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Abstract
The main purpose of this research is to suggest the best suited corporate governance modelAbased
on approi)riate theory after analyzing the theoretical frz;mework of both shareholder and
stakeholder theory and two opposing model of corporate governance applicable all over the
world. The corporate governance models based on diverse approaches like Anglo Saxon and
European conﬁnental has been critically reviewed. Furthermore, the convcfgence of these two
approaches and theories in scenario of current corporate world and trends and causes behind this
convergence have also been addressed. The effects of this rapid convergence in >form of hybrid
model of governance and emergence of enlightened vshareholder primacy theory has been
considered with reference to the protection of stakeholders other than shareholders. In view of
enlightened shareholder primacy theory it has also been evaluated that how shareholders and
stakeholders both are crucial for long term profitability of corporation a;ld sustainability of
developing economies. Consequ.éntly, the legal reforms regmding implementation of appropriate
corporate governance model based on appropriate theory has been suggested while takiﬁg into
account the contemporary issues of | corporafe govemance,( cufrent corporate culture and
ownership structure of Pakistani corporations. It flas been suggested that the representation on
board should be given to the stakeholders and legislation should be made for the protection of
stakeholders including shareholders as whole. Furthermore, the hybrid model of governance is

more suitable to the ownership structure of Pakistani corporation.
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Thesis Statement
Hybrid model of corporate governance based on two opposite shareholder and stakeholder theory
could lead to increase financial performance of corporations as whole and its implementation in

Pakistan would be suitable to the indigenous corporate culture and structure.
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CHAPTER 1:

1.1 INTRODUCTION

In the mid of nineteenth century, the milestone development was achieved by granting the status
of legal persons and distinct liability to the corporations. Consequently, the existence of
corporations was no more dependent on itsvpartners or shareholders. Great depression caused the
evélution of new corporate world and thé partnerships were repiaced by the companies with
separate legal entity and limited liability. At the same time the capitalism based countries were
converted to disperse ownership structure than family ownéd and concentrated ownership. The
public offering of the shares of large corporations led to the dispersion of share-ownf;rship in the

hands of individual$‘and institutions. The corporate reality of dispersed ownership realized the

separation of control from ownership.

The significant increase of corporate activities with the reality of dispersed share-ownership and
separation between control and ownership raised the cofporate govvernance. issues. The evolution
of large corporations having its shareholders in all over the world led to a problem of its control
and governance. Subsequently, the separation of ownership and control become inevitable for
governance and survival of the corporations. The crash of 1929 strengthened the view of
corporate governance regarding separation of ownership and control in the corporation.l The

scholars of that era were focusing on the proposal that the primary purpose of the corporations

. should be the protection of its shareholders or investors in any case and maximize the profit of its

investors.

'H. Kent Baker and Ronald Anderson, Corporate Governance: A Synthesis of Theory, Research, and Practice (New
Jersey: John Wiley & Sons Inc., 2010) 176.
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.In present scenario of the business world which is changing rapidly, most of the researchers,

corporate scholars have faith and perception that the only object of company is to protect and
maximize the wealth of its owners. This assumption or statement is called shareholder capitalism
which is based on classical economic and financial theory. On the other hand the stakeholder
theory is referred as opponent to the shareholder capitalism and this theory is based on corporate

social responsibility theory. Aforementioned two theories are opposing to each other regarding

‘the purpose of Modern Corporation. The origin of shareholder theory relates to the economic

PR

perspective as it only concentrates on value maximization of its ownersﬂ énd it does not promote
the interaction of corporation with its other constituenciesand its role in society. Conversely, the
stakeholder theory broadly recognizes the idea of value creation of stakeholders as whole and it
also encourages the corporation’s relationship with its other stakeholders and its impact on

society at large.

We will discuss the foundations of these two theories with an overview of each theory and will

* conclude with some suggestions that how the shareholders and stakeholders both are crucial to

achieve the objective of corporation.” The shareholder theory is prevailing all over the world and
law is made on the basis of this theory particularly in common law systems or countries where
capitalism is prevailing. Shareholder theory or capitalism has recently come under much
criticism and the stakeholder view is often put forward as an alternative there is ongoing debate
in Europe that shareholder theory has failed to stable the corporate market, economy and to
maximize the profit of shareholders ultimately corporations are unable to achieve the main
purpose or object of it. Moreover, in recent years the common law system including half of U.S.

states enacted the legal reforms that require the directors to consider the interest of stakeholders

Michael D. Pfarrer, “What is the Purpose of the Firm?: Shareholder and Stakeholder Theories”
http://www.enterpriseethics.org/Portals/0/PDFs/good_business_chapter 07.pdf (accessed March 8, 2013).
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while performing their duties.” These two opposing theories having different notions define the
duties of directors towards shareholders and stakeholders regarding protection of their interest. In
this paper, after the analysis of both theories we’ll argue that how the “hareh(;lders and
Stakeholders interests are compatible and both contribute to corporate long term efficiency and

progress.”™ It will also be analyzed that different countries observing different type of corporate

governance models, how much they are able to achieve the purpose of corporations and to

protect the stakeholders as whole. How the corporate governance is inevitable to manage the
large corporation’s transparency which is ultimately crucial to achieve the main purpose of
Modern Corporation. We will bring under discussion, two different corporate governance models

which have been observed in different countries having diverse historical, political, legal and

" corporate structural background.

T

Most of the scholars and researchérs are of the opinion that globalization of the world has impact
on all aspect of the life, has its immense impact on corporate world as weli, it can be analyzed
through to some extent convergence of both theories in continental and common law system in
result of recentl_]egal reforms in continental as well -in corﬁmon law systems particularly after
Enron collapse. The UK has been an exporter of corporate legal concepts and innovations since
the inception of corporate norms not only in continental Europe and em‘erging economies but
a]sq around the world. The UK model of corporate governance made standards of corporate
governance on which corporate governance of any other market. or country can be measured and

analyzed. “The ideas developed by the Cadbury Committee’and its successors committees have

*Freeman, Stakeholder T heory, 56.

! http://www.fmb.unimore.it/on-line/Home/Eventi/ConvegniinricordodiMarcoBiagi/documento8375.html (accessed:
May 30, 2014). ’

* “The Committee was set up in May 199] by the Financial Repohing Council, the Londen Stock Exchange and the
accountancy profession to address the financial aspects of corporate governance.”

