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This research paper examines the issue of the significant role that governance frameworks play in promoting transparency, accountability and
investor confidence in the scenario of the U.S. financial and corporate environment. This paper discusses the issue of unchecked corporate
scandals, recurring economic crises and stakeholder’s activism currently facing a corporate organization that reveal a chink in the armor of
the prevailing schemes of governance compromising the integrity of the market and stakeholder confidence. It serves the purpose of critically
examining the development, concepts, and governance structures of corporate governance, specifically putting an accent on such frameworks
as the Sarbanes-Oxley Act, Dodd-Frank Act, and ESG integration. A qualitative literature review, regulatory analysis and case studies of
Netflix, Microsoft, Wirecard and Wells Fargo were used. This paper aims at finding major strengths and weaknesses in the existing practices
of governance. This is demonstrated by the findings indicating that sound governance platforms, which are independent, transparent and
regulatory compliant have a high degree of impact on confidence by investors as well as market stability. On the other side of the spectrum are
governance failures, which have been well marked by scandals such as the scandal of Wirecard and Volkswagen (VW) emissions through lack
of proper oversight. The research concludes that there is the need to consistently adopt the forms of governance, including the risks that arise
due to the prevailing technological advancements and the environment-social-governance factors to ensure market integrity and the trust of
the stakeholders. Good governance supported with regulatory reforms and good leadership is key in maintaining sustainable corporate
performance and healthy financial markets in the face of emerging challenges.
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1. INTRODUCTION

Corporate success rests on strong leadership and the board of
directors is a key person in the strategy of any organization
(Schuetz, 2016). Korngold, (2023) notes that, featuring
corporate purpose into decision-making improved the long-
term performance and trust by stakeholders. Furthermore,
Wiersema & Koo, (2022) highlight that the boards are expected
to exude accountability, manage financial soundness, and

and risk management. According to the research conducted in
the U.S., great governance plays a significant role in
guaranteeing transparency, responsibility, and investor
credibility (Efunniyi et al., 2024). These factors have been
highlighted by the effects of the different corporate scandals
and economic crises, and this has led to reforms and setting up
of structures to facilitate corporate integrity systems and stable
markets. The definition of corporate governance in this paper is

develop transparency to propel sustainable growth. Focusing on
ethical leadership and strategic alignment, boards deliver value
to investors and employees and other social circles, which
further strengthens the resilience of companies in the ever-
changing markets (Roache, 2024).

Basically, corporate governance extends to sustainable business
operations, ethical conduct, corporate strategy, remuneration,

=

that corporate governance encompasses a system of rules,
practices, and processes through which a firm is guided and
administered (Almagtome et al., 2024). It entails relations
between the stakeholders of a company such as shareholders,
board of directors, management, customers, creditors,
employees, and wider society. Roache, (2024) further
complemented that corporate governance covers the systems,
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principles and processes through which companies are directed
and governed.

A study by Zogning (2017) notes that one of the key tools used
to regulate the operations of financial markets, businesses, and
institutions in the United States is the governance systems.
These frameworks form some of the components that ensure
transparency, accountability and ethical financial practices
which in the end shape investor confidence. Financial
Accounting Standards Board (FASB) and other models of
corporate governance hold checks and balances to ensure that
fraud and unfair practices as far as trading are concerned are not
practiced (da Costa, 2017). A study as to how governance
structures promote financial stability, transparency and investor
confidence in the U.S economy, is explored through this paper.

With corporate scandals, the economic crisis, and increased
stakeholder activism in the business arena, corporate
governance has become one of the foundations of business
ethics. Competent governance systems are patterned to help
businesses serve the interests of their stakeholders, mostly the
shareholders, by building transparency, accountability, and
confidence among investors (Rawashdeh, 2025). The following
are basic elements to curb risks, convergence of interest, and
long-term organizational sustainability.

Salehi et al, (2023) state that transparency is referred to the
measures by which a company reveals financial and non-
financial information openly. Accountability allows executives
and board members to be answerable to their decisions and
actions. Collectively, these constructions form the foundation
of investor confidence that is the most important aspect of
capital markets where trust is essential (Rawashdeh, 2025).
This review examines the role governance structures play in
strengthening such aspects with special reference to the
interplay between what occurs internally by companies and
what outside agencies expect to happen.

The failure of large businesses like Enron and WorldCom in the
early 2000s and the 2008 financial crisis elucidated the
inadequacy of governance practices and triggered extensive
reforms. Governance systems, especially in the U.S., are
designed to minimize the agency costs, managing ethical
behavior, and reassuring investors that financial information
and business choices are credible (Petra & Spieler, 2020).

