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ABSTRACT

The global economy is now dominated by multinational corporations (MNCs), which have
enormous influence across borders. Maintaining efficient corporate governance is crucial and
difficult given their intricate operations that span several nations. Governance frameworks must
navigate many legal systems while striking a balance between stakeholder expectations,
shareholder interests, and social concerns. The legal frameworks and corporate governance
systems that oversee multinational corporations are critically examined in this article. In addition
to international tools like the UN Global Compact, the OECD Principles of Corporate
Governance, and the UN Guiding Principles on Business and Human Rights, it examines
national frameworks in the US, EU, and India. The study highlights governance failures and
lessons learnt through case studies of Vedanta, Shell, Volkswagen, and Enron. It contends that
although national reforms and international soft laws have brought about improvements, there
are still loopholes in accountability and enforcement. In order to guarantee ethical business
practices in a globalized economy, the paper concludes by recommending that governance
standards be harmonized, regulatory cooperation be strengthened, environmental, social, and
governance (ESG) principles be integrated, and stakeholder engagement be increased.
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INTRODUCTION

The framework of laws, connections, procedures, and systems that govern how power is used an
d managed in organizations is known as corporate governance.lt includes the procedures for hold
ing powerful people and businesses responsible.Given that multinational businesses (MNCs) ope
rate in several jurisdictions with diverse legal frameworks, regulatory standards, and sociopolitic
al contexts, governance becomes especially complicated in this context.

Over the past few decades, governance failures such as the Enron scandal in the United
States, the Volkswagen emissions crisis in Germany, and environmental controversies involving
Vedanta in India have demonstrated the far-reaching consequences of weak governance. These
incidents reveal systemic challenges such as inadequate oversight, lack of transparency, conflicts
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of interest, and failures in ethical responsibility. They also highlight the need for stronger and
more harmonized governance frameworks that can transcend national boundaries.

The paper investigates how governance frameworks operate within the domestic and
international spheres, the challenges in implementation and enforcement, and the lessons that can
be drawn from high-profile governance failures. By evaluating different models and regulatory
approaches, the paper seeks to contribute to the discourse on ensuring accountability,
sustainability, and responsible conduct among MNC:s in the global economy.

OBJECTIVES

1. To analyze corporate governance frameworks applicable to multinational corporations at
domestic and international levels.

2. To identify gaps and challenges in the enforcement of governance standards across
jurisdictions.

3. To study case examples of governance failures and successes among leading MNCs.

4. To propose recommendations for harmonization of international governance standards,
integration of ESG principles, and improved stakeholder-centric governance.

RESEARCH METHODOLOGY

This research adopts a qualitative and doctrinal methodology. It synthesizes existing literature on
corporate governance, examines statutory frameworks, evaluates international guidelines, and
analyzes case studies of governance successes and failures. Comparative legal analysis is applied
to evaluate governance frameworks in the United States, European Union, and India. Reports
from organizations such as the OECD, UNCTAD, and World Bank have been incorporated to
highlight global best practices. Case law and judicial pronouncements from relevant jurisdictions
provide critical insights into how governance issues have been addressed legally.

RESEARCH GAP

Although extensive literature exists on corporate governance in national contexts, comparatively
less research addresses governance in MNCs operating across jurisdictions. Much of the
scholarship focuses on developed economies, with limited attention to developing countries
where MNCs often exert significant influence. Additionally, while voluntary guidelines like the
OECD Principles and UN Global Compact have gained traction, their lack of binding
enforcement creates gaps in accountability. This research seeks to fill this gap by offering a
comparative analysis and proposing a more harmonized global governance framework.

LITERATURE REVIEW
Scholars have long debated the scope and models of corporate governance. La Porta et al. (1998)
emphasized the relationship between legal frameworks and financial development, arguing that

WWW.AJMR.CO.IN Page 104




Aryavart Journal of Multidisciplinary Research
(NATIONAL PEER REVIEWED E-RESEARCH JOURNAL)
E-ISSN 3107-6009

stronger investor protection fosters market growth'. Bob Tricker (2019) defined corporate
governance as the system by which companies are directed and controlled, stressing the balance
between shareholder primacy and stakeholder inclusivity.

Thomas Clarke’s International Corporate Governance underscores the differences
between the Anglo-American shareholder model and the European stakeholder model, each with
distinct implications for governance. The OECD Principles of Corporate Governance (2015)
remain a key international benchmark, advocating transparency, accountability, equitable
treatment of shareholders, and recognition of stakeholder rights”.

In India, scholarship emphasizes the evolution of governance post-liberalization,
particularly under the Companies Act, 2013, and SEBI’s regulatory role. Usha Rodrigues and
Umakanth Varottil highlight challenges in aligning Indian governance standards with global
practices while addressing local concerns. Internationally, John Coffee (2007) discusses the
convergence of governance practices due to globalization and investor demands, though he
warns of uneven adoption’.

This literature reveals consensus on the importance of governance but divergence on how
best to implement it across diverse political, cultural, and legal landscapes. The rise of ESG and
CSR frameworks further reflects the broadening scope of governance beyond traditional
shareholder concerns.