W r———— o i
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received an ample importance in.continentall Europe and the rest of the jurisdictions particularly
in emerging economies such as China, India, Pakistan and those>countries which have old
colonial ti.es with the UK”. The v‘ariati_on ofthe corporate governance structure and arrangement
appears in different models but the issue of managerial accountability is common everywhere.
We’ll also take it under discussion, what are the main reasons behind these legal refonﬁs?
Whether_ globalization of corporate world causing the convergence of theories or it is a case of
divergence from one theory to another? In last part of this paper we’ll analyze the stakeholder
fheOry in perspective of Pakistani corporate structure with brief description on Code of Corporate
Governance. The corporate governance system in Pakistan including the Code of corporate
governance is based upon ‘shareholders primacy theory’ which ipvolves investors in managerial
accountability of listed companies through effective and reliable disclosure to maintain good
governance of listed companies and long-term market stability. The primary concept of corporate
. ngveman;:e is with those who provide capital to the companies and its aim is to improve their
returns by providing market stability. However, the. political slogan of public-private partnership
has become popular without implementation of theoretical dynamics of corﬁorate governance.

Therefore, this is the time to formulate the policy of corporate governance that should be

competitive for corporate stability and investment. The regulatory authority, policy makers and

corporate community should also be .clear that the new corporate legal framework in Pakistan
should be attractive for the investors as well as provide security to .the non-shareholder,
stakeholders through services mechanism. The Security Exchange Commission of Pakisian
(SECP) is a regulatory body like Financial Services Authority (FSA) in UK and Security
Exchange Commission in the USA. 'fhe SECP as a ‘competent regulatory authority’ controls and

formulates the framework for the stock exchanges of the country, laid down the listing rules for
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scenario and discuss the theoretical issues relating to the stakeholders and describe the history

and nature of these theories.'® The theory and its theoretical issues which include history and

nature of stakeholder theorizing has also discussed in the book. This book also contains brief

_discussion about convergence and divergence of stakeholder theory with other corporate

theories.

The book entitled as “Stakeholder theory” written by Robert A Phillips the author critically
analyze the perspective of stakeholder theory set by the E. Edward Freeman in his 1andmark
book: “Strategic maﬁagement: Stakeholder Approach”, and make comparison between CSR and
Stakeholder theory. The author also set out arguments by different scholaré that although

stakeholder theory is not solution to all miseries of corporate world."’

The book entitled as; “Corporate governance regimes: Convergence and Diversity by Joseph
McCahery the author make assessment regarding contempqrary issues of “corporate governance
and structure today typically begiq at the same point and then diverge.” He also analyzedAthe '
theory separation of ownership and control by Berle and Means 1932, according to him when in
1932 “they announced the separation of ownership and cdntrol, Berle and Means did not
recognize that they are describing a largely Anglo Saxon phenomenon, which did not
characterize the corporate systems of most of the rest of the world.”'? He also critically analyzed

the two rival systems of corporate governance exist today first one is dispersed ownership model

followed by the shareholder theory, and second one is concentrated ownership model mostly

®Andrew L. Friedman and Samantha Miles, Stakeholders: Theory and Practice: Theory and Practice (New York:
Oxford University Press, 2006).

" Robert A. Phillips, Stakeholder Theory: Impacts and Prospects (Cheltenham: Edward Elgar Publishing Limited,
2011).

S McCahery, Corporate governance regimes: convergence and diversity. (Oxford: Oxford University Press on
Demand; 2002), 128. o
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observing the stakeholder theory. Then in Chapter 4 of this book he has given the argument that

how the competition of these two models ultimately force them towards convergence According

to his analysis markets globalization and corporations having very different governance systems

based on different théories are compelled to compete head to head, so he has given the detail
discussion about two type of convergence which is héppening in the corporate world, first one is
functional convergence and secondly formal convergence. He put ‘forwﬁf('i his own view on the
ques»tion that, whether the focal point of that convergence will be a new hybﬁd governance
system comprised of best practices drawn from different systems based on the philosophy of
different theories, he is of the opinion that neither the global convergence that eliminates

systemic differences nor the convergence of hybrid model because each economy or state has its

3

own integrated system.'

In addition to these books many articles have been written on this issue. In this respect, an article

| entitled “Stakeholders, Shareholders and Wealth Maximization V. Sivarama Krishnan,

University of Centrél Oklahoma” “attempts reconciliation between the two somewhat extreme
views espoused by the shareholder wealth maximization paradigm and the stakeholder theory.
The stakeholder theory challenges the basic premise built into corporate finance theory, teaching
and practice. Corporate finance theory, teaching and the typically recommended practice are all
built on the premise that the primary goal of a corporation should be shareholder wealth value
maximization. -Extant Atheoretical and empirical research in financial economics also geherally
accept shareholder wealth maximization as the normative and ideal goal on which all businesé

decisions should be based. This paradigm assumes that there are no externalities and all the

PJoseph McCahery et al, Corporate Governance Regimes:. Convergence' and Diversity (New York: Oxford
Unmiversity Press Inc., 2002), 83.
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deals spéciﬁcally with the issue of the principal-agent problem.in a stakeholder context”. It’s a
kind of quantitative research in which they have analyzed that, corporate' governance model

based on appropriate theory can alleviate the agency problem. '

James Kirkbride Steve Letza and Xiuping Sunin their article named as “Shareholding Versus
Stake holding: a critical review of corporate governance™ are of the opinion that “current debate
and theorizing on corporate governance has been polarized between as shareholder perspective

'3 While advocates and supporters of each camp attempt to justify

and a stakeholder perspective.
the superiority, rationality and universality of each model in theory, they rarely pay attention to

the age-old conceptions, assumptions and presupposition underpinning their perspectives which

are less credible and valid in matching the continually changing practice. of . corporate

governance.

This paper serves as a survey and critical review of major current theories on corporate
governance. In so doing, it reveals the inadequacy of conventional approaches employed in
corporate governance thcorizing; It calls for anew mode of thinking in analyzing corporate

governance and concludes by outlining a new direction of research in this field."®

* Another Article named.as “Shareholder Vs Stakeholder” written by N. Craig Smith and David

Ronnegard, they are of the opinion that “Liberalism and libertarianism can be interpreted to

justify shareholder and stakeholder theory respectively.”!” In this research paper they also argued

that political theory have also play vital role in the ethics and governance of Corporations as.

* “Mirella, Alberto Chilosi, “Damiani Stakeholders ‘vs. Shareholders in Corporate Governance” http://mpra.ub.uni-

muenchen.de/2334/1/MPRA_paper_2334.pdf (accessed May 5, 2013).
¥ Steve Letz, Xiuping Sin and James Kirkbride. “Shareholding Versus Stake Holding: A Critical Review of
(i_orporate Governance.” Corporate Governance 12 (2004): 242-262,
1 .

