
Chapter 26: Ethics and Corporate Governance

Introduction

In today’s complex and globally interconnected business environment, the in-
tegrity of corporations and the ethical conduct of business leaders have come
under intense scrutiny. The integration of ethics and corporate governance
is not just a legal requirement, but a strategic imperative. This chapter explores
the foundational principles, frameworks, and practices of ethical behaviour in
business and the systems through which corporations are directed, controlled,
and held accountable.

26.1 What is Business Ethics?

Business ethics refers to the application of ethical principles and standards
to business behaviour. It involves a system of moral principles that guide the
way a business behaves, ensuring honesty, fairness, and integrity in all business
operations.

Key Principles of Business Ethics:

• Integrity: Acting with honesty and strong moral principles.
• Fairness: Treating all stakeholders equitably.
• Accountability: Accepting responsibility for actions.
• Transparency: Disclosing relevant information honestly and in full.
• Respect for Stakeholders: Considering the impact of decisions on all

stakeholders including employees, customers, investors, society, and the
environment.

26.2 Importance of Ethics in Business

• Builds Trust: Ethical behaviour earns trust from stakeholders.
• Enhances Brand Reputation: Companies with ethical practices build

stronger brand equity.
• Minimizes Legal Issues: Reduces risk of lawsuits, penalties, and fines.
• Fosters Employee Loyalty: Ethical environments improve employee

morale and retention.
• Long-Term Sustainability: Ethical companies are more likely to succeed

in the long run.
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26.3 Ethical Issues in Business

Common ethical challenges include:

Issue Examples
Bribery and Corruption Paying officials for favours or contracts
Discrimination Biased hiring, promotion, or pay

practices
Insider Trading Trading based on non-public material

information
Environmental Harm Polluting or damaging ecosystems

irresponsibly
False Advertising Misleading customers with inaccurate

product claims
Exploitation Underpaying workers or forcing unsafe

labour

26.4 Approaches to Ethical Decision-Making

1. Utilitarian Approach: The decision that results in the greatest good
for the greatest number.

2. Rights-Based Approach: Protecting and respecting individuals’ rights.
3. Justice Approach: Ensuring fairness and equity in outcomes.
4. Virtue Approach: Guided by values such as honesty, courage, compas-

sion.

26.5 What is Corporate Governance?

Corporate governance refers to the structures and processes for the direction
and control of companies. It involves balancing the interests of various stakehold-
ers—shareholders, management, customers, suppliers, financiers, government,
and the community.

26.6 Objectives of Corporate Governance

• Ensure Accountability of managers to shareholders.
• Protect Stakeholder Interests.
• Promote Transparency in operations and decisions.
• Ensure Compliance with laws and regulations.
• Support Long-term Value Creation.
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26.7 Principles of Corporate Governance (OECD Guidelines)

1. Transparency: Accurate disclosure of financial and operational informa-
tion.

2. Accountability: Defined roles and responsibilities for decision-making.
3. Fairness: Equal treatment of all shareholders and stakeholders.
4. Responsibility: Board of Directors should be responsible for oversight

and strategic guidance.
5. Sustainability: Incorporation of ESG (Environmental, Social, Gover-

nance) factors.

26.8 Structure of Corporate Governance

Key participants in corporate governance include:

• Board of Directors: Governs and oversees management.
• CEO and Executives: Handle day-to-day operations.
• Shareholders: Provide capital and elect the board.
• Audit Committee: Ensures financial integrity.
• Regulators (e.g., SEBI in India): Enforce corporate governance codes.

26.9 Corporate Governance in India

India follows the Companies Act, 2013 and SEBI regulations.

Important Initiatives:

• Clause 49 of Listing Agreement: Corporate governance norms for
listed companies.

• Independent Directors: Ensure objectivity and fairness.
• Whistleblower Policies: Protect insiders who report misconduct.
• CSR Mandates: Companies above a threshold must spend 2% of profits

on social responsibility.

26.10 Corporate Governance vs. Business Ethics

Aspect
Corporate
Governance Business Ethics

Nature Structural and
procedural

Philosophical and
behavioural

Objective Ensure accountability
and control

Promote moral and fair
practices
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Aspect
Corporate
Governance Business Ethics

Enforcement Through law and
policies

Self-regulated and
culture-driven

Scope Primarily internal
stakeholders

Broader: includes
society, environment

26.11 Role of Technology in Ethics and Governance (Relevant to CSE
Students)

• AI and Ethics: Ensuring AI systems are not biased or discriminatory.
• Blockchain in Governance: Transparent, tamper-proof financial records.
• Data Privacy and Security: Compliance with laws like GDPR, IT Act.
• Digital Whistleblowing Systems: Anonymous reporting mechanisms.

26.12 Case Studies

Case 1: Satyam Scandal (India) Satyam Computer Services inflated rev-
enues and profits for years. Poor corporate governance and lack of independent
auditing led to one of the biggest scams in India.

Lesson: The need for strong internal controls, ethical leadership, and active
regulatory oversight.

Case 2: Infosys Infosys is often praised for ethical practices, independent
board structure, and transparency.

Lesson: Ethics and governance can build long-term investor confidence and
global respect.

26.13 Best Practices for Ethical Governance

• Code of Ethics: A documented code that guides decisions and behaviour.
• Training Programs: Regular ethics training for employees and leaders.
• Audit & Compliance: Independent auditing of financials and operations.
• Stakeholder Engagement: Open communication with all stakeholders.
• Ethics Committees: Oversight on ethical issues and policy enforcement.
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26.14 Challenges in Implementing Ethics and Governance

• Conflicts of Interest
• Short-term Profit Pressures
• Cultural and Regional Differences
• Lack of Awareness or Training
• Resistance to Transparency

Summary

Ethics and corporate governance are crucial to the long-term success and sus-
tainability of any business. For BTech CSE graduates, especially those entering
management roles in tech firms or startups, understanding these principles is
vital not only from a compliance standpoint but also to build responsible and
trusted technology ecosystems. Ethical conduct and strong governance foster
trust, encourage investment, attract talent, and support innovation—all of which
are essential to modern digital enterprises.
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