committee on Accounting Standards has been legislated by the amending Act of 1999. Other professional bodies such as the Institute of Cost and Works Accountants of India and the Institute of Company Secretaries of India have helped in promoting and regulating a well-trained and disciplined body of professionals who could add value to corporations in improving their management practices. The Institute of Company Secretaries of India has also taken a major initiative in constituting a Secretarial Standards Board comprising senior members of eminence to formulate secretarial standards and best secretarial practices and develop guidance notes in order to integrate, consolidate, and standardise the prevalent diverse practices – with an aim to promote better corporate practices and improved corporate governance.
Table 1 – Governance measures in India

	CII code recommendations (1997)
	Birla Committee (SEBI) recommendations (2000)
	Narayana Murthy committee (SEBI) recommendations (2003)

	Board of Directors

	a) No need for German style two-tiered board.

b) For a listed company with turnover exceeding Rs. 100 crores, if the Chairman is also the MD, at least half of the board should be Independent directors, else at least 30%.

c) No single person should hold directorships in more than 10 listed companies.

d) Non-executive directors should be competent and

active and have clearly defined responsibilities like in the Audit Committee.

e) Directors should be paid a commission not exceeding 1% (3%) of net profits for a company with(out) an MD over and above sitting fees. Stock

options may be considered too.

f) Attendance record of directors should be made explicit at the time of re-appointment. Those with less than 50% attendance should not be reappointed.

g) Key information that must be presented to the board is listed in the code.

h) Audit Committee: Listed companies with turnover over Rs. 100 crores or paid-up capital of Rs. 20 crores should have an audit committee of at least three members, all non-executive, competent and willing to work more than other non-executive

directors, with clear terms of reference and access to all financial information in the company and should periodically interact with statutory auditors and

internal auditors and assist the board in corporate accounting and reporting.

i) Reduction in number of nominee directors. FIs

should withdraw nominee directors from companies

with individual FI shareholding


	a) At least 50% non-executive members 

b) For a company with an executive Chairman, at least half of the board should be independent directors, else at least one-third.

c) Non-executive Chairman should have an office and be paid for job related expenses.

d) Maximum of 10 directorships and 5 chairmanships per person.

e) Audit Committee: A board must have an qualified and indepenent audit committee, of

minimum 3 members, all non-executive, majority and chair independent with at least

one having financial and accounting knowledge. Its chairman should attend AGM to

answer shareholder queries. The committee should confer with key executives as necessary

and the company secretary should be he seceretary of the committee. The committee

should meet at least thrice a year -- one before finalization of annual accounts and one

necessarily every six months with the quorum being the higher of two members or one-third of members with at least two independent directors. It should have access to information from any employee and can investigate any

matter within its TOR, can seek outside legal/professional service as well as secure

attendance of outside experts in meetings. It should act as the bridge between the board,

statutory auditors and internal auditors with farranging

powers and responsibilities.

f) Remuneration Committee: The remuneration committee should decide remuneration packages for executive directors. It should have at least 3 directors, all nonexecutive and be chaired by an independent director.

g) The board should decide on the remuneration of non-executive directors and all

remuneration information should be disclosed in annual report

h) At least 4 board meetings a year with a maximum gap of 4 months between any 2 meetings. Minimum information available to boards stipulated.
	a) Training of board members suggested.

b) There shall be no nominee directors. All directors to be elected by shareholders with same responsibilities and accountabilities.

c) Non-executive director compensation to be fixed by board and ratified by shareholders and reported. Stock options should be vested at

least a year after their retirement. Independent

directorsshould be treated the same way as non-executive directors.

d) The board should be informed every quarter of

business risk and risk management strategies.

e) Audit Committee: Should comprise entirely of “financially literate” non-executive

members with at least one member having accounting or related financial management

expertise. It should review a mandatory list of documents including information relating to

subsidiary companies. “Whistle blowers” should have direct access to it and all

employees be informed of such policy (and this should be affirmed annually by management).

All “related party” transactions must be approved by audit committee. The committee

should be responsible for the appointment, removal and remuneration of chief internal

auditor.

f) Boards of subsidiaries should follow similar composition rules as that of parent and should

have at least one independent directors of the parent company.

g) The Board report of a parent company should have access to minutes of board meeting in subsidiaries and should affirm reviewing its affairs.

h) Performance evaluation of non-executive directors by all his fellow Board members should inform a re -appointment decision.

i) While independent and non-executive directors should enjoy some protection from civil and criminal litigation, they may be held responsible of the legal compliance in the company’s affairs.

j) Code of conduct for Board members and senior management and annual affirmation of compliance to it.

