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ABSTRACT 

The aim of this research is to explore the necessity of a uniform corporate governance (model for 

the EU region. It attempts to examine the current challenges as well as the current CG paradigm. 

This study focuses on identifying the actions taken to implement CG reforms in the EU region. It 

identifies the problems that businesses face as a result of the lack of appropriate legislation. This 

book covers the experts' perspectives on the harmonization of the CG structure, both for and 

against. It examines the post-Brexit environment for company structures, focusing on the EU and 

the UK. This research explores and highlights the future of Brexit and CG procedures. The research 

comprises of the two section. The first section discusses the characteristics of the CG model and 

its unified framework. This is an important aspect of the question. It includes information on unified 

CG such as its definition, sources, types, key features, historical reform initiatives and expert 

commentary on the coherent and coordinated legal framework for CG in the European region. The 

last section explores the role of Brexit in CG in the EU. This section also includes some analytical 

lines on the effects of Brexit on future corporate operations and investor organisations. 

Keywords: Unification, corporate governance, EU, Brexit.  

 

INTRODUCTION 

The word "corporate governance" is used widely across many boundaries. Economic debates centre 

on the impact of company governance on performance. The good model of CG is imperative in the 

success of a financial institution (Rana & Janjua, 2020). There are two types of corporate models: 

shareholder models and stakeholder models. In summary, the first model establishes a formal 

framework of accountability for top management to shareholders. The alternative model could be 

used to represent a network of official and informal connections. The lack of a defined concept of 

CG has also hampered the debate on governance reform. Clear understanding, based on unanimity 

of definition, is required for quick resolution of corporate challenges. CG is the system by which 

an organization's administration is carried out by a managerial elite that has no ownership interest. 

It is the arrangement that distinguishes between owning and managing a business. Without a doubt, 

the financial crisis has had an impact on corporate governance, and improvements and reforms are 

urgently needed at the European and national levels. In 2011, the European Commission consulted 

the public on CG in the European region. At the European Union level, the Commission took a 

very cautious posture. This area has traditionally been governed by soft law. As a result, there have 

been relatively few rules or no legal structure at all (Magnier, 2014). 

 

Defining Corporate Governance 

The term "corporate governance" is not understandable at first sight, even for English speakers. 

Corporates are big companies, while governance is defined as the act of governing manners. The 

last component might be confusing, holding the public element as considered private. To easily 

http://www.pjsr.com.pk/
mailto:Afrasiab.buic@bahria.edu.pk
mailto:Abbasali711@yahoo.com
mailto:Zeeshan.hussain.wpc@gmail.com


Unification of Corporate Governance (CG) Model in the European Union and Brexit 

627 

 

understand, the organisation of relations between owners and managers of corporations is referred 

to as "corporate governance." The process through which these relationships are established is 

distinct throughout the globe. To approach CG study, it is necessary to understand the different 

contexts of society. In European countries, the roles of insurance entities, pension funding and other 

investing institutions, and others, such as banks, have to be studied to understand the administration 

of a corporation. The withdrawal of the United Kingdom adds to the European Union's problems 

in its corporate zone. It is a critical time for the EU to implement structural reforms and ensure a 

democratic environment in EU institutions to sustain regional integration (Malik, 2019). In recent 

years, the single market has become a landmark historical development in the European region. As 

a consequence of recent developments in the European region, effective regulations of CG models 

are needed. Gradually, a single market will come into existence in the European Union. However, 

CG is still a long way off. 

It is true that government policies, academics, and well-known media have increased the 

importance and attention paid to CG throughout the EU. Current financial scandals have impacted 

major US corporations such as Enron, Arthur Andersen, and WorldCom, resulting in public 

distrust. As a result, the stock market has declined. These crises were cited by experts and the 

general public as the principal causes of CG failure. Because more than 50% of the population of 

United States owns direct or indirect stock, CG reform has become a political issue. Following that, 

European countries began to reassess CG practices in order to avoid future scandals. Individual and 

institutional investors stop entering into new ventures in the absence of an effective system, and 

foreign capital suffers as a result (McKinsey, 2000). 

The main goal is to have an understanding of corporate governance. This terminology 

became popular as a result of the Watergate scandals in the mid-to-late 1970s. It emphasised the 

involvement of American business entities in hidden political circles and corrupt payments. CG has 

been defined broadly by academics and practitioners. Social scientists and economists describe it 

broadly as the institutions that influence business corporations, resource allocation, and return 

(O'Sullivan, 2000). Another line mentioned, similarly, organisations and regulations influence 

expectations around exercising resource administration in companies (World Bank, 2003). 

