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Agar sOzlor: korporativ idareetmo, sohm vo
sohmdarlar, idaro heysti, agentlik, miilkiyyat
Vo nozarat sistemi

XULASO
u maqals korporativ idaraetmonin tarix-
inda-n boahs edir. Bildiyimiz kimi, hor bir
sirkotin, miiossisonin 9sas mogsadi man-
foot oldo etmok vo iqtisadi voziyyatini
yaxsilagsdirmaqdan ibarotdir. Korporativ idaroet-
monin formalar1 vo sirketin iqtisadi foaliyyetinin
somaraliliyi arasindaki qarsilight alageni nazors al-
saq bu sahanin tadqiq olunmasinin shamiyyati daha
da artir. Korporativ idarsetma vo onun formalarini
daha diizgiin totbiq etmok ti¢lin ilk ndvbods onun
tarixi vo inkisaf morhololori, homginin yaxsi korpo-
rativ idaraetma tocriibasi todqiq edilmolidir. Korpo-
rativ idaroetmo 6zii nisbaton yeni saho sayilsa da,
onun inkisaf tarixi olduqca qadimdir. Maqale kor-
porasiyalar, onlarin strukturu va korporativ idaraet-
monin inkisaf tarixini tohlil edir.
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ABSTRACT

This article is about the history of corpo-
rate governance. The principal objective of a
business enterprise is to make money, simply
speaking and there is an interrelation between
the forms of governance and economic perfor-
mance of the organization. Notwithstanding the
fact that corporate governance is a relatively
new field of study, the history of it is quite old.
In order to comprehensively understand this
phenomenon and study corporate governance
system good corporate governance practice,
first of all, its history and development should

be studied. The article analyzes the early histo-
ry of corporations, their structure and develop-
ment of good corporate governance practices.

The corporate governance, ensuring that a
company is operating in a way that it achieves
its objectives, the way through which compa-
nies are governed, conflicting interests of all
stakeholders are balanced is the key element
in improving economic efficiency and growth,
enhancing investor confidence which in its
turn contributes to the overall economic, so-
cial life of the countries. Taking the multiple
important features and role of corporate gover-
nance into consideration, we should study it in
a deep way not just by analyzing it in a theo-
retical or legislative context but also, by look-
ing at its history. By learning and analyzing
the background and various historical stages of
development of corporate governance, we will
gain a better understanding of its nature, how it
emerged, its improvement, different concepts
applied in different countries, best practices,
major challenges, and etc., which in its turn
will help to find solutions to contemporary
problems, throwing light on present and future
trends. Most importantly, the history reveals
and helps us to understand the underlying idea,
importance of corporate governance and why
we should study it.

According to the Guhan Subramanian, Jo-
seph Flom Professor of Law and Business at
Harvard Law School, although corporate gov-
ernance is a relatively new field of study, its
roots can be traced back to the seminal work of
Adolf Berle and Gardiner Means — “The Mod-
ern Corporation and Private Property” in the
1930s, but the field emerged only in the 1970s.
Wells, associate professor at Temple Univer-
sity, by arguing the abovementioned fact says
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that the intellectual roots of these ideas stretch
back at least to the 1890s, and authors includ-
ing Louis Brandeis, Walter Lippmann, and
Thorsten Veblen grappled with them before
World War I. He also states that it has been
with us since the use of the corporate form cre-
ated the possibility of conflict between inves-
tors and managers. (1)

By agreeing with the last view, as notwith-
standing the fact that first companies, in the
form of guilds, trade unions, partnerships and
etc., had simple governance structure or was
completely under the control of state, it is ob-
vious that in each type of union there had
conflicts or some disagreements, which in
turn required solutions, efficient methods and
mechanisms to be applied, we come to that
conclusion that the history of corporate gover-
nance extends back at least to the formation of
the East India Company, Levant Company and
the other major chartered companies launched
in the 16th and 17th centuries.

Corporations in general remained small in-
stitutions for the next 200 years or so to come.
Most of them were chartered for specific pur-
poses, such as banking. They could only exist
for a limited time, were not allowed to make
any political contributions, and could not own
stocks in other companies. These limitations
undoubtedly affected the governance or corpo-
ration itself. (2)

After the Renaissance and certainly by the
time when the Dutch and English East India
Companies were chartered in Europe, the con-
cept of company was widely accepted and
used.

Now let’s look at the corporate governance
structure of The East India Company. The
Company began with 218 members and was
governed by a Court of Directors referred as
‘committees’. The governance structure con-
sisted of the General Court or Court of Propri-
etors and the Court of Directors. Some specific
features of The Court of Proprietors are fol-
lowings:

- It was the supreme authority;

- It was consisted of members with vot-
ing rights;

- The qualification for members was in-
vestment in the amount of £200;

- Meetings were convened infrequently;

- It gave sanctions in order to raise funds;

- Election of the directors was in its au-

—I141

thority.