	Disclosure and Transparency

	a) Companies should inform their shareholders about the high and low monthly averages of their share prices and about share, performance and prospects of major business segments (exceeding 10% of turnover).

b) Consolidation of group accounts should be optional and subject to FI’s and IT department’s assessment norms. If a company consolidates, no

need to annex subsidiary accounts but the definition

of “group” should include parent and subsidiaries.

c) Stock exchanges should require compliance

certificate from CEOs and CFOs on company accounts

d) For companies with paid-up capital exceeding Rs. 20 crore, disclosure norms for domestic issues should be same as those for GDR issues.
	a) Companies should provide consolidated accounts for subsidiaries where they have

majority shareholding.

b) Disclosure list pertaining to “related party” transactions provided by committee till ICAI’s norm is established.

c) A mandatory Management Discussion & Analysis segment of annual report that includes

discussion of industry structure and development, opportunities, threats, outlook, risks etc. as well as financial and operational

performance and managerial developments in HR/IR front.

d) Management should inform board of all potential conflict of interest situations.

e) On (re)appointment of directors, shareholders must be informed of their resume,

expertise, and names of companies where they are directors.


	a) Management should explain and justify any deviation from accounting standards in

financial statements.

b) Companies should move towards a regime of unqualified financial statements.

c) Management should provide a clear description, description, followed by auditor’s comments, of each material contingent liability and its

risks.

d) CEO/CFO certification of knowledge, veracity and comprehensiveness of financial

statements and directors’ reports and affirmation of maintaining proper internal control as well as appropriate disclosure to

auditors and audit committee.

e) Security analysts must disclose the relationship of their employers with the client

company as well as their actual or intended shareholding in the client company.



	Other issues

	Creditors’ Rights

a) FIs should rewrite loan covenants eliminating nominee directors except in case of serious and systematic debt default or provision of insufficient information.

b) In case of multiple credit ratings, they should all be reported in a format showing relative position of the company

c) Same disclosure norms for foreign and domestic creditors.

d) Companies defaulting on  fixed deposits should not be permitted to accept further deposits and make inter-corporate loans or investments or declare dividends until the default is made good.


	Shareholders’ Rights

a) Quarterly results, presentation to analysts etc. should be communicated to investors,

possibly over the Internet.

b) Half-yearly financial results and significant events reports be mailed to shareholders

c) A board committee headed by a nonexecutive director look into shareholder complaints/grievances

d) Company should delegate share transfer power to an officer/committee/registrar/share

transfer agents. The delegated authority should attend to share transfer formalities at least once

in a fortnight.
	Special Disclosure for IPOs

a) Companies making Initial Public Offering (“IPO”) should inform the Audit Committee of

category-wise uses of funds every quarter. It should get non-pre-specified uses approved by

auditors on an annual basis. The audit committee should advise the Board for action in this matter.




A Transitional Example of Governance

Unlike the US model of corporate governance, that is riveted to investor interests, the South African model of corporate governance addresses the interests of a community of stakeholders.  
Good governance means a proper balance between enterprise and accountability, 

encompassing the two main dimensions of corporate governance: (1) the first dimension 

concerns active monitoring of management performance and ensuring accountability to 

the community of stakeholders (in the words of Khanya Motshabi, previous CEO of the National Empowerment Fund, the widest form of stewardship should be demanded through 
personal- and organisational excellence, for the widest set of stakeholders and not just a 
selected set), and (2) the second dimension, touched on recently in a presentation by Finance 
Minister Trevor Manual at a University of Cape Town Graduate School of Business function, emphasizes how corporate governance structures and processes need to incorporate means for motivating managerial and board behaviour towards issues of enterprise and nation-building, and of increasing the wealth of the business and the country as a whole.  This makes the South African model more complex, but highly resilient to excesses of what’s commonly called ‘corporate greed’.  As a template for effective corporate governance, the Institute of Directors in South Africa issued the King Report in 1994, and recently updated this report in March 2002.  It is a comprehensive, cutting-edge, principle-based guide for what constitutes 

effective corporate governance.  The King Report outlines seven characteristics of good 

corporate governance.  These characteristics constitute an excellent basis to initiate a 

reflective audit of companies governance practices, and firmly sets the foundation for the 

longevity and sustainability of companies in the South African context – a transitional society within an emerging market.  