According to Oliver E. Williamson, it is an institutional setup to determine the amount of integrity 

of corporate arrangements (Williamson, 2010). The above definitions place a focus on official 

regulations while also including informal conventions resulting from the weakness or absence of 

such norms (Williamson, 2010). Furthermore, the specialists tended to touch on the internal and 

external environment, such as labor, capital insolvency, and government competitive policies, 

among other things. On the other hand, corporate experts preferred a more limited concept of 

corporate governance. According to them, it is a system of regulation and institutions that determine 

a company's controlling and directive stance and that connects the essential elements of the firm 

(Cadbury, 1992).  This condensed version has been essential to public policy debates on CG in a 

number of jurisdictions. 

A number of European countries have claimed that the definition of the concept of CG 

adopted by the traditional US scholars is too restrictive in terms of protecting rights and interests. 

On the European continent, particularly in Germany and France, ownership is far more 

concentrated than in the United States (Coffee Jr., 1999). It has been stated that the corporate model 

does not seek to limit shareholder rights. However, this type of attention should be on community 

rights (Blair & Roe, 1999). 

 

The Sources of Corporate Governance 

CG exemplifies this debate by focusing on two key approaches: regulatory and non-regulatory. Its 

goal was to ensure administrable loyalty to the corporation's interests and stockholders. The first 

strategy is based on formal regulations as well as institutions that are supported by domestic legal 

systems. Second, the non-regulatory type included the costs of regulation, market focus, and 

contracts. It is also known as the corporate control market, the incentive pay framework, and the 

efficient capital market, among other things (Winter, 1977). It is worth noting that both sorts of 

approach are required for optimal CG systems. The balanced viewpoint is constantly contested. 

Without a doubt, recent financial scandals have established a dominance for non-regulatory nature. 
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As a result of the Enron scandal, Europe and North America have renewed their focus on 

developing sensible CG standards. 

In terms of norms and structures, CG has a wide range of public and private sources. Its 

fundamental source is domestic company legal provisions. It governs the establishment, structure, 

and fundamental operational regulations of a corporate entity. This law establishes core shareholder 

rights such as the right to vote, receive information, and dispute managerial actions, among other 

things. It is observed that such rights vary from country to country. Some countries have adequate 

shelter, whereas others do not (La Porta et al., 1998). The United States has a federal legal 

framework, yet each state has its own business law. Furthermore, the countries' judicial authorities 

influenced business behaviour through key legal theories (Veasey, 1997). The manager's class sees 

Delaware law as beneficial to their interests, whilst the remainder consider it as beneficial to 

shareholders (Daines, 2001). As a result, court decisions altered the structure of different facets of 

corporate governance. Europe lacks the competitive climate that states in the United States enjoy 

(Coffee Jr., 1999). European law tends to discourage the type of corporate mobility observed in the 

United States. It is thought that the single European market gives European enterprises too much 

choice to choose domestic incorporation. 

 

Models of Corporate Governance:  

There are a number of CG models, the Islamic corporate governance is known as Shariah 

Governance (Rana & Janjua, 2020). Some popular model of CG are as under; 

 

Shareholder model of Corporate Governance: 

In this model the shareholders, who are mostly outside investors, choose the directors. The directors 

so chosen by the investors are under liability to choose managers who are ultimately responsible 

for the governance of the corporate entity (Mathur, 2016). The legal regime of the states, using 

such model of the CG, defines the rights and liabilities of the shareholders, these rules defines the 

right of the shareholders to appoint the board and the directors and makes the directors directly 

responsible to the shareholders (La Porta et al., 1997). 

This is such a model of CG in which the decision is directly influenced by the shareholders. 

They can manipulate the decisions for their own favour. The management and directors of the 

corporate entity mainly functions to protect the rights and interest of the shareholders. (Weimer & 

Pape, 1999). 

This model put emphasis that the corporation is a private matter of the shareholders and 

the same is a private property of the shareholders, the shareholders model of CG enhances the 

market efficiency of the corporate entity. (Letza et al., 2004) By way of this model of CG the 

shareholders actually controls the affairs of the corporate entity. This the model which is usually 

used in the corporate entities of the Europe. 

 

Stakeholders model of Corporate Governance: 

This is a contemporary model of the CG to meet the contemporary requirements of the business. It 

contemplates the modern dynamics of the business. This aims to increase the human welfare 

(Bhasa, 2004). 

This model focus on the interest of the stakeholders rather shareholder. The directors 

decides for the benefit of the stakeholders rather shareholders. The benefit of the general public is 

the paramount consideration in this model of CG. Such like model is favourite of the corporate 

entities of Japan. 