The paper would also discuss the U.S. governance structures
that help achieve them and assess their usefulness by
conducting a qualitative synthesis of literatures, regulatory
records, and corporate examples. The role of the Sarbanes-
Oxley Act (SOX), SEC rules and the emerging expectations
regarding Environmental, Social and Governance (ESG)
criteria will also be given special emphasis.

2. METHODOLOGY

The methodology of the study is the qualitative approach to
literature review, the materials of peer-reviewed journals, a
regulatory review to provide reports like SEC, SOX, and Dodd-
Frank Act, and published case studies were incorporated. It
reviews governance structures in the U.S. economy in a critical

way and lists recurrent themes, important challenges and major
results. To weave together empirical studies and institutional
examinations, the paper unfolds the strengths of governance
mechanisms towards ensuring transparency, accountability, and
confidence in investors. It also tests the appropriateness of
frameworks of regulation, principles of corporate governance
and arising threats of governance. Offering an in-depth insight
into the trends of governance, this study can be used to inform
policy enhancement propositions and strategic decision-making
in financial markets, by systematically analyzing them.

3. LITERATURE REVIEW

3.1 Evolution of Governance Frameworks

In recent years, the framework of corporate governance has
gone through a revolutionary change, with Environmental,
Social and Governance (ESG) factors becoming ever more an
aspect of strategic control and decision making. This trend is
part of the increasing awareness that financial measures are not
the only criteria that determine long-term success of business
organizations but the ability to behave in a sustainable and
ethical way as well. As Eccles and Klimenko (2019) contend,
the stronger the ESG performance of firms, the better the
financial performance would likely be, as well as volatility, and
risk exposure. The correlation has further led to the increased
preference in investors regarding ESG aligned companies,
which ensures a more impactful business case regarding
sustainable governance.

The regulatory authorities have reacted by requesting increased
information to be disclosed on ESG. As an example, the U.S.
Securities and Exchange Commission (SEC) have suggested a
regulation which would compel publicly traded organizations
to enable climate dangers and greenhouse gas emission
disclosure, with the aim of increased comparability and
openness (Ho, 2022). These changes are consistent with
international trends, including the Corporate Sustainability
Reporting Directive (CSRD) of the European Union that
explains the relevance of ESG responsibility.

The role of boards in fixation of ESG on governance structures
has also been amplified by scholars. Babalola et al. (2021)
found that the current reality in the modern governance models
soon covers the inclusion of stakeholders, ethical leadership,
and sustainability indicators as essential elements. This trend is
also encouraged by such conceptual models as the balanced
scorecard and stakeholder governance systems, which connect
ESG performance to financial results and reputation capital
(Shan, et al., 2024).

Overall, ESG as a part of governance models is a paradigm shift
to the concept of a complete value creation process. It increases
accountability, improves transparency, and gives investors’
confidence in an era where ESG (environmental, social
responsibility) is the new order of things.

3.2. Role of Board Independence and Executive
Compensation

Board Independence and executive pay remain core principles
in successful corporate governance, especially when trying to
harmonize management between setting managerial
compensation and satisfying shareholders’ interests. Boards
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with a majority of non-executive and outside directors are also
more likely to offer objective decision making, diminish agency
issues, and are likely to ensure that executive compensation
packages reward long-term value creation, as opposed to short-
term benefit (Ferrarini & Ungureanu, 2024). Such boards have
less managerial influence, and they are more prone to question
unreasonable pay levels or performance values that are not
aligned with shareholder focus.

According to empirical research, the more independent
directors a firm has, the more sensitive it would be to having
pay and performance: to a greater extent, executive
compensation would become dependent on the performance of
the firm in terms of ROE or stock returns (Adegoroye et al.,
2017). This congruence plays a very crucial role in reducing the
moral hazard of the executives and that they act in the best
interest of the shareholders. In addition, board independence
has been linked with better firm value and less risk-taking
behavior, especially in volatile conditions of the market
(Sukendri, 2024).

Accountability has been further improved by the introduction
of say-on-pay votes, which are the non-binding votes given to
shareholders on compensation that is given to executives. These
are the shares required by the Dodd-Frank Act to give the
shareowners a formalized channel for indicating their
satisfaction or dissatisfaction, with executive compensation.
Studies have also shown that say-on-pay has caused increased
clarity compensations disclosures as well as made boards
explain the reasoning of pay decisions using objective
performance measures (Ho, 2022). When poorly supported by
shareholders, companies tend to change their compensation
system or make their boards more accessible to sharecholders.

Nevertheless, there are still difficulties. Other research warns
that independence of the board would not necessarily ensure
sound oversight by the directors unless they have industry
knowledge or are not overcommitted (Wang et al., 2015). Also,
the lack of independence because of social connections between
CEOs and board members may result in light handling of the
performance review (Kim & Lu, 2018). Thus, board
composition should be enhanced with nomination procedures
and the director’s training as well as audit procedures to ensure
the integrity of governance.

