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BUSINESS ETHICS IN CORPORATE GOVERNANCE 

AUTHORED BY - YADUNANDAN M.D 

 

 

Abstract 

Business ethics and corporate governance are two interdependent pillars that determine the 

moral and structural integrity of modern corporations. Ethical conduct in corporate decision-

making ensures accountability, transparency, and fairness—values essential for sustaining 

stakeholder trust and public confidence. Corporate governance provides the institutional 

framework through which these ethical values are operationalized, shaping policies, board 

responsibilities, and corporate disclosures. This paper critically examines the interplay between 

business ethics and corporate governance, emphasizing how ethical lapses can undermine 

governance mechanisms and lead to corporate failure. It further explores the legal and 

regulatory dimensions influencing ethical governance in India, drawing from corporate 

jurisprudence, statutory frameworks, and judicial precedents. The study concludes that 

integrating ethical principles within governance structures not only enhances compliance but 

also promotes sustainable corporate growth and social responsibility. 

 

Introduction: Business Ethics in Corporate Governance 

In the contemporary corporate landscape, business ethics and corporate governance have 

emerged as critical components that determine not only the legal compliance of enterprises but 

also their legitimacy, sustainability, and social responsibility. As global markets become more 

interconnected and stakeholders increasingly demand accountability, the integration of ethical 

principles within corporate governance frameworks has gained significant importance. 

Business ethics refers to the application of moral principles and standards in business conduct, 

while corporate governance encompasses the mechanisms, processes, and relations by which 

corporations are directed and controlled. Together, they form a foundational pillar for fostering 

trust, transparency, and integrity in the corporate world. 

 

The convergence of ethics and governance is particularly relevant in the wake of numerous 

corporate scandals — such as Enron, WorldCom, Satyam, and more recently, issues involving 

Facebook and Volkswagen — which highlighted the devastating consequences of ethical 

lapses and governance failures. These cases underscore the need for ethical foresight and robust 
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governance structures that go beyond mere compliance with the law. In response, regulators, 

policymakers, and academic institutions have increasingly focused on embedding ethical 

considerations within governance practices to mitigate risks, protect stakeholder interests, and 

ensure long-term corporate success. 

 

Corporate governance, traditionally concerned with the roles and responsibilities of a 

company’s board of directors, shareholders, and management, now encompasses a broader 

range of stakeholder interests, including employees, customers, communities, and the 

environment. This shift aligns with the principles of stakeholder theory, which argues that 

corporations have ethical obligations to all parties affected by their decisions, not just 

shareholders. Within this framework, business ethics functions as a guiding force, influencing 

boardroom decisions, shaping corporate policies, and promoting a culture of ethical 

accountability throughout the organization. 

 

In legal education, especially at the postgraduate level, the study of business ethics in corporate 

governance equips future legal professionals with the analytical tools necessary to navigate 

complex ethical dilemmas in corporate law and policy. The integration of ethics into 

governance also resonates with the broader principles of corporate social responsibility (CSR) 

and environmental, social, and governance (ESG) metrics, which are increasingly used by 

investors and regulators to assess corporate performance. 

 

Ultimately, ethical corporate governance is not just a legal or managerial requirement; it is a 

strategic imperative. Companies that prioritize ethics in governance tend to perform better in 

the long term, attract quality investments, and maintain a positive public image. 

 

2. Conceptual Framework 

2.1 Definition of Corporate Governance 

Corporate governance refers to the system of rules, practices, processes, and relationships by 

which corporations are directed and controlled. It defines the distribution of rights and 

responsibilities among different participants in the corporation—such as the board of directors, 

managers, shareholders, and other stakeholders—and outlines the framework through which 

corporate objectives are set, monitored, and achieved.1 The primary goal of corporate 

                                                      
1 OECD, G20/OECD Principles of Corporate Governance (2015) 9 

https://www.oecd.org/daf/ca/Corporate-Governance-Principles-ENG.pdf accessed 26 August 2025. 
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governance is to ensure accountability, fairness, and transparency in a company’s relationship 

with all its stakeholders.2 

 

