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THE CONCEPT AND ESSENCE OF CORPORATE GOVERNANCE

Serhii Chikalkin. "The concept and essence of corporate governance". The article is devoted to the
study of the basic concepts and essence of corporate governance. The main aspects of corporate governance
are characterized, including its objectives, functions, principles, structure and role in the stable functioning of
enterprises.

It is determined that corporate governance can be viewed as a set of legal, economic, organizational
norms and rules within which a corporation (company) operates, and on the basis of which the relations
between all its participants are built. Corporate governance unites various participants in corporate relations,
each of which takes care of its own interests, establishes mechanisms and methods of interaction between them.

It is highlighted that most studies related to corporate governance have a rather narrow focus and are
conducted exclusively at one of these levels.

The issue under study is multifaceted and also includes the definition of functions and components of
corporate governance, which include: creating a strategy and setting goals, ensuring financial stability,
ensuring transparency and compliance, and facilitating interaction with stakeholders.

Keywords: corporate governance, enterprise, management, corporation, shareholders, corporate
relations.

Cepeiti YikankiH. «OCHO8Hi NOHAMMA Ma cymHicmb KOpnopamueHo20 ynpaeniHHa».. Cmamms
npucgavyeHa OOC/IOXEHHIO OCHOBHUX NOHAMb mad CYmHOCMi  KOpnopamusHO20  ynpasiHHA.
Oxapakmepu308aHO OCHOBHI dCnNeKMU KOpnopamugH020 YNPAsiHHA, 8K/IIOYArYu U020 Yimi, yHKUi,
NpUHYUNU, cCMpykmypy ma pose y cmabinbHOoMy yHKUiOHY8aHHI nionpuemcma.

BusHayeHo, w0 KopnopamueHe ynpaesiHHA MOXHA po32190amu AK CYyKynHiCMob OpUOUYHUX,
E€KOHOMIYHUX, Op2aHi3ayiltiHux HOpM | NpasuJsi, y pamkax AaKux pyHKYioHye Kopnopayisa (mosapucmeo), i Ha
6a3i AKkux 6ydyromebca: 83aEMOBIOHOCUHU MiX ycima il yuacHukamu. KopnopamugHe ynpassiHHA NOEOHye
PIi3HUX Y4ACHUKIi8 KOpnopamusHUX 8iOHOCUH, KOXHULU 3 AKUx 06d€e Npo C801 8/1ACHI iHMepecu, yCMaHOBJTHE MiX
HUMU MexdaHi3mu i cnocobu 83aemooii.

BucgimneHo, wo 6inbwicmes 00CNiOXeHb, WO CMOCyiombCa KOpnopamugeHo20 ynpasiiHHA, Mams
docume 8y3bKy CNpAMOBAHICMb i NPOBOOAMbCA BUKJIIOYHO HO OOHOMY 3 UUX piBHIs.

JocnioxysaHe numaHHs € 6azamozpaHHUM i 8K/IOYdE 8 cebe MAKOX BU3HAYEHHA (yHKUIG ma
CKJ1008UX KOPNOPAmMuUeHOo20 ynpasJsiiHHA, 00 AKUX MOXHA 8iOHeCMU: CM8opeHHs cmpamezii ma 8U3HAYeHHS
yined, 3a6e3neueHHs (hiHaHcosoi cmilikocmi, 3abe3neyeHHs nNPO3opoCcmMi ma 8i0NOBIOHOCMI, CNPUSHHSA
83aeMO0iT 3i 3ayikasaeHUMU CMOPOHAMU.

Knroyoei cnoea: kopnopaTuBHe ynpasiiHHA, NiAMNPUEMCTBO, YNPaBIiHHA, KOprnopaLis, akLioHepwy,
KOpPMOpaTuBHI BifHOCKHN
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Introduction. The relevance of corporate
governance research is constantly growing in
the modern world, especially in the context of
the ever-changing economic and social
situation. Famous leading scientists have
studied the concept of corporate governance
and its features in their works. The growth of
international trade and investment leads to
the need to develop effective corporate
governance strategies for the successful
operation of companies in the international
market. The transition from traditional
ownership structures to new forms, such as
corporate groups, associations and start-ups,
requires the development of new corporate
governance models that meet the current
conditions. Society and stakeholders are
increasingly  demanding  transparency,
openness and ethical behavior from
companies, which challenges traditional
approaches to corporate governance and
requires new strategies.

Analysis of recent research and
publications. The theoretical foundations of
corporate governance are actively studied in
the works of both foreign and domestic
scientist: F. Neubauer, A. Lank, L. Van den
Berg, S. Carshon, M. Khus, A. Kostiuk, O. Khart,
M. Fratiani O. Bilashenko and others.

However, many questions that are really
important have not yet been sufficiently
researched and are waiting for consideration
and a new scientific perspective.

The formulation of the goals of the
article is to systematize and review the key
concepts, basic principles and functions that
form the basis of corporate governance in
order to ensure a clear understanding of the
essence of this concept.

