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Abstract

Currently the corporate governance reforms in India are at cross roads where though
the intention behind the reforms is good yet there is a need to look for a complete
solution addressing country specific challenges in Indian context. Keeping pace with
developments at international level, India also introduced reforms for improving
corporate, social and environment disclosures. This paper explores the effectiveness of
these corporate governance reforms by analyzing the corporate governance practices
followed by Indian companies in two reform periods (FY 2012–13 as Period 1) and
(FY 2015–16 as Period 2). Considering mandatory regulations as per clause 49 of Listing
agreement with Securities exchange board of India and the governance norms in the
new Company Act, 2013, a corporate governance performance (CGP) index is developed
to measure corporate governance score of Indian companies. Though there is a
significant improvement in corporate governance structures implied by Indian
companies but the number of independent directors inducted in the board
decreases after the reforms in period 2. All the sectors under study show a
significant improvement in following corporate governance practices after the
reforms. The study reported a significant relationship between integrated
framework of total corporate social performance and financial performance only
in period 1. Corporate governance reforms do not impact financial linkages in
Indian market in period 2.

Keywords: Corporate governance, Corporate governance and social responsibility
reforms, Financial performance

Introduction
The economic success of an organization is not only dependent on efficiency,

innovation and quality management but also on compliance of corporate governance

principles. Implementation of corporate governance standards improves financial per-

formance of the company as well as positively impacts internal efficiency of the firms

(Tadesse, 2004) in developed economies. However, lack of transparency and poor dis-

closure practices reduce effectiveness of corporate governance mechanism. Though,

global financial crisis and major corporate scandals have reinforced the merit of good
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corporate governance structures in enhancing firms’ performance and sustainability in

the long run (Ehikioya, 2009).

Corporate governance aims at facilitating effective monitoring and efficient control of

business. Its essence lies in fairness and transparency in operations and enhanced dis-

closures for protecting interest of different stakeholders (Arora and Bodhanwala, 2018).

Corporate governance structures are expected to help the firm perform better through

quality decision making (Shivani et al. 2017). A wider definition given by Maier (2005)

states that “Corporate governance defines a set of relationships between a company’s

management, its board, its shareholders and its stakeholders.” Good corporate govern-

ance “ensures that corporations take into account the interests of a wide range of

constituencies, as well as of the communities within which they operate, and that their

boards are accountable to the company and the shareholders” (Organization for

Economic Cooperation and Developement, 1999). Corporate governance was originally

developed to protect shareholder’s interest but gradually it has gained importance for

other stakeholders and society (Jizi, Salama, Dixon, Startling, 2014).

Corporate governance identifies the role of directors and auditors towards share-

holders and other stakeholders. Corporate governance is significant for shareholders as

it increases confidence in the company for better return on investment. For other

stakeholders like employees, customers, suppliers, community and environment,

corporate governance assures that company behave in a responsible manner towards

society and environment (Kolk and Pinkse, 2010). Thus, corporate governance is not

only about board accountability but also include aspects of social and environment

responsibility.

Earlier good governance was not a mandated legal requirement and adherence was

voluntary, but owing to corporate failures on account of unethical practices at top level

management, most of the countries have initiated mandatory norms and guidelines to

strengthen corporate governance framework. The Cadbury Committee report in United

Kingdom (UK) in 1992 and Sarbanes Oxley (SOX) Act in United States (US) in 2002

are considered a seminal development in corporate governance regulations followed by

similar codes of good governance in rest of the countries. The governance codes be-

come a source of normative institutional pressure for convergence within a country

(Yoshikawa and Rasheed, 2009).

Corporate governance reforms are more significant for developing economies as they

make the corporate structures more effective, help in competing with multi-national

corporations and increase investors confidence (Reed, 2002). Keeping pace with the

global developments, India has witnessed a series of such reforms in corporate govern-

ance. One such reform is introduction of clause 49 of listing agreement by Security

Exchange Board of India (SEBI), apex regulatory authority of stock market in India.

This clause outlines corporate governance structures for listed companies in India. It

has led to significant implications on independent directors on board, enhanced

disclosure requirements, making audit committees more powerful etc. Further, corpor-

ate governance initiatives are strengthened with the introduction of revised Company

Act, 2013.