At its core, corporate governance is concerned with establishing a balance between economic 

and social goals, as well as between individual and communal interests.3 It encompasses 

mechanisms for making decisions on corporate affairs, ensuring that such decisions are made 

ethically, in compliance with the law, and in alignment with the long-term interests of the 

company and its stakeholders. Effective governance minimizes risks such as fraud, corruption, 

and mismanagement, and enhances investor confidence, market reputation, and operational 

efficiency.4 

 

Various institutions, including the OECD and the World Bank, have emphasized that good 

corporate governance is fundamental to economic growth, capital market development, and 

financial stability.5 As such, corporate governance is not merely a regulatory requirement, but 

a critical element of corporate strategy and sustainability.6 

 

2.2 Understanding Business Ethics 

Business ethics in corporate governance refers to the application of moral principles and values 

to the processes, decisions, and behaviour of a corporation’s governing bodies. While corporate 

governance provides the structural framework for how a company is managed and controlled, 

business ethics ensures that such governance operates with integrity, fairness, and 

accountability. Ethics influences how decisions are made, how stakeholders are treated, and 

how responsibilities are fulfilled beyond mere legal compliance. 

 

Incorporating ethics into corporate governance is essential for building trust with shareholders, 

employees, customers, regulators, and society at large. Ethical governance addresses issues 

such as transparency, conflicts of interest, executive remuneration, whistleblower protection, 

and corporate social responsibility. It helps prevent misconduct, promotes a culture of honesty 

and accountability, and supports long-term value creation rather than short-term gain. 

                                                      
2 Tricker B, Corporate Governance: Principles, Policies, and Practices (4th edn, Oxford University Press 2019) 

5. 
3 Mallin CA, Corporate Governance (6th edn, Oxford University Press 2019) 9. 
4 Clarke T, International Corporate Governance: A Comparative Approach (2nd edn, Routledge 2017) 22–24. 
5 World Bank, Report on the Observance of Standards and Codes: Corporate Governance Country Assessment 

(World Bank, 2020) https://www.worldbank.org/en/topic/corporategovernance accessed 26 August 2025. 
6 Solomon J, Corporate Governance and Accountability (5th edn, Wiley 2020) 15 
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With increasing public scrutiny and demand for responsible corporate behavior, ethical 

considerations have become integral to modern governance standards, including ESG 

(Environmental, Social, and Governance) metrics. Ethical lapses, even if legally permissible, 

can severely damage a corporation’s reputation and stakeholder relationships. Therefore, 

understanding and applying business ethics in corporate governance is vital for legal 

professionals, board members, and executives committed to fostering responsible and 

sustainable corporate conduct. 

 

3. The Intersection of Ethics and Corporate Governance 

The intersection of ethics and corporate governance lies in ensuring that corporate decision-

making aligns not only with legal requirements but also with moral principles. While corporate 

governance establishes the framework for accountability and control, ethics infuses this 

framework with values such as fairness, transparency, and integrity. Together, they guide 

corporations to act responsibly towards all stakeholders—shareholders, employees, customers, 

and society. Ethical corporate governance reduces risks of fraud, corruption, and 

mismanagement, fostering trust and sustainable business practices. This synergy is essential 

for long- term corporate success and societal well-being in today’s complex business 

environment. 

 

4. Theoretical Approaches to Business Ethics 

4.1 Shareholder Theory 

Shareholder Theory, primarily advocated by economist Milton Friedman, posits that the 

primary responsibility of a corporation is to maximize shareholder wealth.7 Under this theory, 

corporate governance focuses on protecting and enhancing the financial interests of 

shareholders, who are considered the owners of the company.8 The board of directors and 

management are accountable chiefly to shareholders, and ethical considerations are secondary 

to profit generation.9 

 

While this theory promotes efficiency and clear accountability, it has been criticized for 