To sum up, the independence of the board and executive
compensation are closely connected to the issue of corporate
accountability. Independent oversight and shareholder
engagement arrangements such as say-on-pay, in turn, help
embodiment sustainable governance, investor confidence and
long-term firm performance when they are well-designed and
applied appropriately.

3.3. Impact of Regulatory Compliance

The regulatory compliance is a critical part of effective
corporate governance especially in the U.S. financial
environment. The implementation of the Sarbanes-Oxley Act
(SOX) in 2002 and the Dodd-Frank Wall Street Reform and
Consumer Protection Act in 2010 were deemed to be major
successes in making improvements in the enhancement of

transparency, accountability, and investor protection. These
legislative constructs were enacted because of high-profile
corporate scandals and financial crises that revealed blatant
governance failures and lost the confidence of the populace
(Arslan & Algatan, 2020).

SOX also established tough standards of internal controls,
which obliged the Chief Executive Officers (CEOs) and Chief
Financial Officers (CFOs) to certify the truthfulness of the
financial reports and take internal controls liability (Soni &
Soni, 2015). This is a provision that prevented most cases of
fraud reporting because it made the executive highly
accountable. Furthermore, SOX led to the creation of the
agency of the Public Company Accounting Oversight Board
(PCAOB) that enhanced the quality and independence of audits
further enforcing trust among investors (Carson et al., 2022).

The Dodd-Frank Act, which came into force in the wake of the
2008 financial crisis, widened regulatory supervision over
financial organizations and proposed the appearance of new
mechanisms like the Volcker Rule that would restrict
manipulative trading by corporations (Tiirk, 2025). It improved
the rights of the shareholders as well, introducing such things
as say-on-pay votes and letting investors share their opinion
regarding executive compensation (Ho, 2022). The objectives
of these reforms are to reduce dangerously risky behavior and
to co-ordinate corporate actions to the long-term interests of
shareholders.

Empirical Work Evidence indicates that these rules have
resulted in both quantifiable reductions in corporate fraud and
restatements, as well as the quality of financial statements
released (Soni & Soni, 2015). Furthermore, the companies that
are exposed to the provisions of SOX and Dodd-Frank are also
more likely to have a more robust structure of governance, such
as a more independent board of directors and risk management
practices (Arslan & Algatan, 2020).

Nonetheless, critics claim that the cost of compliance with these
regulations may be cumbersome, especially in smaller
companies. Nevertheless, overall, the potential of the long-term
effects is frequently more significant than expenditures,
including higher market integrity, lower information
asymmetry, and more investor involvement (Carson et al.,
2022).

To conclude, the compliance to regulations by SOX and Dodd-
Frank has very much enhanced corporate governance even in
the U.S. These acts, through the imposition of transparency and
accountability have reinstated the trust of investors and have
aided the stability of the finance markets.

3.4. Principles of Effective Governance

3.4.1. Transparency in U.S. Governance Frameworks

The pillar of effective corporate governance is transparency
especially in the financial sector of the U.S. It provides quality
information, which enables stakeholders, particularly investors,
to make informed decisions since it is timely, accurate, and
thorough. Public policy measures like the Sarbanes-Oxley Act
of 2002 (SOX) and the Dodd-Frank Wall Street Reform and
Consumer Protection Act of 2010 have greatly improved the
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transparency levels in corporate America. These acts came to
be because of the occurrence of major corporate scandals and
financial crises, which were aimed at reviving market
authenticity and faith in the market and humanity (Steinberg,
2018).

SOX came up with intensive internal control requirements that
required senior officials to certify the financial statements as
factual and took the obligation of internal control. It also
created the Public Company Accounting Oversight Board
(PCAOB) aimed at regulating the audit practices, thus
improving the accuracy of the financial reports (Akinsola,
2025). The Dodd-Frank also increased disclosures, especially
on executive compensation, exposure to risk and conflict
minerals, and even enhanced the shareholder power, largely via
say-on-pay votes (Ho, 2022).

As stated by (Adegoroye et al., 2017), transparent financial
reports decrease information asymmetry between external
investors and corporate insiders, which minimizes the cost of
capital and builds investor confidence. Their results correspond
within the context of larger empirical studies that show that the
higher the disclosure quality of a firm is, the more liquidity and
premiums the company receives in the market (Akinsola,
2025).

Furthermore, transparency does not only concern financial
measurements. The staff is increasingly involved with
Environmental, Social and Governance (ESG) performance
disclosures as a requirement. The U.S. Securities and Exchange
Commission (SEC) has already reacted by initiative rules to
demand the disclosure of the climate-related risks, which
indicates the transition to more extensive disclosure standards
(Ho, 2022).