Though, corporate governance norms and other disclosure guidelines have been in-

troduced in India but owing to weak implementation, the extent of compliance by the

Indian companies is still questionable. Countries with weak legal norms have suffered
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higher depletion in exchange rates and stock market decline (Johnson, Boone, Breach

and Friedman, 2000). Dharmapala and Khanna (2013) emphasize on the importance of

enforcement of legal reforms in developing economies which are marred by weak

systems, corruption and bureaucratic influence on policy implementation. Most of the

previous studies highlight the impact of corporate governance on financial performance

but surprisingly there is dearth of literature on impact of corporate governance reforms

on corporate disclosures and reporting. This backdrop gives an interesting case to study

the impact of reforms and amendments on improvement corporate governance disclo-

sures in Indian companies.

Moreover, previous literature has focused on corporate governance in a particular

sector like Information and Technology (IT) sector (Rajharia and Sharma, 2014a;

Rajharia and Sharma, 2014b), Manufacturing sector (Saravanan, 2012), Textile sector

(Ashraf, Bashir and Asghar, 2017), Banking and Financial Services (Arif and Syed,

2015) but the comparison of different sectors (Palanippan and Rao, 2015) is very lim-

ited. This study investigates the nature and type of corporate governance activities

followed by top Indian companies in different sectors.

Extant research in this domain establish association between corporate governance

and stock market performance (Klapper and Love, 2004; Cheung, Stouraitis and Tan,

2010; Abatecola, Caputo, Mari and Poggesi, 2012; Beiner, Drobetz, Schmid and

Zimmermann, 2006; Brammer, Brooks and Pavelin, 2009; Brown and Caylor, 2006;

Bauer, Guenster and Otten, 2004). However, very few studies have focused on the

impact of corporate governance reforms and its linkage with financial performance.

This paper investigates the plausible connection between corporate governance

after reforms and firm valuations for India during two different periods of reforms

on select sectors.

The paper has been organized in six sections. Background of the study is discussed in

section one. Section two outlines recent developments in corporate governance norms

in India. Section three reviews existing literature across economies, while section four

discusses the methodology adopted. Statistical analysis of the impact of India’s corpor-

ate governance reforms on firm performance is reported in section five followed by

discussion, conclusion and policy implications in the last section.

Recent developments in corporate governance norms in India
Corporate governance reforms have significant importance for India which is moving

towards a more transparent and accountable system of economic governance (Sanan

and Yadav, 2011). The fiscal crisis in 1991 led to liberalization and privatization of

Indian economy. The Indian companies required finance for growth and expansion.

The need of foreign investment gave rise to the need of corporate governance reforms

in India. Since then, good governance in capital market has always been on high prior-

ity for SEBI. This is evident from frequent updation of guidelines, rules and regulations

by SEBI for ensuring transparency and accountability (Sehgal and Mulraj, 2008). Clause

49 was adopted by SEBI in 1999 from the code of governance developed by Confeder-

ation of Indian Industry (CII), an independent organization working with government

on policy issues. It has been revised time to time to ensure better compliance.

India introduced reforms for improving corporate, social and environment disclo-

sures. Ministry of Corporate Affairs, Government of India published ‘National
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Voluntary Guidelines on Social, Environmental and Economic Responsibilities of Busi-

ness’ in 2011 (Ministry of Corporate Afairs, 2011). The guidelines make it mandatory

for the listed companies to file Business Responsibility Report (BRR) to enhance the

quality of disclosures (SEBI Circular, 2012). The enactment of the companies Act 2013

replaces the Companies Act, 1956 and aims to improve corporate governance standards

to simplify regulations and enhance the interests of minority shareholders (Prasanna,

2013). India is among the first country to implement mandatory Corporate Social

Responsibility (CSR) spending and this Indian model will set precedence for other

countries in the world, for strategic implementation of corporate governance policies.

As per the latest revision in 2014, clause 49 includes protection of shareholders

rights, proper and timely disclosures, Chief Financial Officer (CFO) certification of fi-

nancial statements, equitable treatment of shareholders, enhance responsibility of board

and norms for preventing insider trading. To sum up, corporate governance in India is

mainly concerned with improving accountability and transparency, disciplining domin-

ant shareholders, protecting the interest of minority shareholders. This is in contrast to

US and UK which concentrates on making management more accountable to dispersed

shareholders (Pande and Kaushik, 2012).