                                                      
7 Milton Friedman, ‘The Social Responsibility of Business is to Increase its Profits’ (The New York Times 

Magazine, 13 September 1970) https://www.nytimes.com/1970/09/13/archives/a-friedman-doctrine-the-social-

responsibility-of-business-is-to.html accessed 26 August 2025. 
8 Tricker B, Corporate Governance: Principles, Policies, and Practices (4th edn, Oxford University Press 2019) 

142. 
9 Boatright JR, Ethics and the Conduct of Business (7th edn, Pearson Education 2014) 55. 
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overlooking broader stakeholder interests such as employees, customers, and the community, 

leading to calls for more inclusive governance models.10 

 

4.2 Stakeholder Theory 

Stakeholder Theory broadens the focus of corporate governance beyond shareholders to 

include all parties affected by corporate actions—such as employees, customers, suppliers, 

communities, and the environment. This theory emphasizes that corporations have ethical and 

managerial responsibilities to balance and protect the interests of all stakeholders, not just 

maximize shareholder profits. By integrating diverse stakeholder concerns, governance 

becomes more inclusive, promoting sustainable and socially responsible business practices. 

Stakeholder Theory addresses the limitations of Shareholder Theory and supports long-term 

value creation, trust-building, and corporate legitimacy in a complex global economy. 

 

4.3 Agency Theory 

Agency Theory focuses on the relationship between principals (shareholders) and agents 

(company executives or managers). It highlights the potential conflicts of interest that arise 

because agents may pursue personal goals over the principals’ interests. Corporate governance 

mechanisms—such as boards of directors, audits, and performance-based incentives—are 

designed to align the interests of managers with those of shareholders, reducing agency costs 

and ensuring accountability. This theory underscores the importance of monitoring and control 

to prevent managerial opportunism and promote efficient decision-making for the benefit of 

shareholders. 

 

4.4 Stewardship Theory 

Stewardship Theory presents a more optimistic view of the relationship between managers and 

shareholders, suggesting that managers are stewards who act in the best interests of the 

company and its owners.11 Unlike Agency Theory, it assumes that executives are motivated by 

intrinsic factors such as loyalty, trust, and professional commitment rather than self-interest.12 

Corporate governance under this theory emphasizes empowering and supporting management, 

                                                      
10 Freeman RE, Strategic Management: A Stakeholder Approach (Pitman 1984) 35–38 
11 Davis JH, Schoorman FD and Donaldson L, ‘Toward a Stewardship Theory of Management’ (1997) 22(1) 

Academy of Management Review 20. 
12 Donaldson L and Davis JH, ‘Stewardship Theory or Agency Theory: CEO Governance and Shareholder 

Returns’ (1991) 16(1) Australian Journal of Management 49. 
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fostering collaboration and long-term organizational success.13 

 

Stewardship Theory highlights the importance of trust and shared goals, advocating 

governance structures that promote ethical leadership and sustainable value creation.14 It 

supports the idea that when managers are trusted and given autonomy, they will act in the 

organisation’s best interest, aligning with both corporate ethics and stakeholder expectations.15 

 

5. Ethical Issues in Corporate Governance 

5.1 Executive Compensation 

Executive compensation is a key ethical issue in corporate governance, often raising concerns 

about fairness, transparency, and accountability. Excessive pay packages, especially when not 

aligned with company performance, can create public outrage and damage stakeholder trust. 

Critics argue that disproportionate rewards for top executives contribute to income inequality 

and reflect poor governance practices. Ethical governance requires that compensation 

structures be fair, performance-based, and subject to shareholder oversight. Clear disclosure, 

alignment with long-term goals, and consideration of employee wage gaps are essential to 

ensuring ethical and responsible executive remuneration practices. 

 

5.2 Insider Trading 

Insider trading involves the buying or selling of a company’s securities by individuals with 

access to non-public, material information. It is a serious ethical and legal violation that 

undermines market integrity and investor confidence. In corporate governance, insider trading 

reflects a failure of ethical leadership and internal controls. It creates an unfair advantage for 

insiders while disadvantaging ordinary investors, leading to loss of trust in capital markets. 