Ibid. :
' David Ronnegard and N. Craig Smith, "Shareholders vs. Stakeholders: How Liberal and Libertarian Political
Philosophy Frames the Basic Debate in Business Ethics," INSEAD Faculty & Research Working Papers (2011).
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15) The recent leéal reforms in UK and US corpofate law are evidence of convergence or
divergence of two opposite theories. Is it?

16) Which theory is best suited for legal framework of Pakistani corporate sector?

17) Whether Pakistani corporate sector is also influenced by globalization of corporate

‘world?

1.7.  JUSTIFICATION OF THE STUDY:

From the literature which has been reviewed it has been realized that a lot of work has been done
for the implementatién of right corporate theory in the intermational corporate governance
persp‘ective particularly after the Enron and other economy collapses all over the world, it is
essential to work in a new interngtional orde,;r to find out the implications of stakeholder model or
shéreholder ehlightened theory model in Pakistan. The growing relationship between two
opposite theories through convergence -holds immense significance for Pakistani corporate sector
and its economy. The convergence or divergence of two corporate models and corporate
globalization will surely affect corporate sector of_Pakistan. 'I“hatis why the issue needs proper

consideration, so, it would be analyzed in various dimensions.

1.8. RESEARCH METHODOLOGY:

It is comparative oriented research work. Qualitative research method is used in order to conduct
- research including law books, economics books, articles, jourrials, newspapers, libraries, scholar
'speeches and internet sources. This study of research follows the three elementary mechanisms
of research, i.e. description, analysis and prescription. This research will be conducted in an
analytical and contemporary perspective. The all issues related to the subject would be analyzed

to evaluate the shareholder and stakeholder theory in reference to corporate governance. “The
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company law and other legislatiqn, text of legal reforms will be used as primary source whereas
the secondary source material will include books, scholarly research, journal articles, and

literature available on net and accessible official documents™.

1.9. ORGANIZA-TION OF STUDY:

For better understanding and comprehensive analysis, the study will be divided into ‘five
Chapters. |

First chapter is an intrdduction to the research paper. It focuses on the significance and objective
of the subject. Key questions will also be addressed in this chapter. It-also comprises the

literature review and layout plan of the study. The second chapter titled as “Theoretical

framework of the Shareholder and Stakeholder theory” will discuss the both theories in detail.

This chapfer will help in analyzing the nature of two opposite theories and its characteristics. It
will also focus on the difference between them as well as the similarities. This part of thesis

presents the theoretical framework; begin with theoretical view of shareholder capitalism then

move on to ethical theory and corporate social responsibility and this naturally leads to

introduction of stakeholder‘ theory. Third .Chapte‘r‘will give a detailed account of different
corporaté governance models based on these two opposite tﬁeories it would be discussed in terms
of their ments and demerits. The aim is to analyzev these models in shareholder and stak;eholder
perspective.

Fourth Chapter will analyze the convergence of these two theories regarding corporate
governance in context of recent worldwide corporate legal reforms.

Fifth chapter will be based on Pakistan case study and conclusion in which whole research work
will be anafyzed and recommendations would be given with.pefgpective of stakeholder theory in

relation to Pakistani corporate structure.
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promotion of shareholder theory: as it was largely promoted through the work of Milton
Friedman; Milton Friedman is greatest proponents of shareholder theory. Friedman continuously
campaigned for dictum that the only obligation of company is to create and maximize the profit
for its owners/shareholders. Friedman’s opinion regarding responsibility of a company can be

best described in his own words:

There is one and only one social responsibility of business to use its resources
and engage in activities designed to increase its profits so long as it stays within
the rules of the game, which is to say, engages in open and free competition,
without deception and fraud."

According to advocates of shareholder theory morality and ethics do not have any affair with
creation of value and its trade. They further elaborated that ethics and principles are side

constraint because managers are expected to hold back themselves from scam and deception. The

advocates of sharcholder theory believe that the key objecgtive of company is to maximize the

wealth of shareholder and any other activity which comes under the ambit of social responsibility
can divert the management from primary goal.?’ Ultimately they give high regard to the

supremacy of shareholders by protecting their interest in any case.

The notion or resolution of shareholder theory is that the corporations have a principle
responsibility towards their shareholders which bound them to maximize the wealth of
shareholders.”’ This notion categorically depicts that shareholders are sgpposed to maximize
their own wealth. If management takes any action or formulates any policy which does not resuit

in maximization of wealth of shareholder, this situation will lead to occurrence of agency

®Thomas Pedersen, Stakeholder Theory, lesson from Denmark http://pure.au.dk/portal-asb-
student/files/2259/000128655-128655.pdf (accessed October 15, 2011).

2°R. Edward Freeman, Kirsten Martin, and Bidhan Parmar. “Stakeholder Capitalism.” Journal of Business Ethics,
74(2007): 303-314. '

*'Casey Reader, How Contributor, “Stockholder Theory vs. Stakeholder Theory”

http://www.ehow.com/info_8483188_stockholder-theory-vs-stakeholder-theory.html (accessed October 10, 2011).
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its will in its relationship with the corporation.”® A legitimate stakeholder is however not always

powerful, while a powerful stakeholder is not always legitimate.

“The third class is urgency, urgency is based on two elements, and first one is time sensitivity,
the degree to which managerial delay in attending to the claim or relationship is unacceptable to
the stakeholders. The second one is criticality, the importance of the claim or the relationship to
the stakeholder. Power alone is insufficient for classifying a stakeholder’ priority, legitimacy is
required to provide authority and the urgency is requisite for execution. All attributes are
temporary; they can be gained as well as lost. A party must be apparent by management to

possess at least one attribute to be acknowledged as stakeholder.”®2

It is proposed that attention paid to certain stakeholder depend on the possession of one or two
or all of three attributes power, legitimacy and urgency. Stakeholder having one of the three
attributes will obtain low consideration. The medium attention will be paid to the stakeholders
those have two attributes and highest attention will be given to the stakeholders having all of
three attributes power, legitimacy and urgency. These attributes interact in manners which
defines stakeholder salience, the degree to which managers give priority to competing
stakeholder claims.®® The several combinations of the three attributes lead to the seven classes of

stakeholders.?*

The scholars set up three groups of stakeholders, latent stakeholders be a first group who hold

one of the attributes. They can be considered as potential stakeholders rather than actual

8! padron, Turning Corporate Social Responsibility into Opportunity, 28.
82 Crane, The Oxford Handbook of Corporate Social Responsibility, 63.