With these developments, however, there are still problems.
There has been selective disclosure by some firms or financial
instruments that are made so complex to hide the risks and this
breaks transparency spirit. Moreover, the blistering
development of financial technology and decentralized finance
creates new risks of transparency, that could not be covered
completely by the current set of regulations (Akinsola, 2025).

In summary, the issue of transparency in the U.S governance
frameworks has continued to be transformed in respect to
legislative and regulatory reforms. Although a good
background has been set up by SOX and Dodd-Frank,
continuing adaptation is necessary to deal with new risks and to
keep the investors more confident in a complex financial
environment.

3.4.2. Accountability Mechanisms in Corporate
Governance

The integrity and functionality of corporate governance
depends on accountability, including mechanisms. They make
sure that corporate leaders, board directors, and policymakers
take responsibility for their choices and deeds, especially
regarding ethical practices, legal responsibility, and financial
stewardship. An important role in maintaining accountability
by ensuring the regulation under SEC and by mandating certain

disclosures and conducting audits as well as investigations is
taken up by the Securities Exchange Commission (SEC) in the
U.S. (Steinberg, 2018). It is supposed to prevent misconduct,
enhance transparency and safeguard the interest of investors by
using these mechanisms

Some of the critical measures to have, to be accountable,
include independent audits. They give a fair evaluation of
financial statements and internal controls of a company
identifying errors, fraud, or mismanagement. As Zogning
(2017) states, companies that periodically subject themselves to
independent auditing perform better in terms of their financial
accuracy and compliance with the standards of governance,
which, in turn, further promotes investor confidence and market
credibility. The Public Company Accounting Oversight Board
(PCAOB), created through the Sarbanes-Oxley Act, enhances
the quality of audit further by establishing the auditing
standards and auditing firms (Akinsola, 2025).

In addition to financial audits, proactive mechanisms of
accountability are internal control systems and compliance
programs. This is through whistleblower policies, training on
ethics and risk management structures that help in promoting
ethics and provide early warning of abnormalities (Ciasullo et
al., 2017; Smaili, 2023). The whistleblower program of the
SEC, as an example, has contributed to massive enforcement
action and monetary recovery, which supports the value of
integrative channels of accountability (Ho, 2022).

Another necessary element is board control. The independent
directors are expected to keep track of the performance of the
executive, make major decisions, and make sure that it aligns
with that of the shareholders. The studies indicate that the
proportion of independent members of the board is associated
with the increased propensity to question decisions made by the
management and hold responsibility (Solomon, 2020).

Nevertheless, even with these mechanisms, problems still exist.
Accountability is also compromised by some firms who employ
what has been termed symbolic compliance that forces a firm
to adopt formal forms of governance without substantially
enforcing the same (Smaili, 2023). Besides, risks are also
evolving, presenting the potential consequences of
cybersecurity risks and ESG-related liabilities, which need to
be addressed by new accountability plans, being outside the
scope of financial measures.

To sum it up, corporate governance cannot be effective without
accountability mechanisms, such as regulatory audits, board
oversight, etc. When done right, they promote ethical
behaviors, minimize agency tensions and establish trust in
investors in the long term.

3.4.3. Investor Confidence and Governance Practices

Confidence of investors is essentially connected to corporate
governance quality and efficiency. Healthy system of
governance in place offers a structured setting that enhances
transparency, accountability and business ethics which are
some of the important elements that can help in assuring the
investors of the security and stability of their investments.
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Empirical data among various markets show that localities that
have well-established governance regulations are likely to
record stronger participatory levels among investor classes
(Rawashdeh, 2025). Their investigation emphasizes the fact
that well-managed companies enjoy a more significant inflow
of capital as investors are better motivated to invest it in the
outcome, they see lower risks of bad management, fraud and
confusing decision-making processes.

Good governance reduces asymmetry between the information
that was available to the management and that which was
available to investors, which is among the greatest causes of
uncertainty impeding the investment. The existence of such
mechanisms as the independent board supervision, broad
disclosure as well as setting up quality internal control systems
assist investors in coping with the inevitability that the activities
of the company and the financial statement of the company are
deserving of the trust of the investors and the outcome is really
representative of the health of the company (Ho, 2022). This
kind of transparency lowers the cost of capital and improves
market liquidity, both of which are thought to come with lower
risks and higher probability of giving a fair amount back as
perceived by investors (Aguilera et al., 2021). Additionally,
regulations like Sarbanes-oxley Act in the U.S or the United
Kingdom Corporate Governance code have been quite essential
in increasing levels of disclosure and accountability, resulting
in the increase of investor confidence (Steinberg, 2018;Ho,
2022).