Review of literature and hypothesis development
Impact of corporate governance reforms on disclosures

In general, almost all countries have issued general guidelines for governance, social and

environmental reporting, but it would result only as a tick-in-the-box activity unless it is

checked to what extent the corporate world is responding and reporting as per the new

reforms. Many researchers have studied the impact of the recent reforms for improving

governance, social and environment disclosures in different economies. In Portugal,

Monteiro and Guzman (2010) explore that the extent of disclosures have improved as

compared to the pre reform period but the amount of disclosures is still low even after

the introduction of new reforms. Ioannou and Serafeim (2017) study the implications of

disclosure reforms in China, Denmark, Malaysia and South Africa and suggest that

improvement in sustainability disclosures due to introduction of reforms is associated

with increase in firm value. Kolk (2008) asserts that after the reforms in disclosure regula-

tions, many countries in Europe and in Japan have started paying attention to board

supervision, ethics compliance and external verifications. Chen, Hung and Wang (2018)

affirm decrease in industrial waste and Sulfur Dioxide (SO2) emissions after the declar-

ation of disclosure mandate in China but the firms adopting CSR reporting experience

decrease in profitability.

India initiated reforms concerning corporate governance, corporate social responsibil-

ity and environment to improve disclosures by Indian companies. Implementing

corporate reforms, however, is significantly difficult than framing those reforms. There

are many challenges in successful implementation and effective enforcement of reforms

such as local inhibitions and comprehensive rules (Afsharipour, 2009), lack of availabil-

ity of qualified independent directors (Malik and Nehra, 2014), underdeveloped

external monitoring systems and weak and multiple regulatory norms (Rajharia and

Sharma, 2014a; Rajharia and Sharma, 2014b). This gives the need to explore the actual

impact of reforms on corporate governance and disclosures by Indian companies.
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There is an interesting observation about these disclosure regulations that it contains

a clause of “comply or explain”. It means that either the companies should comply by

the norms or explain the reasons for not following the mandatory requirements. More-

over, there is no penalty for non-compliance as well. It gives an option to the compan-

ies either to follow the regulations or safely escape by giving some explanation. There

may be some companies which were following the best practices in corporate govern-

ance even before these reforms were introduced. But, there may be others, which have

started doing the same after these reforms. This argument justifies that there is no ob-

vious reason to believe that reforms would result into better compliance and reporting.

Therefore, it becomes important to explore the practical implications of these reforms

for Indian companies and for policy makers.

Corporate governance reforms draw increased strategic attention in India. These

structural changes and disclosure reforms make an interesting case to investigate their

implications on Indian companies. Accordingly, this research studies the corporate gov-

ernance by Indian companies after the introduction of the above stated recent reforms.

No previous research has investigated the impact of these reforms considering two

different periods of reforms.

Thus, the first hypothesis of the study is:

HO1: There is no significant improvement in corporate governance performance of

Indian companies after the introduction of reforms.

Impact of corporate governance reforms on different sectors

Many researchers have studied the impact of corporate governance in different sectors

of the economy. There is a significant impact of corporate governance on firm perform-

ance in textile sector (Ashraf et al. 2017) and in Banking and Financial services sector

(Arif and Syed, 2015) in Pakistan. While comparing different sectors, Banking, Insur-

ance and Service sector companies listed in Amman stock exchange perform better

after the introduction of corporate governance reforms in Jordan (Mansur and Tangl,

2018). Jizi et al. (2014) find board independence and board size significantly related to

improved CSR disclosures for banking sector in US. Okoye, Evbuomwan, Achugamonu

and Araghan (2016) report a significant impact of corporate governance on banking

sector in Nigeria. Palaniappan and Rao (2015) report significant impact of corporate

governance disclosures on firm performance for manufacturing companies taking only

one company from ten different sectors in India.