83Gregory S. Pamell Et al, Decision Making in Systems engineering and Management (New Jersey: Wiley & Sons
Inc., 2011), 5.

% M. A. Quaddus, and M. A. B. Siddique, Handbook of Corporate Sustainability: Frameworks, Strategies and
Tools (Cheltenham: Edward Elgar Publishing Limited, 2011), 11.
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decline in share value lead them to challenge company’s management by extraordinary general

meeting.86

% Gerard P: Hodgkinson, and John Kevin Ford, International Review of Industrial and Industrial Psychology. Vol.
25 (New York: John Willey & Sons Ltd 2010), 111.
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Saxon approach being the creditors and the employees. Its contemporary model is not the same
as it used to be before as early as it was in 1990s, many reforms have been introduced in
corporate regulation, as result of the financial scandals and collapses of foremost Corporate

Houses like Maxwell, BCCI, and Polly Peck.

The shareholder approach that has traditionally prevailing in U.S. and Germany are not identical,

the former emphasizes on the interest of the stockholder, whereas the latter is mainly ‘the

broade; stakeholder approéch’ emphasizing on the interests of othérs, especially employees in
Bl

corporate governance.89 Therefore keeping in view of the diversity of the two cecepts, the main

focus of the chapter is to analyze the two approaches in such a way to evaluate that which one

can ensure good corporate governance.

3.2. WHY CORPORATE GOVERNANCE?

The basic requirement of any corporation is to be governed and managed as well; the mechanism

- which is called corporate governance is concemned with this basic need.”® The processes and

-

structures for the direction and control of companies are called corporate governance. “Corporate

governance is the system by which companies are directed and controlled.” In other words, more

-precisely it is the tracheoiomy of relationships between the management, Board of Directors and

stakeholders, including controlling shareholders, minority shareholders and other stakeholder.

Good corporate governance mainly focuses on enhancement of performance, and continues
access to external capital, which in turn contributes to sustainable economic development.

Besides many, the main factors that label a company well-governed is its accountability and

¥Frank Clarke, Graeme Dean and Kyle Oliver, Corporate Collapse: Accounting, Regulatory and Ethical Failure.
2 ed. (Cambridge: Cambridge University Press, 2003), 21.

*°A. C. Fernando, Corporate Governance: Principles, Policies and Practices (London: Dorling Kindersley 2009),
51.
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transparency to its all components i.e. shareholders and other stakeholders (such ‘as, employees,

_creditors, customers and the society in general). As result, a company with good corporate

governance also contributes to over-all development of a soéiety, such as the environment and

social development.”’

The potential conflicts of interesf among corporate participants gave rise to the need for good
corporate governance. The conflicts of interest in 'result.of agency problems, és Berle and Means
(1932) indicated through separétion of ownership from control,l arises due to corporate actors
which have different objectives and imperfect information. The corporate governance
mechanism has direct concern with company law that provides discretion to the company
management while corporate governance shapes a framework for the exercise of this discretion

by distributing powers between directors and shareholders.

In the end of 20" century the owpership structure of large corporation significantly chénged and
institutions became the major shareholders. The collapse of big corporate houses such as Polly
Peck, BCCI, Coloroll, Maxwell Communication Corporation has adversé impact on the British
Systerﬁ of Corporate Governance therefore; these corporate scandals and financial reporting
irregularities compelled the business communities, market and regulator to realize t-he

. 92
importance of good corporate governance.

3.3. TWO ALTERNATIVE CONCEPTS OF THE CORPORATION AND
OF ITS GOVERNANCE.:

91Corporate Govemnance
http://www.ifc.org/ifcext/corporategovernance.nsf/ AttachmentsByTitle/WhyCG_PrintFriendly/$SFILE/WhyCG.pdf
(accessed April 2, 2012). )

92 Rohit Arora, Structure and Reform of Corporate Governance in the United Kingdom in relation to the

Shareholder versus the Stakeholder theory (Glasgow: University of Glasgow, 2010).
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The philosophy of corporate governance is based on different theories including shareholder
value maximization theory and stakeholder theory. There is no doubt that Corporate Governance
focuses towards regulation of directors® duties for the maximum welfare of the shareholders.
This notion of corporate governance is basically based on abstract of doctrine of shareholder
value, wherein the priority is the interest of shareholders, creating value on their behalf. Thus the-
objective of corporate organization should be to capitalize the market value of the company to
maximum, which will in turn harmonize the interest of minority shareholders, which should be

adequately protected.”

However, the argument of imposing wider accountability to corporations has gained importance
in the last decade. It has been argued that since corporations possess a separate legal personality
absolutely distinct from the management and the owners, corporations owe certain obligations
towards wider constituencies which grant certain moral obligations to the corporation to take'
account of other ‘stakeholders’. The term stakeholders, in terms of company law, encompass
creditors, employees, suppliers, cﬁsiomers and the society at large. It is often said that the
“corporation is a nexus of cqrﬂracfs ” between various constituencies of the firm who may have
an interest in it and it is the contract which determines the rights and obligations of the various

stakeholders.

Thus, it may also be said that corporate governance is concerned also with the “social contract
that the company may possess with the wider constituencies which morally obliges the former to
take account of the interests of other stakeholders.”94 The different conceptions have their

counterpart in different aspects of corporate law, “from the composition and election rules of

PAlberto Chilosi and Mirella Damiani, “Stakeholders vs. Shareholders In Corporate Governance,”
http://mpra.ub.uni-muenchen.de/2334/ (accessed April 1, 2012).
* Arora, Structure and Reform of Corporate Governance in the United Kingdom, 8.
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countries do sequentially “have implications and ramifications on that very corporate governance

mOdel 5107

3.5.3. INFLUENCE OF THE LEGAL SYSTEMS ON CORPORATE
GOVERNANCE:

The two contrary views, neo classical and path dependent explained the reasons for pr\eference of
a certain structure which should be acquired for the corporate governance. Therefore, the
economists that areproponeﬂts of neoclassical view “insist that firms choose their corporate
structures based on simple efficiency considerations: the most efficient ones are chosen

1% Whereas, the contrary view Path dependence assumes that the corporate

accordingly.
governance structures in different countries are intensively influenced and embedded by the
histoﬁcal tfaditions and initial ownership structures of organizations.” A great defender of this
opinion Roe advanced this view by explaiping political theory that motivating the differences in
ownership structures. Likewise, he further explained thﬁt the corporate governance structure is
formed not only by legal limitations but there is also control of financial organizations and these
limitations have political justification. “A relatively recent example with former Soviet Union
countries effectively shows, how the new‘ political power determines new economic

environment, and particularly ownership structures after the collapse of soviet regime”.'?’