The practice of governance has an impact on overall economic
growth other than in the financial markets. Once investors can
trust corporate governance structures, financing of capital
becomes more effective which promotes innovation and
entrepreneurship (Eccles Klimenko, 2019). Rigid systems of
governance promote sustainable business models that take
long-term risk and stakeholder consideration that creates
resilience through economic peaks and weaknesses. This is not
only beneficial to each company but also the economy by
lowering volatility and avoiding systemic risks (Aguilera et al.,
2021).

Poor governance, on the other hand, can demoralize investors
and cause capital outflow and volatility of stock prices as well
as a rise in the cost of borrowing. Enron and WorldCom
corporate scandals are evidence of the results of the broken
governance and the potential to destroy the confidence of
investors and the stability of markets (Rawashdeh, 2025).
Hence, regulators and companies like to continue developing
and advancing the principles of governance to safeguard the
interests of the investor and, indeed, to clean up the market to
be quite honest.

In a nutshell, the connection between governance practices and
investor confidence is said to be cyclical and reinforcing. Good
governance helps to attract and keep investors and thus stability
in the market and economic prosperity. The continued
determination to enhance the governance processes is a major
priority of policymakers and corporate leaders aimed at
increasing investor confidence and enabling economic
development to be sustained (Rawashdeh, 2025).

3.5. Emerging Governance Risks from Technology
Financial technologies pose opportunities as well as the risks of
governance. Some of the risks are as follows:

* The Menace of Cybersecurity: The phenomenon of
cyberattacks on financial institutions increases in its scale and
complexity as the financial institutions go digital, reaching
sensitive data and shutting down services. Management
systems should place a high priority on cyber resilience, such
as incident response, identity management, management
controls, and board surveillance. Due to the increase in the
number of regulatory demands, enormous cyber risk
governance is required nowadays to defend financial stability
(Jimmy, 2024).

*Regulatory issues: Fintech, blockchain, and Al develop at a
much faster pace than regulatory procedures, leaving behind
gaps in the compliance area and legal puzzlement. Such
regulatory lag makes it harder to regulate and expose the system
to more risks. Governance should learn how to be more
compliant, using the agile methodology of compliance and
active interaction with regulators to align innovation with the
requirements of the law (Abikoye et al., 2024).

*The issue of Data Privacy: Data privacy is a concern since
financial institutions gather and sell massive amounts of
information, and ethical and legal questions arise regarding the
consent, because of surveillance and a lack of protection against
such data misuse. The administration needs to apply data
minimization, transparency, and data privacy regulation by
laws such as the CCPA and GDPR. Governors are today paying
close attention to data governance and algorithmic
responsibility (Renuka et al., 2025).

*Algorithmic Bias and Fairness: The Al models applied in the
making of the lending and investment decisions can create a
bias in terms of social or demographic characteristics
unknowingly. Such biases may create discriminative results and
loss of reputation without governance protection. The boards
are responsible for integration in the fairness audit,
explainability and ethics of Al in model governance (Talati,
2021).

*Decentralized Finance (DeFi) Risks: Decentralized Finance
(DeFi) networks are not regulated by any central authority
which makes them more prone to frauds and the vulnerability
of smart contracts and avoidance of regulations. In response to
the danger of these risks, governance frameworks should apply
more diligence, educate investors, and engage in transnational
regulation to enforce financial integrity (Bodo & De Filippi,
2024).

eAutomation Operational Risks: The extreme use of
algorithmic trading and Al decision-making may cause market
volatility to grow. This creates a chain of failures. At the top
level, governance should involve scenario testing, human
control, and fail-safe systemic risk mitigation. Regulators are
pushing companies to embrace enhanced resilience in an
automated scenario (Talati, 2021).

The governance systems should be revised so that they
accommodate these risks and encourage innovation.

3.6. Case Studies
3.6.1. Best Practices - Successful Governance
1. Netflix- Unconventional Pay, and Independent Governance
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Netflix has stood out in its progressive system in viewing
executive compensation, as well as in board governance.
Programs such as Equity on Demand enable it to request
employees, including the executives, to tailor their
compensation package among a salary and a stock option,
increasing flexibility and alignment of ownership (Adam Cobb,
2016). This model allows a culture of accountability and
performance-related incentives. Moreover, the board of Netflix
mainly includes independent directors actively involved in
strategic oversight that make sure the decisions made by the
executive respond to long-term shareholders’ interests. Such a
form of governance has helped to maintain investor confidence
and organizational flexibility in a stiff media market.