Presentation of the main results.
Corporate governance has a two-pronged
effect. On the one hand, it is a new sphere of
activity and interests of state and non-state
institutions (enterprises), executives and
managers, shareholders and employees in
transition economies. On the other hand,
corporate practice in transition economies
complements and rethinks the corporate
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governance  system in
developed countries.

The development of the corporate sector
is crucial not only for improving the efficiency
of the management system of business
entities, but most of all for the successful
functioning of the country's economy as a
whole in the context of market
transformations, in particular at the level of
public administration.

The diversity of scientific works on
corporate governance shows that there is no
unanimously accepted definition of corporate
governance. This array of different views on
corporate governance in the literature makes
it difficult to formulate a single
comprehensive  definition of corporate
governance.

Corporate governance is a general term,
according to scholars F. Neubauer and A. Lank
[1]. The term includes specific issues
generated by complex interactions between
internal and external actors present in the
corporate environment (top management,
shareholders, boards of directors, other
corporate stakeholders, etc.)

The term "governance" is defined by the
Oxford English Dictionary as "the act or
manner of governing" [2]; in the archaic sense
of the term, it is explained as "influence". As a
rule, governance refers to how something is
regulated, while "to govern" means: to
administer, direct, order, control, dominate,
rule, supervise. The basis for these
explanations of the general terms
"governance" and "management” is the idea
of leadership and control.

Thus, the specific term "corporate
governance" refers to the way companies are
managed and controlled. The practice of
corporate governance can be analyzed from
five different perspectives, defined by L. Van
den Berg and S. Carshon [3]:

1) Corporate governance can be
understood at the level of the board of
directors;

2) Corporate governance can be
understood at the level of the so-called

economically
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"corporate governance triangle" consisting of
managers, the board of directors and owners;

3) Corporate governance can be
understood from the perspective of the
company's direct stakeholders X employees,
suppliers and customers;

4) Corporate governance can be
understood from the perspective of the
company's indirect stakeholders X the
government, the environment and society as
a whole;

5) Corporate governance can be
understood from the perspective of the
company's stakeholders X the public.
However, most research on corporate
governance has a rather narrow focus and is
conducted exclusively at one of these levels.
In fact, corporate governance can be dealt
with in a narrow or broad sense, as Solomon
argues [4].

From a narrow perspective, corporate
governance is limited to the relationship
between a company and its shareholders. This
definition reflects the traditional paradigm of
finance expressed in the "agency theory".
According to this theory, resource owners
(shareholders) act as managers who entrust
their resources to managers of business
entities, who act as agents, to manage these
resources and create additional value. Such
narrow definitions are rather shareholder-
oriented, such as the Walker Review definition
[5]: "the role of corporate governance is to
protect and promote the interests of
shareholders by setting the strategic direction
of the company and appointing a skilled
board capable of achieving those goals".

From a broader perspective, corporate
governance can be viewed as a network of
relationships not only between the company
and its owners (shareholders), but also
between the company and a wide range of
other persons who are part of the company:
employees, customers, suppliers, etc.

In general, broader definitions of
corporate governance emphasize a broader
level of responsibility to shareholders and
other stakeholders. According to the broadest
definitions, companies are considered
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responsible to the whole society, future
generations and the environment. Such a
broad view of corporate governance is shared
by the scientist A.D. Suson, who defines [6]
that corporate governance is "a system of
checks and balances, both internal and
external to companies, which thereby ensures
that companies adhere to their responsibility
to all their stakeholders and act on the basis of
social responsibility in all areas of their
business activities".

Different  definitions of corporate
governance used in academic discussion are
often influenced by different values,
ideologies or worldviews of those who use
them. For example, according to the legal
approach of O. Khart and M. Fratiani [7], it is
believed that the focus of corporate
governance is to ensure responsible
corporate behavior in matters that are not
directly addressed through contracts. On the
other hand, from a narrow point of view,
corporate governance is concerned with how
creditors of corporations assure themselves
that they will get their investments back.

In terms of the management approach,
corporate governance is defined by A.N.
Kostiuk as follows [8]: "Corporate governance
establishes clear structures for accountability,
responsibility and transparency at the top of
the company and defines the role of the
board and management”. In terms of
compliance, the definition has a changed
focus: "Corporate governance defines a clear
structure for the relationships and
responsibilities  between the various
participants in a corporation, such as the
board, managers, shareholders, and other
stakeholders, and establishes rules and
procedures for making decisions on corporate
affairs. In fulfilling this function, it also
provides a framework by which the
company's objectives and the means to
achieve those objectives are set and their
effectiveness monitored (OECD Corporate
Governance Guidelines) [9].

In Ukraine, corporate governance has
been developing for a long time
independently. However, paradoxically, the
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situation changed for the better after the
2008 financial crisis.

In our country, as in the rest of the world,
there is now an understanding that corporate
governance is not only a set of certain
procedures, but also an important risk
management tool. By the way, this approach
has already been reflected in a number of EU
regulations, in  particular the Basel
Committee.