There are several authors argue that regulation about corporate governance was influenced by

external political or legal factors. The robust supporters of this category of literature are Roe on

Ibid.

108 http://www.luys.am/images/scholars/attachments/Mariam_Simonyan-Corporate-govemnance.pdf (accessed:
January 13, 2014).

'%Sir Geoffrey Owen and Louis Turner, http://www luys.am/images/scholars/attachments/Mariam_Simonyan-
Corporate-govemnance.pdf:> :

{accessed December 2, 2012).
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one side and La Porta, Lopez-de-Silanes, Shleifer, and Vishny on the other. Therefore, they start
with opposing assumptions regarding to what could be the efficient structure and further

explained “the factors that have deterred some countries from pursuing the efficient path. Roe

_ argues that,.the development towards dispersed ownership in the US was fostered by political

movements”'

that caused the low ownership concentration in US put regulatory restrictions on
strong financial institutions. “The aftention to legal systems in corporate governance studies
begins with the study conducted by ia Porta et al, which investigates how the existence of laws
protecting investors and the quality of enforcement of the laws determine corporate ownership

patterns in a country.”''" Therefore, La Porta, Lopez-de-Silanes, Shleifer, and Vishny have

different opinion that the progress towards dispersed ownership depends on the strength of

shareholder protection provided by the law. However, it is influenced by the legal structure or

system that the jurisdiction belongs to. The European continental approached or Civil law

@

countries appear to have been failed to provide effective, protective law without dispersed

ownership structure due to their legal tradition and framework.!"? On other side, in commoniaw
based countries they have maximum protective laws for shareholders with concentrated
ownership structure. Roe and Bebchuk are of the opinion that the groups have power in
companies may influenced lawmakers to legislate incompetent or inefficient law that favour
them to gain individual benefits in structure based on stakeholder model that they extract frorﬁ

the firms through the exercising of their control. These influential groups or units would be the

1o http://www.law.harvard.edu/programs/olin_center/papers/pdf/303.pdf (accessed: January 22, 2015).
"'"Nor Zalina Mohamad Yusof, “Bumiputera Institution and the Development of Corporate Governance in

- Malaysia,” (United Kingdom: Manchester Business School publication),
https://www.escholar.manchester.ac.uk/api/datastream?publicationPid=uk-ac-man
scw:189459&datastreamld=FULL-TEXT.PDF (accessed October 23, 2013).
ta Markus Berndt, “Global Differences in Corporate Governance Systems Theory and Implications for reforms”
(United Kingdom: Harvard Law School Cambridge publication)
http://www.law.harvard.eduw/programs/olin_center/papers/pdf/303.pdf (accessed October 20, 2013).

<4\




A

—

47

managers/management in the stakeholder system/outsider system and ruling shareholders in the

shareholder system/insider system likewise.' 13

3.6. KEY CHARACTERISTICS OF SHAREHOLDER PERSPECTIVE OF
CORPORATE GOVERNANCE:

This approach of governance is referred as shareholder oriented based on shareholder theory. “It
is called Anglo Saxon approach to corporate governance being the basis of corporate governance
in USA, UK, Canada, Australig and other common wealth law countries including India and
Pakistan.”'* Corporate governance system based on the theory of shareholder primacy has been
prevailed in Anglo-Saxon jurisdictions. How this theory is applicablé in practice it can be

observed through the structure -of corporate governance in any economy providing absolute

' protection to investors. This type of governance system can be characterized by ownership of

individual increasingly moving towards institutional and defined legal framework protecting the
rights of main key players, shareholders, - directors and management and providing

uncomplicated procedure for interaction between them.

The method of equity financing has been adopted by the Anglo-American to raise the cabital;
particularly UK and USA have robust market system, “It is not surprising, therefore, that the US
is the largest capital market in the world, and that the London Stock Exchangg is the thirc;l largest
stock exchange in the world in terms of market. capitalization a_fter the New York ’Stock

Exchange (NYSE) and Tokyo.”'"?

There are two features in any governance model that “shape the interactions and relationships

between the various parties in the governance process. First one is Board structure: the

13
Ibid.

Hg emando, Corporate Governance: Principles, Policies and Practices, 48.

1% Three Models of Corporate Governance from Developed Capital Markets.
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organizational framework the governing body operates under. Secondly is Board composition:
who is represented on the governing body.”''® There are two types of board structures of
companies prevailing worldw;de. Common law system as well US jurisdictions based on
shareholder perspective of governance observe the-one tire or unitary system: the governing
body comprising one board. “The two-tier board institutionalizes a clear distinction and
segregation between the supervisory and rhonitoring functions on the one hand, and the
managerial functions on the other hand.”'". In Anglo—American model, it is rare that “the CEO

is not on the board, and he/she effectively holds tremendous power.”''®

The basic issue of this type of governance is agency problem because, whether or not
shareholder’s interest is effectively protected in current institutional corporate arrangements.

Since shareholders have to delegate their powers to directors and managers on behalf of all

shareholders so there is possible risk that management may serve for their own interests on cost

of all shareholders. This i)roblem increase since the 20% century as the doctrine of ownership and
control enhance fhe powers of management to promote their self-interest. The reason of this
Aissue{ explored by scholars is self-interest human behavior, according to them agency problem
can occur in any casehwhere principle agent relationéhip exist. The second issue is that principle
and agents may act differently due to their different attitude towards risk.'"® The examples of
Enron and Wo_rldCom reveal that managers can improve their interests at the cost of shareholders

in dispersed ownership structure. Likewise, the scandal about Adelphia and Parmalat reflects that

1e http://www. forumpartnerships.zsi.at/attach/MiguelMendezF inal.pdf (accessed: December 15, 2015).
"7 Mendez, “Corporate governance a US/EU comparison,” 45.

"% Owen, “Corporate Governance,” 53.

"9 L etza, “Shareholding versus Stake Holding: A Critical Review of Corporate Governance,” 248.
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how block holders or controlling shareholders can improve and enhance their interests at the cost

of the rhinority shareholders in concentrated ownership structure.'?

