
















Corporate Governance: What It Is? What Are Its Framework and 

Mechanism? 





  

  



Corporate Governance in Emerging Countries

Agency Theory in Developed Countries 





An important question is therefore, ‘how can shareholders exercise 

control over company management?’ 





Transaction Costs Theory in Emerging Markets 





Transaction cost theory versus agency theory 

Stakeholder theory 





: 

  



How can one be morally bound to an agreement to ignore one’s other 

moral obligations?





Stakeholder versus agency theory 











  



Possible Questions 

1 What would be your own, preferred definition of ‘corporate governance’? 

2 Which theoretical framework discussed do you believe presents the 

most appropriate explicit framework for corporate governance, and why? 

3 Do you think that agency theory and stakeholder theory are striving toward the 

same goal? 

4 Read the discussion on the instrumental and non-instrumental ethics case for 

corporate social responsibility. Do you think either of these approaches is viable in 

today’s business environment? 



Enron: a case study in corporate “Governance Failure” 

Aim and objectives 

Introduction 

The collapse of Enron 



Laying the foundations 



Glittering success 



‘The world’s leading energy company’ 

to: 

‘The world’s leading company’ 

Perhaps a quote from Dante would have been better:1 

‘Lasciate ogni speranza voi ch’entrate!’ 

  



Early worries 

Arrogance . . . is Enron’s great failing . . . And how does Mr. Lay respond to this 

charge? . . . 

Mr. Lay speaks glowingly of the heyday of Drexel and of its star trader Michael 

Milken, whom he counts as a friend: they were accused of arrogance . . . but they 

were just being ‘very innovative and very aggressive’. The comparison is not 

especially well chosen, for it is worth recalling what then happened: Mr. Milken 

ended up in jail for pushing the law too far, and the arrogant Drexel collapsed in a 

heap of bad debts and ignominy. For all its arrogance, Enron is hardly likely to 

share that fate: but hubris can lead to nemesis, even so. 

(The Economist, 1 June 2000, emphasis added) 



Signs of distress

The fall . . . and fall . . . of Enron 

In August 2001 the chief executive, Jeffrey Skilling, left the company following 

concerns about the company’s management and about his outburst of ‘asshole’ at an 

analyst who dared ask him a tricky question (The Economist, 6 December 2001). By 

late autumn it became clear that Enron was suffering serious financial problems with 

discussion over a takeover or bankruptcy (The Economist, 1 November 2001). 

Toward the end of October 2001, Moody’s credit rating agency cut Enron’s rating to 

barely above that of junk bonds. In November 2001 Standard & Poor’s downgraded 

Enron’s debt to junk bond status. Unfortunately, Enron’s debt contracts included 

clauses stipulating that the company would have to make additional payments to 

debtholders if the company was downgraded (The Economist, 6 December 2001). On 

one day alone, 30 October 2001, Enron’s shares fell by 19% (The Economist, 1 

November 2001). 















The aftermath 









Summary 



Questions for reflection and discussion 