Corporate governance requires diligence on the part of boards and CEOs with their senior 

leadership teams to create a bond of trust between the company and its community of 

stakeholders.  To prompt a healthy dialogue of how effective your company’s current 

governance structure and practices are in promoting trust, the following discussion 

amplifies each of the seven characteristics.  Table 2 summarizes the governance 

characteristics with a checklist for action couched in a question format. 
	Table 2: Characteristics of Good Governance: From Vision to Action in South Africa

	Governance Characteristics
	Checklist for Action

	· Transparency: Accurate and timely availability of information to external stakeholders
	-Disclosure: Are processes in place for timely distribution of financial data such that senior management has adequate time to review reports?  

-Communication: Does your corporate communication plan include clearly defined spokesperson roles (including board members), guidelines to protect competitively sensitive information, and a “needs to know” distribution list of key stakeholders, especially investors ?

	· Independence: External board members are active rather than passive participants
	-Board Composition: What is the criterion for board membership?  Do your board members present a cross section of your key external stakeholders?  Are conflict of interest guidelines in place for board members?

-Company Expectations of Board:  Do boards meet regularly?  Are external board members active participants of key committees such as the auditing and compensation committees? 

-Risk Management: Are processes in place to delineate the risk of various key company strategies?  Are there employees in place, acting as independent agents, to update and access the risk profile of the company?

	· Accountability: Role clarity at the board level driven by commitments to company and stakeholders 
	-Cascading Accountability: Can you map accountability from the board to functional managers in the firm, especially in areas of finance, human resources, and marketing/sales?

-Due Diligence: Are processes in place that encourage board members to know the business and industry?  Is there an effective ombudsmen/ombudswomen process in place to protect whistle blowers?  Is the board a partner in selecting the external auditor?  Can they request the external auditors to undertake an independent assessment on a specific area of the business?

	· Responsibility: Clearly defined responsibilities of the board, CEO and senior leadership team
	-Board Expectations of CEO and Senior Leadership Team: Are performance expectations of the CEO and senior leadership clearly delineated?  Is compensation of the CEO and senior leadership team linked to performance outcomes?

-Oversight by the Board: Are all board members active participants in developing the company’s strategic framework?  Is there agreement among board members and senior leadership as to the long-term performance indicators such as market share, profit margins, goal commitments to employees, and goal commitments to stakeholder communities? 

	· Fairness: Balance of differing interests of stakeholders
	-Corporate Values: Is there a consensus between the board and the senior leadership team as to what the core values of firm are?  

-Conflict Resolution: When competing interests create unresolved tension, are there processes in place to resolve these tensions before they become contentious issues?

	· Social Responsibility:
        Awareness of external 

        commitments to good corporate 

         citizenship; maintaining ethical 

         standards that build trust
	-Commitment to Ethical Standards:  Is a standard of ethics that addresses the full array of stakeholder expectations in place?  Do the processes for adherence to these standards motivate compliance or commitment?

-Balance:  Are both the economic and social responsibilities treated with equal deference? 

	Source: King Committee Report on Corporate Governance: 7 characteristics of good corporate governance March 2002


Corporate governance has become an issue of sustainable competitive advantage.  Poor 

corporate governance is now a route to organisational failure.  One bad decision, or a right 

decision poorly explained and communicated, can do untold damage to an organisation’s 

reputation where, only a few years ago, it might have either gone unnoticed or been 

accepted unchallenged.  The freedom of the wider community of stakeholders, to challenge 

an organisation’s decisions, is a sign of a developed civil society – a necessary pillar of 

sustainable democracy.

An Integrated Approach

So far, we have looked at the more traditional financial community view of corporate governance, and have also expanded this view to take into account moves in both Indian- and South African contexts to broaden the scope and ambition of governance initiatives. In this last section, we will take an exploratory view of how important good governance is to a range of stakeholders and how all of the stakeholders in this expanded view can exercise oversight. 

There are internal, mixed, and external methods of scrutiny. There are also formal and informal methods of scrutiny. The purpose of these mechanisms is to “police and advise”. But what method works best where?

Recent regulations have, unsurprisingly, focussed on formal channels. By emphasising board composition and board responsibilities, legislation has brought more outside directors onto boards, and has formalised their responsibilities through the committees. A whole literature exists concerning the effect on corporate performance through these channels. Laing & Weir (1999) reviewed the literature and relationships between ‘duality’, the separation of the Chairman and the CEO and performance; the presence, and extent of, ‘non-executive directors’ and ‘performance’; and ‘Board committees’ and ‘performance’. Additionally, they test the relationships with a post-Cadbury Report group of companies.

In the case of ‘duality’, Rechner & Dalton (1991) found that companies perform better with split positions. Others (Boyd, 1995; Donaldson & Davis, 1991) found that they performed worse. Laing & Weir (1999) continue a tradition including Berg & Smith (1978) and Rechner & Dalton’s earlier study (1989), that there is no relationship.