 

Europe and the Shareholder model: Unified Corporate Governance: Reforms  

In recent years, efforts to change CG have focused mostly on structural mechanisms. Its goal was 

to strengthen the board's role. In general, it is difficult to provide managers flexibility in terms of 

conduct agreements while still establishing a framework that ensures managerial accountability to 

shareholders. In general, two types of CG models predominate in European countries: continental 

European and Anglo-American.  
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Notably, the endeavour to create a unified European system has tended to coordinate among CG 

(Coffee Jr., 1999). However, replacing the system is not easy; it is analogous to other large social 

institutions that have cultural values that underpin social survival (Elson & Shakman, 1994). 

 

Historical Initiatives to reforms 

European Union is group of states which is governed by several institutions. It has economic as 

well as political tie up that renders a unique cooperation among them. After 2nd world war, process 

of integration is initiated by six western states. Creation of European union introduced big 

alterations in European region. The member states formulated their juridical set up to have unified 

and harmonized mechanism. This union has enacted a number of treaties holding binding nature.  

European states adopted common policies to integrate laws in regard to economic, political and 

social issues. This union in generally is referred a symbol of stable prosperity. But currently it has 

number of internal and external issues such presence of populist, anti-EU political parties, and to 

manage relations with UK (Archick, 2021). There are total 28 member states having different 

nationalities in EU. All the member states practice a common model of corporate governance. It 

has established a region in where corporate cooperation is practiced commonly. It is the second 

largest market zone in the globe holding 445 million consumers and 27 interdependent domestic 

economies with common rules. It is truth that after US, the UK has second largest trading portion 

in terms of services. Globally, Europe has become a rapidly changing environment in corporate 

governance. These changes have many facets. It is alleged that the EU took steps to change the CG 

model. It is noted that EU has approximately thirty-five regulatory agencies. These bodies work 

alongside EU’s main institution. Such as European Commission, standardisation committees, as 

well as networks of national regulators. These agencies have no integral part of the EU’s original 

structure. They were emerged later on in 1990’s to complete single market. With the passage of 

time, they have got presence in most policy areas now. Since 2000, generally, EU emphasized on 

establishing an ideal system where accountability is assured. It aimed projection and security of 

rights and duties of shareholders.   

The European business environment is taking modest and predictable steps. Instead of 

harmonising and constructing a common corporate model, the European Union chose a principles-

oriented and domestic code-based framework. In fact, the process of corporate reform and 

harmonisation began with the commissioning of studies that became consultative. This research is 

referred to as "green papers." It was reduced to action plans and specified legal directions between 

2003 and 2011. This document explained the European Commission's views on additional 

regulatory reforms.  

 

Unification of CG Model  

The European Union has introduced a system of harmonizing CG since member states since the 

1970s. At the same time the public emphasized the merger of local companies to adopt a cohesive 

approach to participating in the German corporate system (Craig & Búrca, 2011).  This regulatory 

coordination and protection of stakeholders was considered anathema from the 1990s. The focus 

was solely on regulatory competition and the protection of investing entities (Horn, 2011). As a 

result, the FSAP (Financial Services Action Plan) was established in 1999, which affirmed the 

important position of institutional arrangements in the European Union. The creation of this plan 

aimed to establish a single European Union financial district by eliminating fragmentation and 

reducing the costs of raising capital (EUR-Lex, 2022). 

There is no doubt that there is labor involved in the decisions of the European Union model. 

Moreover, it has more motivation than the Anglo-American mechanism. Labor chooses to 

contribute to the development of the organization. Globalization affects the development of the 

global economy and an institutional model is needed for an effective legal system. The General 

Motors and Fords case is considered an august example in this application. In this case, in Germany, 

a large production facility did not become unprofitable to comply with coding legislation.  

Companies have performed under various systems over the years because there is no single 

optimal method for corporate governance. It is acknowledged that at the domestic level, a particular 

type of CG mechanism may predominate. Its example might be seen as supporting various forms 



Rana, Ali, & Hussain 

630 

 

of CG and the dominance of dispersed ownership in the United States. To summarise the qualities 

of this type of ownership structure, market exposure outweighs managerial pressure to pick swiftly. 

Minority shareholder rights must be preserved in all forms of corporate governance. In the lack of 

such a court in the EU, transnational shareholder rights are impossible to exercise. As a result, it 

creates unpredictable and reduced inter-border stock investing arrangements. Some analysts 

believe that the EU's different CG mechanisms will remain unchanged. In contrast, they advocate 

the establishment of a European Corporate Court to protect the rights of minority shareholders 

(UKessays, 2021). 