Many studies have been conducted testing the impact of corporate governance

on firm performance taking a set of listed companies in varied stock exchanges

across different economies. Gompers, Ishi and Metrick (2003) report better gov-

erned firms listed in New York Stock Exchange (NYSE) show higher market

valuation and low expenditure. Bauer et al. (2004) reveal the same results for com-

panies in Financial Times Stock Exchange (FTSE), Eurotop 300 index giving higher

stock returns and enhanced firm valuation for the better governed companies.

Studies on US listed firms also highlight positive relationship between corporate

governance rankings and Tobin Q (Klapper and Love, 2004; Durnev and Kim,

2005). Similar findings are also reported in studies conducted on Italian (Abatecola

et al., 2012) and Swiss (Beiner et al., 2006) firms which confirm that corporate
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governance has a significant statistical relationship with corporate performance

variables like Return on Capital (ROC), Return on Assets (ROA).

An interesting observation from these studies is that most of the research has been

done on a whole set of listed companies in a stock exchange or a set of listed compan-

ies in a particular sector but very few studies have done comparison of corporate gov-

ernance in different sectors. Corporate governance reforms along with liberalization

and privatization has led to substantial development and strategic changes in different

sectors of the economy (Reed, 2002). This study investigates the nature and type of cor-

porate governance activities, followed by top 100 listed Indian companies of different

sectors, after the introduction of recent corporate governance reforms in India and

tests the sector differences for two periods of reforms.

The second hypothesis of the study is:

HO2: There is no significant difference in corporate governance in different sectors in

India.

Corporate governance reforms and firm performance

In general, corporate governance is considered to be a significant variable influencing

growth prospects of an economy because best governance practices reduce risk for

investors, improves financial performance and helps in attracting investors (Spanos,

2005). Monda and Giorgino (2013) document better corporate governance results in

higher market valuation and ROA for companies listed in France, Italy, Japan, UK and

US. Cheung et al. (2010) confirm that firms which have adopted corporate governance

reforms appear to have better risk return trade off for investors in Hong-Kong stock

market. Bae and Goyal (2010) find that good corporate governance practice adopted by

Korean firms have resulted in improved equity market performance and increased

foreign ownership in companies. Yang, Yan & Yang (2012) state that improved corpor-

ate governance disclosures by US firms help in reducing cost of equity. Botosan (2006)

also substantiated in an extensive literature review that proper disclosure of financial

reporting and corporate governance practices help in reducing the cost of equity

capital. There have been a few studies which contradict the above mentioned findings.

For instance, Bhagat & Bolton (2008) find corporate governance measures not corre-

lated to future stock market performance for NYSE listed firms while Roodposhti and

Chashmi (2010) report a negative correlation between ownership and independent

board and earnings of the companies in Iran.

Similarly Indian companies are publicizing their efforts through corporate governance

disclosures to attract the investors which have also led to enhancement in market valu-

ation (Dua and Dua, 2015). Improvement in corporate governance has lead to signifi-

cant increase in investment by foreign investors and profitability of Indian companies

(Patibandla, 2006). Firms adopting corporate governance reforms appear to have better

risk return trade off for investors (Prasanna, 2013; Mohanty, 2003). Examining the

relationship between corporate governance and firm performance for firms listed in

National Stock Exchange of India (Nifty 500), Shivani, Jain and Yadav (2017) find that

while larger boards, committees of the board are negatively related to ROA and Return

on Equity (ROE), presence of non-executive directors and whistle blower policy have

positive impact.
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In contrast to the above findings, Sarpal & Singh (2013) reports no significant rela-

tionship between board and corporate performance. Kumar (2004) specifies no signifi-

cant relation between foreign shareholding and financial performance of Indian

companies. Tata and Sharma (2012) find that corporate Governance practices such as

board structure, ownership and other such disclosure have no significant relationship

with corporate performance. Misra and Vishnani (2012) are of the view that reforms

and change in corporate governance have no significant impact on the market risk of

the companies listed in Group – A of Bombay Stock Exchange (BSE). The review of

literature gives mixed results for Indian companies. Hence, this needs to be further

scrutinized to draw any concrete conclusions.