Concerning ‘non-executive directors’ and ‘performance’, the jury is also out. (Vance, 1964; Ezzamel & Watson, 1993; Pearce & Zhara, 1992; Brown & Caylor 2004) found a positive relation. Others (Yermack, 1996; Klein, 1998; Agrawal & Knoeber, 1996) find a negative relationship and Daily & Dalton, (1992), as well as Laing & Weir (1999), find none at all.

And so it goes. The presence of ‘board committees’ and ‘performance’ is less researched. Klein (1998) found some evidence and, interestingly Laing & Weir (1999) found a significantly positive relationship.

The question for us is whether the right side of the equation is being measured. Surely many of these initiatives to restructure boards have more to do with policing than with advising. By measuring performance, is the wrong element being measured? The difficulty, however, is how to measure the opposite – the lack of failure or of “bad behaviour”.

Spira (2001) partially tackles this issue. The question she poses is not whether board composition prevents bad behaviour, but whether the tremendous emphasis on policing reduces the entrepreneurial spirit of companies by diverting board time and attention with regulatory and compliance activities. While she cites anecdotal evidence of time constraints among non-executive directors, she concludes that there is no evidence that board composition, and the increasing effort for compliance, is related to performance.

Romano (2005) does not focus generally on corporate governance, but specifically on the effect of Sarbanes-Oxley (SOX) compliance in the US. In reviewing the parameters of SOX, she posits that it has had no beneficial impact on governance whatsoever, and instead has create compliance costs which are excessive.

Overall, the picture is not a pretty one. There is little evidence that legislated, formal frameworks for corporate governance prevent misbehaviour, nor is there overwhelming evidence that frameworks improve performance for shareholders.

Corporate governance therefore becomes an area of speculation, as much as of fact. In taking a step away from a formal approach, are there areas where one would believe actions could make a difference? What can help keep a company honest and responsible, and what can help improve a company’s performance? And for whom?

Let’s start with Board members. If board members are there to police, there are two fundamental requirements. Firstly, they must be conversant in often very challenging aspects of corporate finance. To understand the financial structures of Enron surely required extensive expertise in very difficult valuation challenges for exotic derivatives, questions which were evidently too complex even for the Andersen auditors. Secondly, the board members must have the respect of the executive directors. If peer pressure and social cohesion are absent, CEOs will not be kept in check. If, on the other hand, peer pressure is extensive, then the ability to block bad behaviour, or walk way from a board, will have considerable effect.

Broadening this view beyond the boardroom, financial information must be useful for others. Stakeholders do not expect to be inundated with a volume of information from a company.  

What they do expect is pertinent information that will help them make informed 

assessments about their own risks.  What stakeholders view as transparency translates to 

effective disclosure processes within companies.  To meet regulatory requirements for 

financial reporting, corporations have maintained reporting processes aimed at meeting 

deadlines.  A complaint often heard by board members is that financial reports often don’t 

reach them in time for adequate review or comment.  If board members are to be engaged 

as active partners in ensuring the overall veracity and coherence of reported information, 

disclosure processes must build in reasonable time for review.  In addition, communication 

plans and their attendant processes should address how external releases are communicated, 

so that stakeholders do not feel that they are being manipulated by corporate spin doctors.  

Public relations and investor relations groups are most effective when they have 

maintained a list of key stakeholder contacts matched with established internal leaders and 

board members.  Even more importantly, these PR and IR staffs provide an invaluable 

service by creating opportunities for dialogue between stakeholders and their corporate 

contacts.  Efforts spent in advance, cultivating stakeholder relationships, pay dividends 

when unexpected bad news develops and must be communicated.  Scott (2005) points out that good communication with the financial community is critical to the company’s long-term health, and that excessive stock price swings in either direction are dangerous.
A similar need for expertise affects the other purported goal of corporate governance, the goal of strategic support. If board members are to contribute to the development of successful innovation and entrepreneurship, they must surely possess either an understanding of the industry while being non-competitive, or have an understanding of an adjacent industry in which lessons can be learned, or opportunities exist for the company on whose board they serve. Within this remit, respect is critical, and having sufficient, independent insight. Getting insight means having access to information, gatekeepers of information, and networked relationships to information.

In the corporate arena, Paul Desmarais Jr, the CEO of Power Corporation in Canada confirms the challenges. In a discussion that one of the authors had with him in Montreal in 2004, he confirmed that the need for extensive knowledge is paramount, and that he does not sit on boards where he does not understand the business extensively. Additionally, he has a team of researchers working for him to study the companies where he is on the board. He did not think highly of the expanding net of independent board members who represent “the man in the street”.