3.7. KEY CHARACTERISTICS OF STAKEHOLDER MODEL OF
CORPORATE GOVERNANCE:

The stakeholder model of governance closely relate to “socially courteous” market economy.
This type of model is usually based on two tire board structure “For example, German
corporations are comprised of a dual board system: a supervisory board that is responsible for

strategic decision-making, and a managerial board that is responsible for the execution of the

day-to-day strategies (a broadly similar system is present in the Japanese corporate

system)”.'>' These two are completely dissimilar therefore; no person can work at the same time

on managerial board and supervisory board. It is pertinent to mention here that the size of

supervisory board is determined by law and cannot be amended by shareholders. Moreover, the
Germany and other countries following this model, “voting right restrictions are legal; these limit

a shareholder to voting a certain percentage of the corporation’s total share capital, regardless of

23122

The stékeholde_r corporate governance model varies signiﬁcantly from Anglo-US or shareholder
model, though some of its elerﬁents/basiés resemble the Japanese model. The stakeholdef model
also varies on the point that the banks/financial institutions hold enduﬁng stakes/shares in
corporations. Therefore, the banks represeﬁtative play vital role to elect board of directors. The
corporations based on stakeholder model of gov‘emance ordinarily choose the bank financing

rather than equity financing. For-example, the “stock market capitalization of Germany is small

2 Owen, “Corporate Governance” 4.
121 http://www.unescap.org/pdd/publications/adpj_11_2/2_cheung_chan.pdf (accessed December 1, 2012).
122 Three Models of Corporate Governance from Developed Capital Markets,” 10.
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in relation to the size of its economy.”'? Furthermore, the level of individual stock ownership in
Germany is low, due to its conservative investment strategy. “It is not surprising therefore, that
the corporate governance structure is geared towards preserving relationships between the key

24124

players, notabl}; banks and corporations.

It has also been observed that the corporations operating under stakeholder model of governance
are also shareholders at the same time having long term shares in other large corporations. “It is
to some extant resemble, but not corresponding to the Japanese model. However, above
mentioned model is very different from the Anglo-US model where neither banks nor

corporations are key institutional investors.™?’

:;j http://www.unescap.org/pdd/publications/adpj_11_2/2_cheung_chan.pdf (accessed December 1, 2012).
Tbid. :
15 Ibid.
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CHAPTER 4:
CONVERGENCE OF BOTH THEORIES IN
PERSPECTIVE OF CORPORATE
GOVERNANCE

- INTRODUCTION:

* Corporate governance patterns continue to different “markedly across countries in spite of

decades of economic globalization and twenty years of intense financial globalization.”'?® The
corporate governance structures and related laws are different across countries following
different corporate theories. They varies regarding importance of large shareholders, legal
protection of shareholders and the extent to which relevant laws are enforcéd, the treatment of
stakeholders like creditors, employees, management and labor . There is also a major difference
regarding the structure of the board of directors. The ownership structure also matters as
discussed in preceding chapter, “concentrated not dispersed ownership is still rule rather than the

exception throughout the world™'?’

and so is family owned or controlled even large corporations
or groups in most of the countries. Now the question is what is the impact of globalization on

this rapidly changing corporate world? Whether the globalization is reducing the diversity in

corporate governance practices across the countries or not? Whether there is convergence of two

‘opposite theories of corporate governance through recent legal reforms particularly after Enron

collapse? Whether there is a development of Hybrid model having characteristic of both

126 http://jonescenter.wharton.upenn.edu/papers/1999/wp99-11.pdf (accessed: December 15, 2014).
127 http://jonescenter.wharton.upenn.edu/papers/1999/wp99-11.pdf (accessed: December 15, 2014).
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theories?'?® In this chapter we’ll bring down the all these questions under discussion, we will try
to provide a theoretical framework for analyzing and explaining convergence in corporate

governance and, as it is, for analyzing and explaining convergence of legal structures in general.

\

4.2. WHAT IS GLOBALIZATION?

The transformation and conversion of the world have caused the globaliiation as most
deliberated and contemporary topics in the corporate management.. The many scholars and
experts are of the opinion that the globalization has become a great-progression, an inevitable
movement, an article of faith. There are many others, those consider it as a devastating force,

anarchy and the modemn occurrence overflowing the world. Globalization is disseverment of time

and space in other words shrinking of the world. Globalization of the world has immense impact

-on all sections of the life including corporate sector of all countries. As we talk about

globalization, it would be expected to associate with escalating trade, and exchange of services,

money, people, information, and culture between states. It also causes the economies more inter-

reliant regarding trade, commerce, investment, and macroeconomic policy. It is also pertinent to -

mention here that the economic, political or cultural globalization do not have same extent of

influence on all countries or economies. ‘“The experts of comparative organizations sociologist

“have been conducted the comparative research and presented the qualitative and quantitative

evidence to the effect that firms pursue different modes of economic action and adopt different

organizational forms depending on the institutional and social structures of their home countries

. . . 9
even as globalization increases”.'?

128 Thomas Clarke, Theories of Corporate Governance: The Philosophical Foundations of Corporate Governance
(London: Routledge, 2004), 86.
12 Mauro F. Guillén, “Corporate Governance and Globalization: Arguments and Evidence and Evidence against

- Convergence” Published by The Wharton School and Department of Sociology

. -
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4.3. GLOBALIZATION OF CORPORATE GOVERNANCE CAUSING
THE CONVERGENCE OF BOTH THEORIES:

The corporate governance mddels across the world differ due to the based on two opposite
theories. As we discussed above, the countries consider their legal; ecbnémic, political structures
while they implement and adopt corporate model and related theory on which philosophy, it |
would be based_. There is current discussion about globalization that it causing the convergence
of different economic systems those have also different Corporate structure and corporate
governance models.”*® In the present scenario financial globalization of the world have great
impact on the briskly varying corporate world. Therefore, the exceeding growth of international
trade because of the growth of foreign direct investment has also given rise to the importance of
cbrporatiohs ‘internationalization strategies” regarding developing pattern Qf the industrial and
investment processes.”®! It is also pertinent to mention here that the developing pattern of the
industn'al and investment process of corporations caused the globalization more apparent than

previous, as the OECD acknowledged:

e [glabalization of industry refefs to an evolving pattern of cross-border
activities of firms involving international investment, trade aad collaboration
for purposes of product development, production and sourcing, and marketing.
These international activities enable firms to enter new markets, exploit their
téchnological and organizational advantages, and reduce business costs-and
risks. Underlying the international expansion of firms, and in part driven by it,

are technological advances, the liberalization of markets and increased mobility

University of Pennsylvania: Available at http://knowledge. wharton.upenn.edu/papers/839.pdf (accessed November
26 2013).