Strong governance requires strict enforcement of insider trading laws, transparent disclosures, 

and ethical codes of conduct to prevent misuse of confidential information for personal gain. 

 

5.3 Whistleblowing 

Whistleblowing involves reporting unethical or illegal activities within an organization, often 

by employees or insiders. It raises significant ethical concerns in corporate governance, 

                                                      
13 Tricker B, Corporate Governance: Principles, Policies, and Practices (4th edn, Oxford University Press 2019) 

152. 
14 Letza S, Sun X and Kirkbride J, ‘Corporate Governance Theories and Their Application to Board Governance’ 

(2004) 14(2) International Journal of Business Governance and Ethics 101. 
15 Clarke T, International Corporate Governance: A Comparative Approach (2nd edn, Routledge 2017) 93–95. 
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including the duty to expose wrongdoing versus the risk of retaliation or job loss. Effective 

governance frameworks must protect whistleblowers through confidentiality, anti-retaliation 

policies, and legal safeguards. Encouraging ethical reporting helps detect fraud, corruption, 

and misconduct early, fostering a culture of transparency and accountability. Failure to support 

whistleblowers can lead to prolonged unethical practices and reputational damage, highlighting 

the critical role of whistleblower protection in ethical corporate governance. 

 

5.4 Board Composition and Diversity 

Board composition and diversity are vital ethical considerations in corporate governance, 

reflecting fairness, inclusivity, and broader stakeholder representation. A diverse board—

across gender, ethnicity, experience, and expertise—enhances decision-making, reduces 

groupthink, and aligns corporate strategies with societal values. Ethically, limiting board 

membership to homogenous groups can perpetuate inequality and hinder innovation. 

Transparent selection processes and diversity policies promote equal opportunity and 

strengthen stakeholder trust. Ensuring a balanced and inclusive board is not only a governance 

best practice but also an ethical obligation to reflect the diversity of markets, employees, and 

communities the corporation serves. 

 

6. Role of Regulatory Frameworks 

6.1 United States: Sarbanes-Oxley Act (2002) 

The Sarbanes-Oxley Act (SOX) of 2002 is a landmark U.S. legislation enacted in response to 

major corporate scandals like Enron and WorldCom.16 It aims to enhance corporate 

governance, financial transparency, and accountability.17 SOX imposes strict requirements on 

financial reporting, internal controls, and auditor independence.18 Key provisions include 

CEO/CFO certification of financial statements, the establishment of the Public Company 

Accounting Oversight Board (PCAOB), and protection for whistleblowers.19 By holding top 

executives personally accountable for misconduct and strengthening oversight mechanisms, 

SOX plays a crucial role in restoring investor confidence and promoting ethical corporate 

                                                      
16 Sarbanes-Oxley Act 2002, Pub L No 107–204, 116 Stat 745. 
17 Cunningham LA, ‘The Sarbanes-Oxley Yawn: Heavy Rhetoric, Light Reform (And It Might Just Work)’ (2003) 

35 Connecticut Law Review 915. 
18 Coates IV JM, ‘The Goals and Promise of the Sarbanes-Oxley Act’ (2007) 21 Journal of Economic Perspectives 

91. 
19 Public Company Accounting Oversight Board (PCAOB), ‘About the PCAOB’ https://pcaobus.org/about/about-

the-pcaob accessed 26 August 2025. 
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behavior in the United States.20 

 

6.2 United Kingdom: UK Corporate Governance Code 

The UK Corporate Governance Code is a key regulatory framework promoting accountability, 

transparency, and ethical conduct in listed companies.21 Issued by the Financial Reporting 

Council (FRC), the Code operates on a “comply or explain” basis, allowing flexibility while 

encouraging high governance standards.22 It focuses on board effectiveness, leadership, risk 

management, remuneration, and stakeholder engagement.23 The Code emphasizes the 

importance of board independence, diversity, and clear responsibilities.24 By guiding corporate 

behavior beyond legal compliance, it fosters long-term sustainable success, protects 

shareholder interests, and reinforces public trust in corporate governance within the UK 

market.25 

 