The Court of Directors, consisted of the Gov-
ernor, the Deputy Governor and 24 directors,
was the executive body and was responsible
for the running of the company, also for the
financing of the Company’s enterprises, direct-
ly accountable to the shareholders for capital
expenditure selected the chief executive and
its policy decisions had to be ratified by the
Court of Proprietors. The East India Compa-
ny’s Court met frequently and had numerous
subcommittees. Their function was to look af-
ter purchasing, sales, and correspondence. As
we see the governance structure of the East In-
dia Company was slightly different from now,
although most of the functions of a board of
today was carried out by the Court of Direc-
tors. The court was subject, in many respects,
to the control of a general court of proprietors
(which is similar now to the shareholders in
general meetings). There is an interesting fact
that, The Court of Directors made their first
appointment to that chief executive position on
the basis of confidence, not pressure of patron-
age to appoint someone less well-qualified, so
they tried “not to appoint any gentleman in any
place of charge”. (3)

From the end of the seventeenth century, the
term ‘director’ was used by the Bank of En-
gland and Bank of Scotland. In order to void
defunct charters and other excesses UK Bubble
Act was enacted in 1720 which forbade unchar-
tered companies to issue shares, established a
certificate of incorporation. As the number of
joint stock companies began to rise, state’s role
in regulation and legislating for its operation
became necessary. (4)

Despite these restrictive trends entrepreneurs
and their lawyers managed to evade the Bub-
ble Act by Deed of Settlement Companies and
many of our modern principles and problems
in the law spring from that source. The Deed
of Settlement was built on the foundation of
trust and partnership and was at best an incho-
ate corporation. From the 17th Century using
all three methods people began to employ the
concept of joint stock, the pooling of invest-
ment capital.

As the industrialization was connect-
ed with the huge capital demand of new giant
firms, especially in the railroad industry, leg-
islators began to take corporations more into
consideration. Now corporations were allowed
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to write broader and less restrictive charters.

So, the corporations, state-controlled
organizations at earlier times, began to trans-
form to unlimited private organizations with
limited responsibility and limited account-
ability.

In “Commonwealth Caribbean Corporate
Governance” book, Suzanne Folkes-Gold-
son wrote that between 1895 and 1904, the
first great merger wave in the US consoli-
dated companies into mega corporations
with limited liability. Due to the growth and
importance of corporations, markets for the
exchange of shares opened in New York and
some European capital cities at this time.
She also pointed out to the major problem
arising in corporations during this term, stat-
ing that by the end of 19th and the beginning
of 20th century, ownership and control had
almost separated, as managers took the con-
trol into their hands, which also gave rise to
the “agency problem”.

So contrary to the belief of many, corporate
governance is not a new phenomenon. Since
the concept of company/corporation was
established, ownership and management
separated and this divergence became
evolved, corporate governance existed.

As analyzed above from XX century
corporate governance has become a cen-
tral issue in all over the world. As corpo-
rations grow larger and larger the need to
enter foreign capital markets increased. In
its turn that gave rise to new challenges in
the governance of international business.
However, in the past decade, as a result
of huge corporate failures a great deal of
attention was drawn to corporate boards
worldwide, it was after the Second World
War, “when economies needed to be re-
built the world over, increased coopera-
tion amongst countries became indispens-
able for international movement of goods
and services.” (5)

Generally, between the periods from
1960s until the 1980s, the management of
the larger corporations was characterized
by the high supremacy of the management.

After the World War II, in the light of
corporate prosperity, economic boom has
evolved in the U.S and its leading corpo-
rations started to grow. But still the inter-
nal governance of companies was not con-

sidered as a highly important issue. (6)

In the next decades, corporate fail-
ures and scandals such as Enron, World Com
and Tyco failures in the USA, the collapse
of Maxwell publishing group in the UK,
Holtzman, Berliner Bank, and HIH cases in
Germany, the widespread banking distress
in 1997 in Korea, Ansett Airlines and One
Tel cases Australia, Credit Lyonnais and
Vivendi in France and Swissair in Switzer-
land - compelled governments to take legal
and regulatory policy initiatives in order to
ensure good corporate governance, main-
taining confidence and economic activity,
and of course most importantly, protecting
the interests of stakeholders. Especially the
collapse of Enron in the USA in December
2001 has called into question the effective-
ness of corporate governance systems.

As an indispensable component of the
marketplace for the purposes of enhancing
the long-term value of stakeholders in the
business field, corporate governance entail-
ing greater accountability from corporate
boards also audit committees, strong man-
agerial stewardship help companies to im-
prove their performance and attract invest-
ment, to realize their corporate objectives,
protect shareholder rights, meet legal re-
quirements and demonstrate to a wider pub-
lic how they are conducting their business.

In order to combat increased shareholder
activism many huge companies in coop-
eration with institutional investors start-
ed to give attention to the development of
self-regulation of corporate governance in
the 1990s which in its turn led to a number
of reports and codes or guidelines on corpo-
rate governance. In 1999, the OECD issued
a set of corporate governance standards and
guidelines. After publication of these stan-
dards and guidelines, which aimed at helping
governments in their efforts to evaluate and
improve the legal, institutional and regula-
tory framework for corporate governance in
their countries, almost every country issued
its own corporate governance standards.

Nowadays the greater focus of the coun-
tries developing their corporate governance
structure is centered on various relations
within joint-stock, limited-liability, pub-
licly-held companies.These relations gen-
erally involve ownership and management.
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The major concern is how to strike a right
balance of power between shareowners and
managers. In the light of that, obviously,
its consequences should be analyzed in or-
der to increase high performance of various
enterprises.  Moreover, in the context of
corporate governance, the much more atten-
tion is placed on two ideal-typical property
systems. The first one is called as “concen-
trated ownership system”, which involves
control of block holders and its high private
benefits, weak securities markets, market
transparency standards with low disclo-
sure. In this system the market plays only a
modest role in corporate control, whereas,
large banks have a substitutionary monitor-
ing role in the process. On the other hand,
strong securities markets, rigorous disclo-
sure standards, high market transparency, in
which the market for corporate control con-
stitutes the ultimate disciplinary mechanism
is highly typical to the second, dispersed
ownership system. (7)
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