130 Mathias M Siems, Convergence in Shareholder Law (Cambridge: Cambridge University Press, 2008), 334.

131 Marie Dela Rama & Thomas Clarke, “Introduction: The Governance of Globalization” Available at;
http://www.ccg.uts.edu.auw/pdfs/governance-and-globalization-intro.pdf (accessed November 26, 2013).
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of production factors. These complex pattéms of cross border activities

‘increasingly characterize the international economic system and distinguish it

from the earlier predominance of arms-length trade in finished goods.'*

The early 90s witnessed the globalization of financial investment and money managing.
Therefore, it had been urged a further point of view or prediction about convergence on thg
Anglo Saxon model, owing to the reason that it is based on market principle. Consequently, the
majorjty economist aﬁd financial experts all of the world have preference to COI'pOI‘%.ltiOIIlS, who
give priority to the shareholder rights and maximize the shareholder v;fealth and they are efficient

as to the transparency in their reporting of corporate activities and result.'>

The concept of convergence has been evolved through systemic process since its beginning.
Howev.er, convergence belongs to tﬁe process during that, the evolution and changes of Law take
place, which is basically 'one of the important issues of legal theory. The evolution‘of Law
always takes place to the betterment of the one’s interest that brings it into existence. Tﬁerefore,
various corporate law scholars/ intellectuals are of the opinion that the convergence in corporate
governance is a convergence towérds a model of sﬁareholder value maximization based on
shareholder theory or towards more stakeholders protection based on stakeholder theory, or more
generally to the most well organized structure of corporate organization, otherwise some
worldwide approved/ settled best practice standard close fo hybrid/ shareholder enlightened

4
model of corporate governance. >

132 Ibid.

33Clarke, Theories of Corporate Governance: The Philosophical Foundations of Corporate Governance, 179.
¥Hans-Ueli Vogt, “Convergence in Corporate Governance in Light of Globalization” Presentation Given at the
International Conference on Law and Society in the 21st Century (Berlin, July 25-28, 2007),
http://www.rwi.uzh.ch/lehreforschung/alphabetisch/vogt/publikation(m/ConvergenceBerlin.pdf (accessed November
26,2013)..
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accountings which ultimately lead to the deceptions and criminal conspiracy between all of them.
The US economy had experienced the above mentioned stumbling blocks while pursuing the

philosophy of shareholder primacy and corporate governance structure based on the same.

Whereas, when we examine the economies based on Stakeholder theory oriented corporate
governance systems therefore; we explore that they had also expe_riencéd %1 number of incisive
complexity in their respective corporate governanée system. However, the stakeholder oriented
corporate governance or Europeans have not experienced or observed anything as disastrous as
the corporate breakdowns in the US, although the US economy was considered as paramount
model of corporate governance by the financial institutions.!*® Moreover, diverse corporate
governance systems all ove? the world have been demonstrated an incapability to be active and
to act in a non-disastrous situation and without any conflict of interest between management,

shareholders and stakeholders. Many jurists are of the opinion that the internal mechanisms of

-various corporate governance models based on diverse theories are not ample to control the crisis

solely.'*

4.4.2. LEGAL CONVERGENCE:

The legal convergence denotes to the reforms in legal rules and enforcement mechanism towards
some successful standers. The legal structures .relating to the corporate governance based on
different assumptionsh either it is based on sharehélder theory 4(more protective towards
shareholder) or stakeholder (equal protectfve towards shareholders and stakeholders. The modern
research has been conducted in the region of corporate governance that has recognized the

numeral experimental regularities. Therefore, the financial systems of various countries having

138 1y
Tbid.

139 Terrence C. Sebora and Michael J. Rubach, “Comparative Corporate Governance: Competitive Implications of

an emerging convergence,” Journal of World Business 33 (1998): 167-184.
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When we talk about the legal or extra statutory reforms in the corporate structure of UK, therefore;
we observed that the Cadbury cémmittee Report in 1992 could be considered as miilestone regarding
extra statutory legal reforms of corporate governance which ca.i1sed the large listed companies of UK
20 to move into the direction of two tier model of corporate governance. The Cadbury committee was
established to exposé the causes behind the major corporate scandals, in cénsequence it proposed the
gen‘éral reforms in the Britisﬁ corporate governance board of structure including the fair role of
auditors. Therefore, the other three successors of above mentioned rei)on have also required
improving the role of independent non-executive director and the other monitoring function of the
Board of governance. The two tier board of governance is characteristic of corporate of governance
applicable in the countries following the stakeholder model of governance while protecting _the rights
of shareholders including stakeholders. Although the corporate governance structure of UK is based
on shareholder primacy and practicing one tier board of governance but the questions is whether

- functionally or practically it becomes the two tier board of governance after the issuance of above

G

mentioned reports?. Therefore, these extra statutory reforms.moving the corporate structure of UK to
two tier of board of governance functionally do not have similar impact regarding stakeholders
panicularly employees; as two tier governance system following stakeholder theory does have. It
could be analyzed through the role of supervisory board in th tier board of governance because the
superviéory board does have close linkage with stakeholders and other monitory functions regarding

stakeholders whereas it lacks in the corporate governance system of UK even after that extra

statutory reforms.'*?

The corporate scandals caused the emergence of enlightened shareholder value théory and legal
=y -  -reforms on.basis of it i.e. the company’s law reforms bill 2006 was approved by the P;clrliament.

_The slogan of enlightened shareholder value theory is not only to protect the shareholder profit

'3 Paul Davies, “Board Structure in the UK and Germany: Convergence or Continuing Divergence?” University of
Oxford- faculty of Law, http:/papers.ssm.com/sol3/papers.cfm?abstract_id=262959 (accessed March 9, 2014).
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maximization but it also give émphasize on the long term value creation of the firm by
considering and protecting the interest of stakeholders. Therefore, the legal reforms which have
been introduced in the companies Act 2006 based on the principle of the enlightened shareholder
value..The most significant reformation has been made by the insertion of the section 172 which
requires the Directors to promote the success of the company and further it requires the Director
to act in faith good, promote the success-of the company, give regﬁds to the interests of the
company’s employees, to build trustworthy relationshipl with the suppliers, customers.'** 1t is
pertinent to mention.here that under section 172 the Directors owned their duty towards all
members of the corporation as whole whether shareholders or stakeholders. Since it is the first
time that the law has explicitly required the directors of the company to give regards to the
interests of its stakeholders.'*’