6.3 India: SEBI and Clause 49 

In India, the Securities and Exchange Board of India (SEBI) plays a crucial role in enforcing 

corporate governance standards.26 Clause 49 of the Listing Agreement, introduced by SEBI, 

marked a significant step toward strengthening governance in listed companies.27 It outlines 

requirements for board composition, including independent directors, audit committees, and 

disclosures related to financial and risk management.28 Clause 49 promotes transparency, 

accountability, and protection of shareholder rights.29 It laid the foundation for the current SEBI 

(Listing Obligations and Disclosure Requirements) Regulations, 2015, reinforcing ethical 

conduct and aligning Indian corporate governance practices with global standards.30 

                                                      
20 Healy PM and Palepu KG, ‘The Fall of Enron’ (2003) 17(2) Journal of Economic Perspectives 3. 
21 Financial Reporting Council (FRC), The UK Corporate Governance Code (July 2018) 

https://www.frc.org.uk/directors/corporate-governance-and-stewardship/uk-corporate-governance-code accessed 

26 August 2025. 
22 Mallin CA, Corporate Governance (6th edn, Oxford University Press 2019) 45–47. 
23 Tricker B, Corporate Governance: Principles, Policies, and Practices (4th edn, Oxford University Press 2019) 

167. 
24 Solomon J, Corporate Governance and Accountability (5th edn, Wiley 2020) 115–117. 
25 FRC (n 6). 
26 SEBI, ‘Clause 49 of the Listing Agreement on Corporate Governance’ (2004) 

https://www.sebi.gov.in/legal/circulars/oct-2004/clause-49-of-the-listing-agreement-on-corporate- 

governance_12984.html accessed 26 August 2025. 
27 Bhagat S and Bolton B, ‘Corporate Governance and Firm Performance’ (2008) 14(3) Journal of Corporate 

Finance 257. 
28 Goswami O, ‘Corporate Governance in India’ (2002) OECD Development Centre Discussion Paper No. 204. 
29 SEBI, Listing Obligations and Disclosure Requirements (LODR) Regulations, 2015 

https://www.sebi.gov.in/legal/regulations/jul-2023/sebi-listing-obligations-and-disclosure- requirements-

regulations-2015-last-amended-on-july-03-2023-_34624.html accessed 26 August 2025. 
30 Kumar N and Singh JP, ‘Corporate Governance Reforms in India: Issues and Challenges’ (2013) 1(2) 

Indian Journal of Corporate Governance 21 
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7. Corporate Social Responsibility and ESG 

Corporate Social Responsibility (CSR) and Environmental, Social, and Governance (ESG) 

principles have become central to modern corporate governance, reflecting a shift from profit-

driven models to those emphasizing sustainable, ethical, and inclusive business practices. Both 

CSR and ESG encourage companies to consider the wider impact of their operations on 

society, the environment, and various stakeholders, rather than focusing solely on shareholder 

returns. As public expectations grow and regulatory scrutiny increases, integrating CSR and 

ESG into corporate governance has become essential for long-term success and reputational 

integrity. 

 

Corporate Social Responsibility (CSR) refers to a corporation’s commitment to act ethically 

and contribute to economic development while improving the quality of life of employees, 

local communities, and society at large. It is grounded in the belief that businesses have a duty 

beyond profit-making—to operate in a socially responsible manner. In many jurisdictions, 

CSR has evolved from a voluntary concept to a legal obligation. For instance, under Section 

135 of the Indian Companies Act, 2013, certain companies are mandated to spend a minimum 

percentage of their profits on CSR activities. This marks a significant legal recognition of the 

social responsibilities of corporations within the governance framework. 