2. Microsoft -ESG Integration and Diversity of the Board
Microsoft sets the example of a modern governance system
because the company has incorporated principles of
Environmental, Social, and Governance (ESG), focusing on
board diversity. The greater part of the well-rounded group of
independent directors on the company board has experience in
policy, technology, and sustainable relations (Johnson-Rokosu,
2025). The ESG strategy is integrated into the corporate
governance of Microsoft, and sustainability, ethical Al, and data
privacy are under board-level control. Having clear ESG
reporting and leadership practices that include stakeholders has
increased trust and made the company a leader in responsible
innovation.

3.6.2. Weak Practices - Governance Failure

1. The Wirecard Scandal

The Wirecard scandal can be regarded as a crucial case study of
failure in governance. Wirecard collapsed as a German fintech
firm in the year 2020 when it was found out that the firm had
fudged its financial accounts, reporting on nonexistent assets
worth $2 billion (about $6.2 per person in the US). The absence
of checks and proper governance enabled malpractices and
underpins the significance of proper governance systems in the
financial market (Betz & Kim, 2021).

2. Wells Fargo Scandal (2016 RESULT)

In the case of the Wells Fargo scandal, in which unauthorized
accounts may have been created, some major governance
failures were observed. The consequences resulted in complete
reforms, which involved the replacement of the executive
leadership and increased checks and balances, thus the
necessity of strengthened governing systems (Corkery &
Cowley, 2016).

3. VW Emissions Scandal

The Volkswagen (VW) emissions scandal identified the effects
of poor governance and ethical failure. The corporation
incurred heavy fines and a tarnished reputation, which led to
reassessment of corporate governance in the car making
business (Hotten, 2015).

3.7. Research Gaps

e Changing technologies and efficacy of Governance
Regulatory frameworks like SOX and Dodd-Frank have made
the control more solid, and the introduction of new technologies
and platforms by using blockchain, Al, and online platforms
create unknown challenges to control them. As an example,
decentralized finance (DeFi) and algorithmic decision-making

may escape from the regulatory authority due to their
functionality, which prompts concerns regarding the
accountability and integrity of data (Yermack, 2017).
Additionally, as mentioned by Jadwani et al., (2024),
cybersecurity threats and information breaches have become an
even more critical issue requiring management systems that
account for IT risk management practices. Nevertheless, there
is relatively little research on the way governance controls
companies can integrate digital infrastructures in the context of
increasing dependence on technology. The closure of this gap
is crucial to guarantee real-time transparency and maintain trust
by investors in technological-based business contexts.

e ESG factors and Investor behavior

Investors are having an even stronger impact on environmental,
social and governance (ESG) considerations in their
investments. Nonetheless, the incorporation of ESG into
governance procedures is uneven, especially in a novel
industry, such as fintech, biotech, and clean energy (Eccles &
Klimenko, 2019). Investors are interested in firms that have
disclosed all their ESGs, and many companies are not equipped
to provide ESG disclosures (Kotsantonis & Serafeim, 2019).
The mismatch between ESG performance and more
conventional governance indicators inhibits the degree of risk
evaluation. The involvement of ESG-based strategy in the
policies of institutional investors should become the focus of
attention in future studies that should investigate how
governance systems can evolve to address ESG values without
compromising their financial responsibilities.

4. DISCUSSION AND FINDINGS

Corporate governance forms part of the structural and
procedural framework in and within which corporations set
their strategic direction and make informed decisions and
achieve their corporate-level objectives (Larcker & Tayan,
2020). It combines governance and accountability tools
throughout the organizational chain, including the board of
directors and Chief Executive Officer to support staff in
meeting the needs of the stakeholders, and abide by the
regulations (Roache, 2024). Corporate governance fosters
stability through value creation in the enhancement of ethics
within a company, transparency, and economic interest of
stakeholders to ensure sustainable value creation and roll it into
the dynamic business environment (Larcker & Tayan, 2020).
Also, according to Tricker, (2015), the development of the
theories of corporate governance indicates a transition toward a
more extended vision of profit maximization to additional
issues like social ethics and stakeholder interest. Although the
traditional models upheld the idea of shareholder primacy and
low ethical involvement, the modern practices are giving more
attention to the pursuit and inclusion of corporate social
responsibility and ethical accountability as part of governance.
The rudiments of corporate governance theories are the
following:
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e Agency Theory (see Figure 1). It concentrates on the
association between principals (shareholders) and agents
(managers) where they can fall into conflicts because of
interests. The theory presumes that managers will tend to
pursue self-interest until they are effectively under
supervision or rewarded effectively. Performance based
compensation mechanisms in governance, independent

boards, and shareholder rights governance mechanisms
are aimed at getting managers to act in line with
shareholder objectives. The theory forms the basis of
numerous regulatory reforms such as the Sarbanes Oxley
Act which strives to increase transparency and
accountability to minimize the costs of agency
(Glinkowska & Kaczmarek, 2015).

