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This paper compiles a history of the evolution of corporate governance reforms in 

India and through a survey of existing research, identifies issues that are peculiar to 

the Indian context and which are not being adequately addressed in the existing 

corporate governance framework. Lastly, this paper suggests the need for robust 

research in the field of corporate governance research that would support policy 

formulation in order to make the next generation of corporate governance reforms 

more effective for the Indian conditions. 
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1. Introduction 

Corporate governance in India gained prominence within 

the wake of alleviation throughout the Nineteen Nineties and 

was introduced, by the business association Confederation of 

Indian business (CII), as a voluntary live to be adopted by 

Indian corporations. It presently no inheritable  a compulsory 

standing in early 2000s through the introduction of Clause forty 

nine of the Listing Agreement, as all corporations (of an exact 

size) listed on stock exchanges were needed to go with these 

norms. In late 2009, the Ministry of company 

 

An affair has free a group of voluntary pointers for 

company governance, that address a myriad company 

governance problems. 

 

The Anglo-Saxon model of governance, on that the 

company governance framework introduced in India is based 

on, has bound limitations in terms of its pertinence within the 

Indian atmosphere. as an example, the central governance 

issue within the US or United Kingdom of Great Britain and 

Northern Ireland is basically that of disciplining management 

that has ceased to be effectively responsible to the house 

owners World Health Organization are distributed 

shareholders. 

 

2. Chronological Perspective 

Corporate governance is maybe one in every of the 

foremost vital differentiators of a business that has impact on 

the profit, growth and even property of business. it's a multi-

level associated multi-tiered method that's distilled from an 

organization‘s culture, its policies, values and ethics, 

particularly of the folks running the business and therefore the 

manner it deals with varied stakeholders. 

 

Creating price that's not solely profitable to the business 

however property within the long-run interests of all 

stakeholders essentially implies that businesses need to run—

and be seen to be run— with a high degree of moral conduct 

and smart governance wherever compliance isn't only in letter 

but additionally in spirit. 

 

3. Historical Perspective 

At the time of Independence in 1947, India had functioning 

stock markets, a full of life producing sector, a reasonably 

developed banking sector, and additionally a relatively well 

developed British-derived convention of company practices. 

From 1947 through 1991, the Indian Government pursued 

markedly socialist policies once the State nationalized most 

banks and have become the principal supplier of each debt and 

equity capital for personal companies. 

 

The government agencies that provided capital to non-

public companies were evaluated on the idea of the quantity of 

capital invested with instead of on their returns on investment. 

Competition, particularly foreign competition, was suppressed. 

non-public suppliers of debt and equity capital featured serious 

obstacles in exertion oversight over managers thanks to long 

delays in judicial proceedings and issue in imposing claims in 

bankruptcy. Public equity offerings might be created solely at 

government-set costs. Public corporations in India were solely 

needed to go with restricted governance and revelation 

standards enumerated within the corporations Act of 1956, the 

Listing Agreement, and therefore the accounting standards set 

forth by the Institute of leased Accountants of India (ICAI). 

 

Faced with a financial  crisis in 1991, the Indian 

Government responded by enacting a series of reforms aimed 

toward general economic alleviation. The Securities and 

Exchange Board of India (SEBI)—India's stock exchange 

regulator—was fashioned in 1992, and by the mid-1990s, the 

Indian economy was growing steady, and Indian companies 

had begun to hunt equity capital to finance enlargement into 

the market areas created by alleviation and therefore the 

growth of outsourcing. 

 

The need for capital, amongst different things, 

semiconductor diode to company governance reform and 

plenty of major corporate governance initiatives were launched 

in India since the mid- 1990s; most of those initiatives were 

centered on rising the governance climate in corporate India, 

which, at that point, was somewhat rudimentary. 

 

4. Regulatory Framework for Corporate Governance in 

India 
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As a section of the method of economic alleviation in India, 

and therefore the move toward more development of India‘s 

capital markets, the Central Government established regulative 

management over the stock markets through the formation of 

the SEBI. Originally established as associate informative  body 

in 1988, SEBI was granted the authority to manage the stock 

exchange underneath the Securities and Exchange Board of 

India Act of 1992 (SEBI Act). 

 

Public listed corporations in India are ruled by a multiple 

regulative structure. the businesses Act is run by the Ministry of 

company Affairs (MCA) and is presently implemented by the 

corporate Law Board (CLB). That is, the MCA, SEBI, and 

therefore the stock exchanges share jurisdiction over listed 

corporations, with the MCA being the first government body 

charged with administering the businesses Act of 1956, 

whereas SEBI has served because the stock exchange 

regulator since 1992. 

 

SEBI‘s authority for ending its restrictive responsibilities 

has not continuously been clear and once Indian money 

markets fully fledged large share value rigging frauds within the 

early Nineties, it absolutely was found that SEBI didn't have 

comfortable statutory power to hold out a full investigation of 

the frauds. consequently, the SEBI Act was amended so as to 

grant it comfortable powers with reference to scrutiny, 

investigation, and social control, in line with the powers granted 

to the SEC within the u.  s.. 