 

Environmental, Social, and Governance (ESG) criteria provide a more structured and 

measurable framework for evaluating corporate responsibility. ESG is increasingly used by 

investors, regulators, and rating agencies to assess a company’s ethical impact and 

sustainability performance. The environmental component evaluates how a company 

mitigates its ecological footprint through practices like carbon reduction, waste management, 

and energy efficiency. The social dimension looks at labor practices, human rights, diversity, 

and community engagement. The governance aspect assesses the internal systems of control, 

board diversity, executive pay, transparency, and shareholder rights. 

 

Incorporating CSR and ESG into corporate governance strengthens ethical decision- making, 

stakeholder trust, and risk management. A company’s governance framework must ensure that 

social and environmental considerations are embedded in corporate strategy, performance 

metrics, and board oversight. For example, boards are increasingly establishing ESG 

committees, and executive compensation is being linked to ESG targets to reinforce 

accountability. This strategic alignment can also improve access to capital, as investors are 
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now prioritizing ESG-compliant companies for their long-term resilience and ethical 

operations. 

 

Failure to address CSR and ESG responsibilities can result in reputational damage, regulatory 

penalties, and loss of investor confidence. High-profile examples, such as environmental 

disasters, human rights violations, or governance scandals, have shown how non-compliance 

with ethical norms can significantly impact shareholder value and corporate viability. 

Conversely, companies that lead in CSR and ESG often enjoy enhanced brand reputation, 

employee engagement, and competitive advantage. 

 

In conclusion, CSR and ESG are no longer peripheral issues but are integral to effective 

corporate governance. They reflect a broader understanding of corporate accountability and 

sustainability in a globalized economy. For legal professionals and policymakers, the challenge 

lies in designing and enforcing governance mechanisms that not only meet legal requirements 

but also promote ethical, responsible, and future-focused corporate behavior. 

 

8. Case Studies 

Enron Corporation – A Failure of Business Ethics in Corporate Governance 

The collapse of Enron Corporation in 2001 remains one of the most infamous corporate 

scandals in history and a defining example of ethical failure in corporate governance. Enron, 

once a leading U.S. energy company, engaged in widespread accounting fraud, using complex 

financial instruments and special purpose entities (SPEs) to hide debt and inflate profits. The 

scandal not only led to Enron’s bankruptcy but also destroyed the accounting firm Arthur 

Andersen, one of the world’s largest audit companies at the time. 

 

At the core of Enron’s downfall was a severe breakdown in business ethics and corporate 

governance. Senior executives, including CEO Jeffrey Skilling and CFO Andrew Fastow, 

manipulated financial statements to present a false image of profitability, while personally 

profiting from insider stock sales. The board of directors failed in its fiduciary duties by 

allowing high-risk accounting practices, inadequate oversight, and excessive executive 

compensation structures. 

 

The Enron case highlighted several ethical issues: lack of transparency, conflict of interest, 

auditor independence, and the prioritization of personal gain over stakeholder interests. It 
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demonstrated how weak governance mechanisms, when combined with unethical leadership, 

could lead to catastrophic consequences for shareholders, employees, and the broader financial 

system. 

 

In response to the scandal, the U.S. government enacted the Sarbanes-Oxley Act of 2002, 

introducing stringent reforms to improve corporate accountability, financial disclosures, and 

auditor independence. The Enron case thus serves as a powerful lesson in the importance of 

integrating strong ethical values and robust governance frameworks to ensure responsible 

corporate conduct. 

 

The Satyam Computers Scandal 

The Satyam Computers scandal, often called “India’s Enron,” stands as a significant example 

of ethical failure and corporate governance breakdown in the Indian corporate sector. In 2009, 

Ramalinga Raju, founder and chairman of Satyam, admitted to inflating the company’s 

financial statements by approximately ₹7,000 crore (about $1.5 billion). This deliberate 

manipulation of revenues, profits, and bank balances misled investors, regulators, and the 

public, causing a severe loss of trust and shaking confidence in corporate governance 

mechanisms. 