Hires & delegate

Self interest

Self interest

Performs

Figure 1. The Agency model Adapted from Abdallah, (2009)

e Stakeholder Theory
The stakeholder theory widens the scope of governance,
whereby other stakeholders, in addition to shareholders, are
given attention. This includes employees, customers, suppliers,
and communities (see figure 2). It reasons that corporate
sustainability over the long-term, requires a balance of the
interests of different stakeholders as opposed to the

maximization of shareholder value. This theory sustains
inclusive governance policies, ethical leadership, and
sustainable efforts. It has become relevant regarding ESG
(Environmental, Social, and Governance) integration, in which
business entities are supposed to exhibit social responsibilities
and care of the environment (Glinkowska & Kaczmarek, 2015).

Consubstantial
stakeholders

~ ”
k—_,//

Contextusl
stakehodders

Fiam

Contractual
stakeholders

Figure 2. Stakeholders’ classification. Adapted from Rodriguez et al., (2002)

e  Stewardship Theory
The stewardship theory portrays a more positive aspect of
managerial behavior stating that executives are internally
driven to do the best for the organization and its
stakeholders (see Figure 3). In contrast to the agency
theory, it supposes that managers are honest custodians
that want to succeed in the organization rather than

themselves. This theory promotes management systems
that give managers power, promote teamwork, and create
a culture of trust. It has been mentioned as a typical part of
transformational leadership and is especially applicable to
family-owned companies and missions-based companies
(Glinkowska & Kaczmarek, 2015)
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Empower and trust

Sharcholders”
profits and

Instrinsic and
extrinsic
motivation

Protect and maximize

shareholders wealth

Figure 3. The Stewardship Theory Adapted from Abdallah, (2009).

o The Resource Dependency Theory argues that any
organization lacks self-sufficiency and thus depends on
other organizations when it comes to supplying essential
materials like capital, labor, and information. To sustain
independence and stability, companies should be able to
balance relationships and share powers efficiently with
stakeholders and partners (Roundy & Bayer, 2019).

o  Transaction Cost Economics Theory provides that firms
are organized to keep down the expense of developing
economic exchanges. These expenses entail negotiating,
monitoring, and enforcing contracts. Depending on which
form lowers uncertainty, opportunism and inefficiencies,
organizations decide between market transactions and
internal hierarchies (Teece, 2019).

Anidjar (2019) is categorical in his statement that countries
have different ways of corporate governance because the
ownership structure and the mechanism through which a firm
is controlled differ. These differences result in the existence of
various models of corporate governance, which can be broadly
classified into the internal categories (the board and
management incentive rules) and the external forces (market
control and regulation). This has led to the fact that there exists
no universal model of good corporate governance. Rather,
nations embrace either an insider or an outsider system where
insider systems are popular in countries where ownership was
concentrated as in the case of Germany and Japan, or outsider
systems like the U. S. and U.K., which were common in
dispersed ownership economies. Any solution is associated
with its unique sets of strengths, weaknesses, and economic
implications. The corporate governance mechanisms can be
termed as:

e Internal Mechanisms of Corporate Governance are
internal corporate governance mechanisms which are
structures in a firm, which keep it accountable and ethical
(see figure 4). These are the board of directors, internal
audit, executive pay including other things and internal
control. They correlate managerial practices with the
interests of shareholders and minimize agency conflicts
(Guluma, 2021; Zehri & Zgarni, 2020).

e External Corporate Governance Mechanisms refers to
external mechanisms utilized outside the firm to affect
governance. They are known as regulatory frameworks,
capital markets, institutional investors, and media
scrutiny. They present market discipline, legal and
shareholder activism in checking the behavior of
managers (Schéuble, 2019).

In this comprehensive qualitative literature review, the topic of
governance frameworks is highlighted as being the key factors
in promoting transparency, investor responsible behavior as
well as accountability in corporate settings especially in the
U.S. financial environment and regulatory environment. These
are the most important points to the conclusion.

The paradigm shift on corporate governance has now moved
towards less narrow-minded models, which involve
shareholder primacy, to broader systems that accommodate
Environmental, Social, and Governance (ESG) considerations.
The growing demands of ESG lead to a paradigm shift in
environmental, ethical, and sustainable business practices, and
the regulatory authority, such as the SEC, promotes more
disclosures regarding climate risks and social responsibilities.
These models include the balanced scorecard and the
stakeholder governance models of framework that connect ESG
performance to financial outputs and thus underline the
significance of sustainability in the long-term creation of value
(Carson et al., 2022).