Board members and senior leaders of large global companies rely heavily on a structure of 

cascading accountability among all the company’s managers.  This means that directors 

need to have strategic, rather than operational, foci – they must therefore make the 

transition from technical/functional expertise, as being their basis of power, to wider 
influencing skills to manage and motivate people over whom they have no line management 
authority.  This cascading structure is also often only implied, rather than overtly specified.  For the board and the CEO to attest to the accuracy of reported information to stakeholders, this cascading structure requires an integrated mapping of accountability, to build the 

confidence at the board level that their decisions on behalf of the company are based on 

accurate information.  After the fiasco with Andersen, regarded before Enron as a highly 

respected auditing firm, many US policy makers and investors are calling for external 

auditors to be engaged on fixed-term contracts, not exceeding five years.  This type of 

requirement can place an undue hardship on a company, because part of effective auditing 

of large companies is an intimate knowledge of the company and its industry.  A feasible 

alternative is to insure that the auditing firm is responsible to the board, and, if necessary, 

the board can request specific audits on company practices or its subsidiaries.  In order for 

a company’s board members to be active participants, an important means of establishing 

accountability is to encourage an ombudsmen/women group who sets up a process to raise 

‘minority’ concerns, including whistle-blowing.  Another means to support board 

members is for companies to create forums in which members get a better appreciation for 

what the company does, and what employees think about the company.

We believe that significant stakeholders in a company are too often overlooked in this debate. Surely, the company’s employees have much at stake. They are employed by the firm, and have the foremost stake in ensuring good performance, and in monitoring potential mismanagement. One can make a case that employees are in a good position to influence the development of a successful strategy for the organisation through their on-going, daily efforts.

On the policing front, however, opportunities are mixed. Continental European corporate governance models have often involved works councils, whether representing unionised workers or not, in their management structure. On the positive side, the involvement of employees in understanding the challenges of the organisation are beneficial as they can influence decision-making and diffuse knowledge. On the negative side, employees can place the needs of the entire workforce over the needs of the company as it seeks to transform itself, shed old businesses or locations and invest in new businesses, or new locations. As in the case of the studies looking at the effects of legislation for formal corporate governance at board level, studies are mixed in their assessment of the benefits of formalised participatory governance schemes.

Ironically, one area in which employees should be able to significantly influence corporate governance practice does not seem to be well legislated: the realm of whistle-blowing. As Enron and a range of other scandals have shown, whistle-blowers do not do well personally from letting their conscience rule. This area must surely be better developed if there is a real desire to reform corporate governance reality, rather than corporate governance legislation. 

External scrutiny is the area which provides for an increasingly lively area. In the past, a free press and the rule of law have done much to keep an eye on company performance, and to reward good behaviour and punish bad behaviour. This depended very much on formal challenges, however. Good media scrutiny depends on having a free press, but this can be manipulated when the press is owned by the state or by corporate power, as countries ranging from Italy with Berlusconi through to China and Russia have shown all too well.

What is developing, however, is the diffusion of media to a more democratic level, and we believe that this new diversity will be significant in years to come. In an era of mobile phone cameras, personal www sites, blogs, and fast organising protests, one is beginning to see corporate governance changing.

Some organisations are spreading the message of the goals of corporate governance through their entire organisations through the use of the internet as Friedman (2005) notes. In other areas, users are defining which products are acceptable for e-Bay to sell. Judgements are being passed on the behaviour of a whole range of companies by customers and employees, so that governance and reputation management are converging. The highest profile example at the moment concerns Huntington Life Sciences, where animal rights activists have caused the Cambridge, UK firm to flee a London listing and seek a New York listing, which has been prevented by the activists. That it is possible for a company to be challenged to this extent, is interesting and bodes well for deepening democracy.

The era of the sole voice, with a once-a-year window of opportunity at an AGM, or a pure reliance on formalised corporate governance frameworks from a financial perspective, are being replaced by the ability to scrutinise and diffuse opinion on an on-going basis. While this will not rule out all corporate scandals in coming years, it will certainly go some way to creating more awareness of what listed companies are doing.

Would a broader view have prevented malpractice, and some of the corporate scandals of recent years? Would better monitoring frameworks which included employees, clients, and other stakeholders have helped? Perhaps they would have, and perhaps they would not have. What is clear, however, is that a narrow view which continually increases monitoring only from a financial, compliance perspective, from all evidence, is not solving the problem.
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