 

At the core of this scandal was a profound breach of business ethics. Satyam’s leadership 

falsified financial data to create an illusion of robust performance, boosting stock prices and 

hiding the company’s true financial health. This deception was driven by self-interest and a 

lack of accountability, reflecting a corporate culture that prioritized image over integrity. The 

board of directors failed to exercise proper oversight, allowing unethical practices to continue 

unchecked. Additionally, the audit committee and external auditors, including 

PricewaterhouseCoopers (PwC), failed to detect the fraud, raising questions about their 

independence and effectiveness. 

 

The scandal exposed serious flaws in India’s corporate governance system. In response, the 

government intervened swiftly, dissolving the Satyam board and appointing new leadership. 

This case catalyzed reforms including the strengthening of the Securities and Exchange Board 

of India (SEBI), revision of Clause 49 of the Listing Agreement, and enactment of the 

Companies Act, 2013. These measures aimed to improve transparency, enhance the role of 

independent directors, and establish better financial disclosure norms. 
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The Satyam episode highlights the critical importance of integrating ethics into corporate 

governance. It shows that compliance with legal norms alone is insufficient without a strong 

ethical foundation. For legal professionals and policymakers, the scandal serves as a powerful 

reminder that ethical leadership and robust oversight are essential to protect stakeholder 

interests and maintain corporate credibility. 

 

The Volkswagen Emissions Scandal: An Ethical Crisis in Corporate Governance 

The Volkswagen (VW) emissions scandal, uncovered in 2015, revealed one of the most 

significant breaches of business ethics and corporate governance in recent times.31 

Volkswagen, one of the world’s largest automobile manufacturers, was found to have 

deliberately installed “defeat devices” in diesel vehicles to cheat emissions tests, making their 

cars appear more environmentally friendly than they actually were.32 This deception misled 

regulators, consumers, and investors, severely damaging the company’s reputation and raising 

serious ethical and governance concerns.33 

 

At the heart of the scandal was a corporate culture that prioritized profits and market share over 

honesty and environmental responsibility.34 Senior executives and engineers knowingly 

engaged in fraudulent practices to meet regulatory standards and gain competitive advantage, 

violating ethical principles of transparency and accountability.35 The VW board was criticized 

for lacking sufficient oversight and failing to detect or prevent unethical behavior within the 

company.36 

 

The scandal highlighted significant governance weaknesses, including inadequate risk 

management, weak internal controls, and poor ethical leadership.37 It demonstrated how a lack 

of strong corporate governance mechanisms could enable unethical conduct with widespread 

                                                      
31 Ewing J, Faster, Higher, Farther: The Volkswagen Scandal (W. W. Norton & Company 2017) 3–5. 
32 United States Environmental Protection Agency (EPA), ‘EPA, California Notify Volkswagen of Clean Air Act 

Violations’ (18 September 2015) https://www.epa.gov/newsreleases/epa-california-notify- volkswagen-clean-air-

act-violations accessed 26 August 2025. 
33 Hotten R, ‘Volkswagen: The Scandal Explained’ BBC News (10 December 2015) 

https://www.bbc.com/news/business-34324772 accessed 26 August 2025. 
34 Schwartz M, ‘Volkswagen: Where Were the Lawyers?’ (2016) 31(1) Ethics & Compliance Initiative Journal 

22. 
35 Crane A and Matten D, Business Ethics: Managing Corporate Citizenship and Sustainability in the Age of 

Globalization (4th edn, Oxford University Press 2016) 12–13. 
36 Coffee JC Jr, ‘Volkswagen: A Case Study in Board Failure’ (Columbia Law School Blog, 2015) 

https://clsbluesky.law.columbia.edu/2015/10/05/volkswagen-a-case-study-in-board-failure/ accessed 26 August 

2025. 
37 Clarke T, International Corporate Governance: A Comparative Approach (2nd edn, Routledge 2017) 167–169. 
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consequences for stakeholders, including customers, shareholders, regulators, and the 

environment.38 

 