 

A contentious facet of SEBI‘s power considerations its 

authority to form rules and rules. not like within the u.  s., 

wherever the SEC will purpose to the Sarbanes-Oxley Act, that 

specifically confers upon it the authority to inflict rules to 

implement governance legislation, SEBI, on the opposite hand, 

cannot purpose to the same piece of legislation to support the 

imposition of a similar needs on Indian corporations through 

Clause 

 

Instead, SEBI will look to the fundamentals of its own 

purpose, as given within the SEBI Act, whereby it's granted the 

authority to ―specify, by rules, the matters concerning issue of 

capital, transfer of securities and different matters incidental to 

that and therefore the manner within which such matters shall 

be disclosed by the businesses.‖ additionally, SEBI is granted 

the broad authority to ―specify the necessities for listing and 

transfer of securities and different matters incidental to that.‖ 

 

Recognizing that a tangle arising from associate overlap of 

jurisdictions between the SEBI and MCA will exist, the 

commission, in its final report, has counseled that whereas 

providing for minimum benchmarks, the businesses Bill ought 

to enable sectoral regulators like SEBI to exercise their 

selected jurisdiction through a lot of careful restrictive regime, 

to be determined by them per circumstances. 

 

Further the Committee steered that if each are silent, 

requisite provisions will be enclosed within the legislative act 

itself which the establishment during this regard might, 

therefore, be maintained and therefore the same could also be 

fitly processed within the Bill. This, within the Committee‘s 

read, would make sure that there's no territorial overlap or 

conflict within the governing statute or rules framed there 

underneath. 

 

5. Key Issues in Corporate Governance in India – 
Managing the Dominant Shareholder(s) and the 
Promoter(s) 

The primary distinction between company governance 

social control issues in Asian country and most western 

economies (on whose codes the Indian code is basically 

modeled) is that the complete corporate governance approach 

hinges on disciplining the management and creating them a lot 

of responsible. The ‗agency gap‘ in western economies 

represents the gap between the interests of management and 

distributed shareholders and company governance norms are 

geared toward reducing this gap. However, in Asian country 

the problem—since the origination of joint-stock companies—is 

the stranglehold of the dominant or principal shareholder(s) 

United Nations agency monopolize the bulk of the company‘s 

resources to serve their own desires. That is, the ‗agency gap‘ 

is really between majority shareholders and different 

stakeholders. 

 

Secondly, a lot of of worldwide company governance 

norms specialise in boards and their committees, freelance 

administrators and managing chief executive officer 

succession. within the Indian business culture, boards don't 

seem to be as sceptred as in many western economies and 

since the board is subordinate to the shareholders, the need of 

the bulk shareholders prevails. 

 

Therefore, most company governance abuses in Asian 

country arise because of conflict between the bulk and minority 

shareholders. this is applicable across the spectrum of Indian 

corporations with dominant shareholders—PSUs (with 

government because the dominant shareholder), transnational 

corporations (where the parent company is that the dominant 

shareholder) and personal sector family-owned companies and 

business teams. 

 

In public sector units (PSUs), members of the board and 

therefore the Chairman are typically appointed by the involved 

ministry and extremely typically PSUs are diode by bureaucrats 

instead of skilled managers. many strategic selections are 

taken at a ministerial level which can embody political concerns 

of business decisions in addition. Therefore, PSU boards will 

seldom act within the manner of an sceptred board as 

envisaged in company governance codes. This makes many 

provisions of company governance codes simply a compliance 

exercise. 

Multinational corporations (MNCs) in Asian country are 

gave the impression to have an improved record of company 

governance compliance in its prescribed type. However, within 

the final analysis, it's the legal document of the big shareowner 

(the parent company) that runs the Indian unit that holds sway, 

notwithstanding it's at 

 

variance with the needs of the minority shareholders. 

Moreover, the compliance associated different functions in an 

MNC are continuously in gear towards laws applicable to the 

parent company and compliance with native laws is sometimes 

left to the managers of the subsidiary United Nations agency 

might not be sceptred for such a job. 
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Family businesses and business teams as a class are 

maybe the foremost advanced for analysing company 

governance abuses that come about. The position as regards 

family domination of Indian businesses has not changed; on 

the contrary, over the years, families became {progressively 

|increasingly |more and a lot of} more entrenched within the 

Indian business surroundings. 

 

6. Companies Bill, 2011 and its Impact on Corporate 
Governance in India 

The foundations of the great revision within the 

corporations Act, 1956 was arranged  in 2004 once the govt 

deep-rooted the Irani Committee to conduct a comprehensive 

review of the Act. the govt of Asian country has placed before 

the Parliament a brand new corporations Bill, 2011 that comes 

with many important provisions for rising company governance 

in Indian corporations that, having suffered an intensive 

consultation method, is predicted to be approved within the 

2012 Budget session. 

 

Significant company governance reforms, primarily geared 

toward rising the board oversight method, are planned within 

the new corporations Bill; for example it's proposed, for the 

primary time in Company Law, the thought of associate 

 

Independent Director and every one listed corporations are 

needed to appoint freelance administrators with a minimum of 

one third of the Board of such companies comprising of 

independent directors. 