DISCUSSION

1. Concept of Corporate Governance in MNCs

Corporate governance involves mechanisms ensuring that corporate decision-making aligns with
the interests of stakeholders and the broader society. For MNCs, the challenge lies in reconciling
differing governance norms across countries. The shareholder model prevalent in the United
States prioritizes profit maximization for investors, whereas the stakeholder model in Europe
emphasizes broader social responsibilities. India adopts a hybrid approach, mandating CSR
spending while encouraging global investor-friendly reforms".

2. Legal Frameworks Across Jurisdictions

India: Corporate governance in India is primarily regulated by the Companies Act, 2013, SEBI
(Listing Obligations and Disclosure Requirements) Regulations, and sector-specific laws. The
Act mandates independent directors, board committees, and CSR obligations for large
companies. The SEBI framework enforces disclosure norms and accountability in listed
companies. High-profile cases such as Satyam Computers highlighted the need for stricter
oversight’.
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United States: The U.S. model is shaped by the Sarbanes-Oxley Act (2002), enacted after the
Enron scandal, which introduced strict auditing, disclosure, and internal control requirements.
The Dodd-Frank Act (2010) further strengthened shareholder rights and introduced regulations
on executive compensation’. The U.S. governance model is characterized by robust shareholder
activism but criticized for short-termism.

European Union: The EU has developed a comprehensive governance regime through
directives and regulations, including the Shareholder Rights Directive (2017/828) and Non-
Financial Reporting Directive. ESG reporting has become central in the EU, reflecting a strong
stakeholder orientation’.

International Soft Laws: Transparency, accountability, and stakeholder acknowledgment are
encouraged under the OECD Principles (2015). The 2011 UN Guiding Principles on Business
and Human Rights place a strong emphasis on businesses' obligations to uphold human rights.
The UN Global Compact promotes voluntary adherence to anti-corruption, labor, environmental,
and human rights objectives.

3. CORPORATE GOVERNANCE FAILURES IN MNCS

e Enron (United States): Enron’s collapse in 2001 was one of the most infamous
governance failures, involving accounting fraud, lack of oversight, and conflict of interest
between auditors and management. It led to the enactment of the Sarbanes-Oxley Act.

e Volkswagen (Germany/EU): The “Dieselgate” scandal (2015) exposed manipulation of
emission tests. It highlighted failures in internal compliance and oversight, as well as
shortcomings in regulatory monitoring. The case emphasized the importance of ethical
culture in governance®.

e Vedanta (India/UK): There have been claims of environmental harm and human rights
abuses related to Vedanta's mining operations in Africa and India. A major advancement
in cross-border governance occurred in 2019 when the UK Supreme Court ruled in
Vedanta Resources Plc v. Lungowe that parent firms might be held accountable for the
wrongdoing of their overseas subsidiaries.

e Shell (Nigeria): Shell has faced litigation over oil spills and human rights violations in
Nigeria. Courts in the Netherlands have held Shell accountable for environmental
damage, reinforcing the trend of holding MNCs liable for overseas conduct’.

4. CONTEMPORARY CHALLENGES
e Cross-Border Enforcement: Divergent legal systems hinder uniform enforcement. Parent-
subsidiary structures are often used to evade liability.
e Tax Evasion and Regulatory Arbitrage: MNCs exploit differences in tax regimes to
minimize liabilities, as seen in cases involving Apple and Google.
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e Sustainability and ESG: Growing demand for responsible business practices has pushed
ESG reporting into the mainstream. However, inconsistent standards weaken
effectiveness.

e Digital Economy and Tech Giants: Companies like Amazon, Google, and Meta face
challenges regarding data privacy, antitrust laws, and digital governance, necessitating
updated regulatory frameworks'’.

5. COMPARATIVE ANALYSIS

The U.S. shareholder-centric model prioritizes investor rights but risks short-term decision-
making. The EU’s stakeholder-oriented model integrates ESG, reflecting a broader societal role.
India represents a hybrid system, mandating CSR spending and increasingly aligning with global
standards''. While voluntary international guidelines offer useful frameworks, their non-binding
nature limits enforcement. Case law from UK and EU courts demonstrates a gradual shift
towards holding parent companies accountable for global operations.

CONCLUSION AND SUGGESTIONS

Corporate governance of multinational corporations remains a complex and evolving area.
Domestic reforms and international guidelines have improved accountability and transparency,
but challenges in enforcement, harmonization, and ethical compliance persist. High-profile
corporate failures underscore the need for robust oversight and stronger accountability
mechanisms.

Suggestions: 1. Harmonization of Standards: Greater international cooperation is needed to
develop binding governance norms for MNCs, possibly through a global treaty framework. 2.
Stronger Enforcement: Cross-border liability regimes should hold parent companies accountable
for subsidiary misconduct. 3. Integration of ESG: Environmental and social concerns should be
embedded within governance frameworks, moving beyond voluntary reporting. 4. Stakeholder
Participation: Expanding the role of stakeholders, including employees, communities, and
consumers, in governance structures. 5. Digital Governance: Establishing comprehensive
regulations to address challenges posed by technology-driven MNCs.

Ultimately, corporate governance for MNCs should evolve towards a model that balances
profitability with sustainability, accountability, and social responsibility. Only then can
corporations contribute meaningfully to both economic growth and societal well-being.
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