The empirical evidence can show that the more independent
directors the board has, the more objective decisions it makes,
the more executive and performance compensation, and the less
agency is an issue. The introduction of such mechanisms as say-
on-pay votes contributed to the improvement of transparency
and strengthening accountability of shareholders in terms of
executive remuneration. Further issues, however, remain, such
as the presence of possible social connections that impair the
independence and necessity of higher criteria and procedures of
the nomination of directors (Kim & Lu, 2018).

Legislative action taken including the Sarbanes-Oxley Act
(SOX) and Dodd-Frank Act have been very effective in
enhancing transparency, internal controls and protection of
investors in corporations. Such rules have led to quantifiable
gains in the form of cutdowns in fraud, improvement of audit
quality, and strengthening of governance systems such as non-
executive boards and risk management systems. However, the
issue of compliance expenses, particularly among small
companies, has been raised, and it is necessary to have
proportionate regulations (Arslan & Alqatan, 2020).

The confidence of investors is built through transparency,
particularly information transparency in financial reporting and
other environmental, social, and governance (ESG). Intensive
disclosure standards have been required by regulations, and this
has resulted in better liquidity and reduced capital costs.
Verification instruments like independent auditing, internal
controls, whistle blowing, and board control play essential roles

£ 2025 EPRA JEBR | EPRA International Journal of Economic and Business Review | https://eprajournals.com/ w 77



SJIF Impact Factor2025: 8.862 || DOI: 10.36713/epra2012 | Volume-13 | Issue-10 | October 2025 | e- ISSN: 2347-9671 | p- ISSN: 2349-0187

in meeting responsible dealings and ethical practices. The
obstacles might be symbolically compliant and the risks that
arise, such as cybersecurity risk, and ESG responsibility that the
current accountability structures are unequipped to deal with
(Carson et al., 2022)

Effective governance will build investor confidence and instill
capital flow and stability in the markets. Based on empirical
evidence, it has been observed that transparent, accountable
companies with effective governance systems are likely to
attract a high level of investor participation, level of volatility,
and effective capital allocation. In contrast, the breakdown in
governance, as is the case with scandals such as Enron,
Wirecard, and VW, may be catastrophic to investor confidence
and market fill (Hotten, 2015).

The increase in financial technologies presents some
governance risks such as cybersecurity risks, data privacy,
algorithm biases, and decentralized finance (DeF1i) risks. Such
risks prompt adaptive governance models that can address
technological innovation and protect the stakes of the parties
involved. The literature shows that there is a considerable
research deficit when it comes to the discovery of viable models
of governance, which would accommodate technological risks
and opportunities in real-time (Yermack, 2017; Talati, 2021).

Good examples of Netflix and Microsoft demonstrate sound
management practices represented by independent boards, ESG
integration, and new methods of compensation. On the other
hand, failures like the case of Wirecard, Wells Fargo and VW
highlight the repercussions of poor monitoring, unethical
operations and weak governance safeguards and therefore
underscores the significance of good governance safeguards
(Akinsola, 2025).

The review describes distinctive gaps, such as the necessity of
research in terms of governance regarding fast-changing digital
structures, risks of cybersecurity, and embracement of ESG in
upcoming industries. These gaps must be urgently addressed to
create resilient far-reaching governance structures that are
capable of weathering the change in technology and society.

5. CONCLUSIONS

The current literature review states that good governing
structures are central to the improvement of transparency,
assuring accountability, and strengthening investor confidence.
Changes in the principles of governance that are being
implemented through regulatory reforms, technology, and
societal demands are gradually bringing stability to the market
and enhancing sustainable business development.

Regulatory tools such as SOX and Dodd-Frank have been
effective in instilling in the spirit of transparency and
accountability at the corporate level to yield quantitative gains
in financial reporting and investment protection. Contemporary
governance paradigms are, in the meantime, paying more
attention to ESG aspects, the independence of the board, and
stakeholder voice to interconnect corporate goals and social as
well as ecological issues.

But the landscape is growing and changing so rapidly that the
frameworks should be adjusted to the new sets of risks that are
potential outcomes of the digital transformation, e.g.
cybersecurity risks, data privacy concern, and the
complications of the applications of decentralized finance. A
core element of confidence and confidence is the incorporation
of technological risk management in governance frameworks.

Examples of such successful companies as Netflix and
Microsoft show how effective innovative approaches to
governance may influence investor confidence and long-term
value creation. On the other hand, when scandals turn out to be
scandalous enough to attract the attention of the media, they
testify to the horrifying nature of the failure of governance and
demonstrate the necessity of constant attention and change.

Overall, stable transparent ethical responsible markets have
strong governance systems as their pillars. Any further research
must concentrate on the creation of pragmatic and technology-
driven systems of governance that will manage the new threats
as well as support the key tenets of openness and responsibility.
Pursuits of this nature will play a crucial role in maintaining
investor trust and market integrity in the more complicated and
digitized world.
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