There is a belief that a firm may require a distinct framework at various periods of its life 

cycle, hence dynamic CG is defined. Long-term commitment, low-cost capital, and patient capital 

characterise Swedish business systems, which must expand in order to survive. It also has a strong 

stance to protect the rights of minority shareholders. However, the evolution of Swedish systems 

is a major issue. It is stated that new legislation should focus on preserving corporate diversity and 

ensuring corporations can select between several models (Valiante, 2015). It is acknowledged that 

the European Commission has started initiatives to promote openness in recent years. In truth, the 

European Commission appears to have no plans to implement uniform corporate governance. 

However, some experts emphasised the benefits of corporate sector variety, such as 

competitiveness and the option to choose a model, while remaining sensitive to national customs. 

It is necessary to protect the security of shareholders' rights, particularly for cross-border enterprises 

(Valiante, 2015). Two components are critical for each style of corporate governance: ensuring 

minority shareholder rights and transparency regarding financial and non-financial cycles. Mrs. 

Cound, a respected expert, denies that only active asset managers interact with enterprises, but he 

emphasises that passive entities are also interested in the long-term health of a company. He also 

fought for the right of passive investors to vote, which finally limits salaries and influences 

company decisions. European countries and some international organisations are likely to maintain 

diversified corporate governance.  

The most noticeable distinction between countries' CG systems is business ownership and 

control. Several CG structures are distinguished as having distributed ownership, often known as 

outsider systems. Another system is being developed through concentrated or control ownership 

(insider systems). The first type of system, particularly in the United States and the United 

Kingdom, has a basic conflict of interest between management and weak shareholders. On the other 

hand, the insider system, which is prevalent in Germany and Japan, holds a conflict of shareholders' 

administration as entitled block holders. However, it is acknowledged that there is no standard 

model of corporate governance; rather, each region has its own structure that has evolved over time. 

Every country tended to ignore agency difficulties when it came to dividing ownership and control. 

Each CG model has both positive and negative aspects. It provides legal, cultural, and historical 

influences on CG systems (McCahery, 2006). 

A unified CG mechanism doesn’t mean replacing domestic legislation. But it would also 

facilitate setting a minimum regulation for corporate arrangements in the European region. To 

develop a shareholder-friendly environment, corporations need efficient regulations to protect their 

interests from any abuse. It is true that the European Union has to enhance the accountability of 

managers and the responsibilities of shareholders. Shareholders should be held accountable for 

their ownership position. They ought to enjoy rights linked to shares for the purpose of sheltering 

their long-term interests. For these purposes, the European region is in need of improving standards 

immediately. 

 

Challenges for Corporate Governance Models: Nature of Corporate Governance:  

Hard Law or Soft Law: There is a great need to find the right mix of rules and soft law. It is 

necessary to decide on the mixture of official rules and disclosure clauses that gives the most 

efficient results for companies. Many annual reports of European companies are similar from year 

to year with the annual reports of other companies. 

 

Deviation of companies from domestic code occurs weak explanation. Belgium, the 

Netherlands and the United Kingdom tried to offer some guidelines in this regard. 
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Domestic Rule or International Rule: Local governments also aspire to be part of the law-making 

authority. As a result, tensions arise between national governance and central law-making 

institutions (International Finance Corporation, 2015). 

 

Elements putting spotlight on corporate governance  

Interestingly, researchers, experts, and regulators all agreed that CG is the most important facet of 

corporate finance and a vital component of wealth growth (Becht et al., 2003). 

It is well known that major European Community legal decisions enforced incorporators' 

right to choose a corporate mechanism of a country to operate their affairs independent of business 

location (Centros Ltd v Erhvervs- og Selskabsstyrelsen (1999) C-212/97). It is described as the 

relationship formed between numerous players in order to determine the directive performance of 

organisations. It does not denote a state's historical, economic, cultural, or legal characteristics 

(Mendez, 2014). Regulations and legal concepts of company governance are critical components 

of a successful economic market structure. CG can be described in a variety of ways, but in general, 

it refers to the process of founding and governing a corporate entity structured as a limited liability 

company. It contains mechanisms for corporate managers' accountability. It can be claimed that 

Europe's integration efforts have been significant throughout the last sixty years (EUROPEAN 

COMMISSION, 2002). 