In response, Volkswagen faced hefty fines, legal actions, and leadership changes.39 The scandal 

also prompted stricter regulatory scrutiny and reforms in the automotive industry worldwide.40 

For corporate governance, it underscored the importance of embedding ethics into company 

culture, enhancing board oversight, and ensuring compliance with environmental and legal 

standards.41 

 

The Volkswagen case is a powerful reminder that sustainable corporate success requires more 

than financial performance; it demands ethical integrity and responsible governance to build 

trust and protect long-term value for all stakeholders.42 

 

9. Ethical Leadership and Corporate Culture 

Ethical leadership and corporate culture play a pivotal role in shaping business ethics within 

corporate governance. Ethical leadership refers to the practice by which corporate leaders 

demonstrate integrity, fairness, and accountability, setting a moral tone for the entire 

organization. Leaders influence corporate culture—the shared values, beliefs, and behaviors 

that guide how employees operate. Together, they form the backbone of ethical corporate 

governance, promoting transparency, trust, and responsible decision-making. 

 

Leaders who prioritize ethics create an environment where compliance with laws and 

regulations is complemented by a commitment to doing what is morally right. This ethical tone 

from the top encourages employees to act with honesty, report misconduct, and consider the 

broader impact of corporate decisions on stakeholders including shareholders, employees, 

customers, and the community. Without strong ethical leadership, corporations risk fostering 

cultures tolerant of fraud, corruption, or negligence. 

                                                      
38 De Cremer D and Tao T, ‘Lessons from the Volkswagen Scandal: Why It’s Vital to Ask “Why”’ Harvard 

Business Review (October 2015) https://hbr.org/2015/10/lessons-from-the-volkswagen- scandal-why-its-vital-to-

ask-why accessed 26 August 2025. 
39 US Department of Justice, ‘Volkswagen AG Agrees to Plead Guilty and Pay $4.3 Billion in Criminal and Civil 

Penalties’ (11 January 2017) https://www.justice.gov/opa/pr/volkswagen-ag-agrees-plead- guilty-and-pay-43-

billion-criminal-and-civil-penalties accessed 26 August 2025. 
40 European Commission, ‘Dieselgate: European Parliament Inquiry Report’ (2017) 

https://www.europarl.europa.eu/committees/en/emis/home/highlights accessed 26 August 2025. 
41 Solomon J, Corporate Governance and Accountability (5th edn, Wiley 2020) 218. 
42 Tricker B, Corporate Governance: Principles, Policies, and Practices (4th edn, Oxford University Press 2019) 
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Corporate culture, shaped by leadership, influences everyday business conduct. An ethical 

culture integrates corporate social responsibility (CSR) and sustainability into strategic goals, 

emphasizing long-term value over short-term profits. Companies with robust ethical cultures 

tend to experience higher employee morale, stronger stakeholder relationships, and improved 

reputation, which ultimately enhance corporate performance and governance. 

 

Conversely, failures in ethical leadership often lead to governance breakdowns, as seen in 

scandals like Enron and Satyam, where unethical leaders exploited weak controls to pursue 

personal gain. These cases highlight that legal frameworks alone are insufficient without a 

culture that encourages ethical behavior. 

 

In conclusion, ethical leadership and a positive corporate culture are indispensable to effective 

corporate governance. They ensure that business ethics are not just theoretical principles but 

practical standards embedded in corporate practices, safeguarding the interests of all 

stakeholders and fostering sustainable organizational success. 

 

10. Conclusion 

Business ethics is fundamental to the integrity and sustainability of corporate governance. It 

goes beyond mere compliance with laws, embedding values such as honesty, fairness, 

transparency, and accountability into every aspect of business operations. Ethical corporate 

governance builds trust among stakeholders, mitigates risks, and fosters long-term success. As 

corporations navigate complex social, environmental, and economic challenges, a strong 

ethical foundation becomes indispensable. Ultimately, the commitment to business ethics 

ensures that companies not only create shareholder value but also contribute positively to 

society, reinforcing the essential balance between profit and responsibility in the modern 

business world. 
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