 

The Companies Bill, 2011 takes the thought of board 

independence to a different level altogether because it devotes 

2 sections to upset freelance administrators. The definition of 

associate freelance Director has been significantly tightened 

and {also the} definition currently defines positive attributes of 

independence and also needs each freelance Director to 

declare that he or she meets the factors of independence. 

 

In order to confirm that freelance administrators maintain 

their independence and don't become too accustomed to the 

management and promoters, minimum tenure needs are 

prescribed. The initial term for associate freelance director is 

for 5 years, following that additional appointment of the director 

would need a special resolution of the shareholders. However, 

the full tenure for associate freelance director isn't allowed to 

exceed 2 consecutive terms. The new corporations Bill, 2011 

expressly disallows freelance administrators from getting stock 

choices in corporations to shield their independence. 

 

The new pointers that kicked off the role, functions and 

duties of freelance administrators and their appointment, 

resignation and analysis introduce larger clarity in their role; 

but, in bound places they're prescriptive in nature and will find 

yourself creating the role of freelance administrators quite 

taxing. 

 

A major proposal within the new Bill is that any undue gain 

created by a director by abusing his position are disgorged and 

came to the corporate along with financial fines. 

Other important proposals that will cause higher company 

governance embody nearer regulation and watching of related-

party transactions, consolidation of the accounts of all 

corporations among the cluster, self-declaration of interests by 

administrators in conjunction with disclosures of loans, 

investments and guarantees given for {the businesses|the 

corporations} of subsidiary and associate companies. 

 

7. Policy Formulation - Need for Robust Research to Guide 
Future Policy Initiatives 

High profile company scandals like Enron, Satyam, etc 

have brought into public consciousness the mundane subject 

of company governance reforms within the hope that 

implementing sensible governance in organizations wouldn't 

solely forestall the return of such issues however additionally 

cause good structure performance. 

 

The last decade has additionally seen a flurry of rules 

introduced across totally different countries within the world 

geared toward rising company governance practices in 

organizations; but, the results from such restrictive changes are 

mixed. so some have even argued that introducing company 

governance rules is no guarantee that we've got seen the last 

company governance break down. 

 

Over the last decade, whereas important steps are taken 

by the restrictive authorities in Asian country to boost company 

governance measures in India; these developments have 

closely followed efforts in different jurisdictions like the U.K. 

(the Cadbury Committee Report) and therefore the U.S. (SOX). 

The mechanism of economic process in western economies 

presumes the existence of a deep and liquid market in shares, 

that isn't a reality in Asian country. Besides, stock markets 

have tried to be solely partly thriving in making certain sensible 

company governance even in developed and mature 

economies. 

The major challenges to company governance reforms in 

Asian country are: 

 Power of the dominant shareholder(s) 

 Lack of incentives for corporations to implement 

company governance 

 reform measures (no correlational statistics between 

putt big-ticket governance systems and corresponding 

returns) 

 Underdeveloped external watching systems 

 Shortage of real freelance administrators 

 Weak restrictive oversight as well as multiplicity of 

regulators 

 

India desires and deserves a well-designed policy 

framework that takes into consideration of these considerations 

whereas being aligned to international developments. That is, 

home-grown solutions to our distinctive issues. whereas the 

requirement to possess public policy (relating to company 

governance) firmly grounded in sound theory is indisputable, 

there's the requirement to boost the hardiness of analysis on 

company governance itself and develop a a lot of sturdy theory 

for corporate governance –an space wherever many 

considerations exist at the present. Despite a growing body of 

empirical literature on company governance reforms in Asian 

country and their impact on Indian corporations there's a 

requirement for additional and more careful analysis to totally 

perceive the underlying problems that have an effect on 
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corporate governance in India. solely a correct understanding 

of the underlying problems would facilitate in evolving a 

framework for reforms applicable to the Indian state of affairs 

and attribute, which might have a lot of larger probability of 

success as compared to any unexpected reform measures. 

 

It would augur well for Asian country corporations if the 

company governance discussion within the country were to 

transcend on the far side standard anecdotal knowledge and 

relies on analysis to facilitate the event of models that take into 

consideration distinctive Indian factors that are characteristic of 

the business surroundings in India. 

 

In association with the Indian Institute of company Affairs 

and Indian Institute of Management, Kolkata Thought Arbitrage 

analysis Institute (TARI) proposes to bring our a series of 

dialogue papers, supported research that has been conducted, 

which might specialise in numerous aspects of company 

Governance in Indian corporations. putting these papers within 

the property right would facilitate to initiate a discussion on 

these vital problems and supply associate input for a lot of 

sturdy policy formulation. 

 

Indeed, company governance reforms in Asian country 

currently stand at a remarkable crossroads, and therefore the 

future development of consecutive generation reforms and in 

their implementation throughout the present decade, can 

decide however effective they're for Indian business. 
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