 

Brexit and Corporate Governance: Single European Company  

This vocabulary is made from of the words "British" and "exit." Peter Wilding, a former lawyer, in 

May 2012, coined the term “Brexit” while referring to the United Kingdom's withdrawal from the 

European Union. It's a combination of two terms that sound similar to "Grexit." For many years, 

this was applied to the likelihood of Greece quitting the Eurozone. The United Kingdom has 

indicated its intention to leave the EU as a single market member, but will pursue a comprehensive 

free trade agreement. Slow withdrawal progress and discussions between the UK and the EU have 

resulted in a breakthrough on future trading relations (Jay, 2018). The EU considers the United 

Kingdom to be a "third country," as it is no longer a member of EFTA (European Free Trade 

Association). 

The outcome of the Brexit is undeniably silent and unpredictable. However, it is widely 

acknowledged that this separation will significantly disrupt EU commerce as well as UK economic 

arrangements. It is predicted that post-Brexit, the UK's business-friendly atmosphere will 

deteriorate. Many experts are concerned about the impact of Brexit on EU corporate policies. Some 

continental panelists believe that the UK's leading role in CG will be eroded as a result of Brexit 

(Jay, 2018). 

Brexit is called as starting of new era as UK’s departure from EU. UK has to leave active 

participation in EU decision making process, and treated as third country. Between UK and EU for 

future partnership terms, set out in TCA (Trade and Cooperation Agreement).  This document 

confirms that no participation is an any European agency by UK. It is expressed implications for 

UK. Before UK’s exit, European Banking Authority (EBA) and EMA departure from London to 

Amsterdam and Paris. It is admitted that only European Union country may host EU agencies. 

Policy regulatory areas with some other zones will affected by UK’ exit from EU. A complex 

mechanism to manage trade between UK and EU is established by the EU-UK Trade and 

Cooperation Agreement (TCA). It is referred a big achievement. 

It should be borne in mind that, following Brexit, the United Kingdom has the power to 

negotiate bilateral agreements and free trade agreements for the sale of goods and services 

worldwide. The first group represents a strong Brexit, with the UK leaving and the EU continuing 

to operate as a single market, allowing member states to trade as one business. On the other hand, 

Soft Brexit supporters want some trade with the EU to continue. They believe the United Kingdom 

should hold a new second referendum. The country now has the opportunity to join an economic 

organization, join a free trade association, or become an independent business. Of course, because 

the United Kingdom has such great power in Europe, this is not a rapid change. The United 

Kingdom will have a major impact on EU business governance, both in terms of policy and 
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philosophy. Business management and institutional investment organizations can benefit from that 

impact.  

On the other hand, the UK business management model may be closely monitored. In 

comparison, the UK's influence on the EU market will continue to grow in the near future. 

Institutional investors' concerns about the rights of minority shareholders and securities remain a 

major issue in the European region (van Schalkwyk et al., 2021). As a result of the preceding 

discussion, it is clear that Brexit will be treated as a business risk rather than only a reporting issue 

(Deloitte, 2019). Brexit may provide an opportunity to reshape some of the most contentious issues 

currently affecting European business development, but it may also result in the creation of a 

significant gap between the German legal system (which includes a two-tier management system, 

employee co-determination, and a unified tax regime) and other states with more liberal views on 

European business development (Dumitru, 2017). Under the European Union (Withdrawal) Act 

2018, a significant corpus of EU-derived UK law as 'retained EU law' is seen. This act is also 

familiar as the Great Repeal Act.   

 

CONCLUSION  

This study concludes that it has been found that CG is a global trend. The regions of Europe yearned 

for and fought for unity among their provinces in the name of free trade. European society has 

introduced a number of measures to change business management from time to time. Recent 

scandals and financial crises in Europe have prompted companies to take steps to protect their 

interests. The loss of the United Kingdom, a major trading partner in the EU, forced the European 

Union to reconsider its business processes. The outcome of Brexit remains uncertain as negotiations 

between the UK and the EU continue. At least one thing is certain: the UK model will be widely 

considered, and its business-oriented status will be affected, at least in the short term. On the other 

hand, the EU will be affected by the UK exit because it will lose one of its biggest sponsors. Of 

course, because the UK has a lot of weight in Europe, this is not going to be a big change overnight. 

In terms of policy and philosophy, the United Kingdom will have a major impact on EU business 

governance. Such an impact can help eliminate the negative aspects of business management and 

institutional investment. The UK business governance system, on the other hand, can be closely 

monitored. In comparison, the United Kingdom's impact on the EU market will remain strong, at 

least for now. Institutional investors' concern about the rights of minority shareholders and 

protection continues to be a major concern in Europe. After the previous debate, it is clear that 

Brexit will be considered a business risk rather than just a matter of reporting. 
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