Scientist M. Khus [10] defines other
categories of views on corporate governance:
external and internal perspectives, and
perspectives of unity and balancing. On the
one hand, the external perspective focuses on
value protection or value distribution, while
the internal perspective focuses on value
creation. On the other hand, the unitary
perspective is short-term and board members
play the role of agents working for
shareholders or management, while the
balancing perspective is long-term and the
board is an independent organizational body
at the top of the corporation.

Thus, M. Khus presents four groups of
definitions of corporate governance: 1) The
managerial  definition  of  corporate
governance, which emphasizes what is best
for management. This is an internal and
unitary perspective. 2) The shareholder
preference focus, which is about how the
board, managers, and corporations are
instruments to achieve shareholder goals.
This is an external and unitary perspective. 3)
Interaction, triangulation, or stakeholder
perspective of corporate governance
emphasizes the relationship between the
entities that participate in the decision-
making process and control the resources of
the enterprise. Thus, corporate governance is
defined as a structure of rights and
obligations between stakeholders. This is an
external and balancing perspective of
corporate governance. 4) A clear definition of
corporate governance emphasizes what is
best for the corporation and focuses on how
the board contributes to value creation
through the value chain. This is an internal
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and balancing perspective of corporate
governance [10].

Corporate governance functions are a set
of tasks and responsibilities performed by the
company's management to ensure efficient
operation and achievement of strategic goals.
The main functions of corporate governance
include:

creating a strategy and setting goals. The
company's management should develop a
development strategy and set specific goals
that need to be achieved to be successful;

overseeing the implementation of the
strategy. Corporate governance is responsible
for monitoring and evaluating the
implementation of the strategy, making sure
that the company is moving in line with the
goals set;

ensuring financial stability. Corporate
governance is responsible for controlling the
company's financial resources, defining and
optimizing the financial strategy, and
ensuring effective risk management;

ensuring transparency and compliance.
Corporate governance ensures compliance
with transparent and ethical management
standards, as well as compliance with laws
and regulatory requirements;

promoting stakeholder engagement:
Corporate governance promotes interaction
with shareholders, customers, partners and
other stakeholders to ensure their interests
and support the company's sustainable
development;

development of human resources.
Corporate governance is responsible for the
development of the company's human
resources, including the selection and
development of qualified managers and
employees [11].

The functions are aimed at ensuring the
effective functioning of the company and
maximizing its performance and value for all
stakeholders. Corporate governance
functions are key elements necessary for the
successful operation of any company. They
define the role of management in setting
strategy, monitoring the implementation of
that strategy, and effectively allocating
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resources and making decisions. In addition,

they  ensure transparency, effective
communication and compliance with
legislation and corporate governance

standards. The overall success of the company
directly depends on how effectively
management performs these functions,
taking into account the needs and
expectations of all stakeholders [12].

Considering all of the above, it becomes
obvious that there are various perspectives in
corporate governance and that there is no
single, consistent definition of this concept in
the scientific literature. There are narrow and
broad perspectives, external and internal
perspectives, unitary and  balancing
perspectives, managerial and agency theory
perspectives, etc.

The definition of corporate governance
depends on the view of those who formulate
it and for what purpose they use it.

In their works, the authors try to give a
relatively broad definition of corporate
governance, based on the definitions
presented in this study, it is possible to form a
definition: corporate governance is a system
of checks and balances of the internal and
external environment of the enterprise, which
determines the rules and certain decision-
making procedures that distribute its
responsibilities, rights and obligations to all
direct and indirect stakeholders; the
corporate governance system also includes
the rights, claims and responsibilities of all
members of the corporation, as well as the
rules and procedures used in the decision-
making process at all levels of the
corporation; an appropriate corporate
governance system provides means for
establishing and achieving corporate goals, as
well as for constant monitoring and
adjustment of the level of achieved results.

Corporate governance is an important
element of the modern business
environment, which is constantly evolving
and changing. Modernity poses new
challenges and requirements for companies,
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to which corporate governance must respond
to ensure sustainability, efficiency and
competitiveness.

One of the key aspects of modern
corporate governance is taking into account
the interests of various stakeholders, such as
shareholders, customers, employees,
governmental and non-governmental
organizations, and society as a whole.
Ensuring transparency, openness and
accountability to all stakeholders is becoming
a key task of corporate governance in today's
environment.

Another important aspect is the use of
modern technologies in corporate
governance, such as artificial intelligence,
data analytics, blockchain, etc. This allows to
optimize management processes, make more
informed decisions and increase the
efficiency of companies.

In addition, modern corporate
governance takes into account general trends
in society, such as changes in environmental
and social standards, the development of
sustainable development and corporate
social responsibility concepts.

In  today's competitive  business
environment, corporate governance plays a
strategic role in ensuring the success and
sustainable development of companies,
adapting to new challenges and
requirements of the present.

Conclusions. Thus, in Ukraine, practical
and theoretical corporate governance is
constantly being actively developed, and this
concept is  widely considered in
organizational structures and enterprises.
Achieving high efficiency of corporate
governance requires ensuring the unity of
organizational principles that regulate
corporate relations and ensure the realization
of the interests of all stakeholders, economic
indicators for assessing efficiency and making
and implementing management decisions,
taking into account environmental factors.
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