The Insolvency Act 1986 is another movement towards protection of stakeholder’s interest
(creditors). Particﬁ]arly the Provisions of fraudulent and wrongful trading are incorporated in
Sections 213 and 214 of the Insolvency Act, 1986, respectively. The provisions seek suggesi to
increase the pool the assets by the Directors towards assets of the company.'*® In other words,

the provision will disregard the separate entity concept of the company and will make its

directors personally liable to secure protection to its creditors.'*’

4.6. REFORMS IN USA:

The US has deﬁeloped securities markets and better protection of shareholders under Law; as for

" file+///C:/Users/ComINN/Downloads/S SRN-id 1625750.pdf

15 file:///C:/Users/ComINN/Downloads/SSRN-id2 139528 .pdf

€ An introduction to English Insolvency Law, Slaughter and May
hitp://www.slaughterandmay.com/media/251437/an-introduction-to-english-insolvency-law.pdf (accessed May 23,
1015). :

"7 A.J. Dignam and J.P. Lowry, Corporate Finance and Management Issues in Company Law (London: University
of London, 2009), 22.
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as US corporate structure is concemned we have discussed it in preceding chapter. It has
corporate governance structure and corporate legal structure based on the principlke of
shareholder primaéy i.e. the US has strict statutory provisions explicitly for the protection of
investors. The US securities 'regulation has tremendous progress since 30’s and currently it has
covered the many central corporate governance issues; for instanéé, shareholder meetings, voting -
rights, insider trading, takeovers and securities fraud. Therefore, it also dééls with board
composition and functioning after the enactment of Sarbans Oxley Act. It is also point to be
noted that the vile scandals of big corporations resulted the reforms in the corporate laws and in
the light of reforms the main stock exchanges have required the independence of directors and it
also emphasized the internal control mechanism through audit committees. Further,
“independence requirements have been tightened and audit cémmittees_’ powers and
responsibilities have been extended.””s'

These corporate scandals also lead the US states t(;\n;ards convergence of two corporate
governance approaches, shareholder primacy and stakeholder theory. The states of USA have
enacted the constituencies Laws which requires >the Direcfors to bonsider the interests of non-

shareholders (stakeholders) as well. The Pennsylvania legislature passed “the first stakeholder

59149

statute in 1983 and forty other states have subsequently implemented similar statutes.
Therefore, the enactments of United States constituency Lawg _rﬁgarding corporations are
founded on the enligiltened shareholder value like UK where thls approach is also basis of the
contemporary legal refonns. For instance, the Dela\;fare state which has undeviating attraction

for business community has not enacted any constituency law and it is very notable exception to

148 John C. Coates IV, "The Goals and Promise of the Sarbanes-Oxley Act,” The Journal of Economic Perspectives
21(2007):91-116.

149 X athleen Hale, "Corporate Law and Stakeholders: Moving Beyond Stakeholder Statutes," Arizona Law Review
45 (2003): 823-856.
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that constituency laws'> but still in practice its following the concept that the management in
debts “its fiduciary duties of care and loyalty not only toward shareholders but to the corporation

»131 This assumption not only recognizes the status of

as whqle including stakeholders.
shar;holders as ovu;ner and principle but simultaneously acknowledge that the management is not
only agent of shareholders but to the whole entity of the corporation including stakeholders i.e.
creditors, employees, corhmunity and it has to work for the well-being of entire corporation.
Moreover; it is pertinent to mention here that these pro stakého_lder statutes have been adopted by
almost 41 states of the US."? Wyoming’s state Statute is an example of a comprehensive

stakeholder statute.'>

These statutes expressly authorize “the board of directors to consider
stakeholders (no shareholder) interests, which are usually expressed in terms of a list including
employees, customers, suppliers, creditors, and local communities.’»’154 However, these statute
laws differ regarding its implication form each other, f(;r'exarnple the nineteen states allow
stakeholder consideration onlyv'dp‘rin‘g takeover or change of control situations. While some
stakeholder statutes are mahdatory and some are permissive in nature. There are also the
examples of stakeholder statutes which explicitly determine the extent to which the stakeholder
inter;est has to be consideredf155 Besides, there are also examples of states which consider the
interest of stakeholders as whole. The emergence and implication of these statutes are very

important in terms of recognizing the purpose of corporation because they represent deliberate

and intentional rejection of the shareholder primacy conception or shareholder model of

130 file:///C:/Users/ComINN/Downloads/corporatevirtus2007.pdf

! file:///C:/Users/ComINN/Downloads/SSRN-id1625750.pdf

132 David K. Millon, "Redefining Corporate Law," Indiana Law Review 24 (1991): 223- 277.

¥ Hale, “Corporate Law and Stakeholders,” 833

4 hitp://www.mcgeorge. edu/D0cuments/Conferences/GlobeJune2012 _HumanRightsandDelaware.pdf (accessed:
July 12, 2015).

i V”S Hale, “Corporate Law and Stakeholders,” 833.
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resources for social issues not related to primary stakeholders may not create value for
shareholders.”*!! |
5) The theory of property rights should be implemented in manners that the employees’ rights to
their labor, the coﬂsumers’ rights to their wealtﬁ and the communities’ rights to public goods

‘ should also be treated and protected in same manners as property rights of shareholders being ‘
owner. It will lead towards stability and progress of the corporation as whole. The notion that
purpose of corporation is only to maximize the wealth of shareholders should be succeeded

by protecting the interest of all stakeholders. To protect the interest of corporation as whole

will achieve the long term maximization of wealth.

5.9. CONCLUSION:

In this paper we examined the two opposite theories of corporate governance and corporate

models of governance based on said theories. In present scenario of corporate world the

convergence of sharehoider corporate model and stakeholder corporate has also been analyzed.
Our analysis sugggs‘ts that the current corporate governance model of Pakistan should be
transfon.ned into hybrid model of corporate governance conéidering the concentrated corporate
structure, indigenous corporate issues and maximum number qf domestic stakeholders. The

legislation regarding representation of stakeholders on board of directors and fiduciary duty' of

~directors towards stakeholders as whole will lead to better financial performance of corporation.

The unique institutional and corporate ownership structures of Pakistani corporations demand
indigenous solutions to its indigenous problems. It does not argue that the hybrid model of
corporate governance can necessarily result in a stable system because the change in corporate

governance is not supposed to be end as new developments take place every day. The policy

2" Hillman, Amy J., and Gerald D. Kei,. "Shareholder value, stakeholder management, and social issues: what's the

bottom line?," Strategic management journal 22 (2001): 125-139.
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makers are only need to come out from pragmatic approach of shareholder theory and

transformed the corporate laws according to the contemporary issues.
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