Indian investors responded positively to clause 49 reforms initiated in 1999 and the

large firms gained 4.5% on an average for three days from the date of announcement of

the reforms in contract to negative reaction by investors towards SOX in developed

countries (Black and Khanna, 2007). Other recent studies extend immediate positive

effect into tangible long-term outcomes. Kohli and Saha (2008) report positive and sig-

nificant relationship between corporate governance reforms and firms’ performance.

The increase in scope of clause 49 improves debt- equity structures of Indian compan-

ies (Goel and McIver, 2015). Dharmapala and Khanna (2013) put a strong case for

causal effect of changes in clause 49 on firm value and underscore the significance of

enforcement of regulatory norms. Clause 49 has improved stock market sentiments

which result in more reliance on equity capital and less dependability on bank loans

(Saher, Pal and Pinheiro, 2015).

Since a very limited literature is available to study the impact of reforms on corporate

governance and firm performance, it will be interesting to evaluate the impact of

changes in governance, social and environment disclosure norms on financial perform-

ance after the introduction of the recent reforms. Thus, this study explores the linkage

between corporate governance and financial performance of the companies in two

different periods of reforms in India.

HO3: There is no significant impact of corporate governance reforms on financial

performance of Indian companies in both the periods under study.

Methodology
For this study, the researcher constructs a firm specific corporate governance perform-

ance index for Indian companies based on recent reforms introduced in the country.

This paper takes into consideration two periods P1 (2012–13) and P2 (2015–16) repre-

senting two different stages of corporate governance reforms in India. The study

develops an integrated empirical framework to measure the valuation effects of corpor-

ate governance mechanism.

Sample and data collection

The sample for the study is drawn from the top 100 companies ranked on the basis of

revenue in the list of The Economic Times 500 (ET500), 2016. From the selected com-

panies, 28 companies of Banking and financial services sector have been excluded from

the purview of this paper as disclosure and profitability norms are different for this
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sector in India. Further, 4 companies are also excluded from the study as data for the

period under study was not available. The finally selected companies have been catego-

rized under six major sectors. Table 1 shows the sector-wise composition of the

companies under study.

Published Annual Reports, Business Responsibility Reports and Sustainability Reports

of the selected companies are taken as the primary source of data. These reports are col-

lected/ downloaded from the website of the respective companies. The reports have been

reviewed thoroughly to do the content analysis for the selected dimensions under study

(Quick, 2008; Sandhu and Kapoor, 2010; Gautam and Singh, 2010). All the information

available in the reports on a particular dimension has been collated to give the final score

for each aspect. All the reports were reviewed at least twice so that no item is missed

while collecting the requisite information to ensure accuracy and trustworthiness of the

data. Instead of using binary score of 0 and 1, this study gives credit to the type of report-

ing, the amount of information disclosed, number of good governance practices adopted

by any company (Cheung et al., 2010). Scoring for different dimensions is in a range of

zero to three. Financial data used in this study is mainly acquired from published data

available in the Centre for Monitoring Indian Economy (CMIE) Prowess database.

Measuring corporate governance

Most of the previous studies have used only a specific aspect of corporate governance

to study its implications of financial performance such as board size (Black, 2002),

independent directors (Kaur and Mishra, 2010; Annalisa, P. & Yosef, 2011), board

meetings (Misra and Vishnani, 2012; Subramanian and Reddy, 2012) and code of ethics

(Liao, 2010; Mittal, Sinha and Singh, 2008. This study uses a comprehensive corporate

governance performance index for measuring corporate governance of Indian compan-

ies based on recent developments in corporate governance norms in India. This index

is based on changes in clause 49, Company Act, 2013 and other mandatory guidelines

issued by Ministry of Corporate Affairs of India. Some of the dimensions of mandatory

disclosures are excluded from the study such as appointing audit committee, CFO

certification of financial statements, certificate of compliance by board of directors The

exclusion has been done as the pilot study done on one sector revealed that the score

is same in both the periods for all the companies. Since corporate governance is based

on stakeholder approach (Freeman and Evan, 1990), different stakeholders are taken as

individual responsibility centers for measuring cumulative corporate governance

performance to meet corporate business objectives (Barter, 2011; Clarkson, 1995). The

Table 1 Sector-wise Distribution of Selected Companies

Sl.No. Sector No. of Companies

1 Oil Power and Refinery 14

2 Transport and Auto 12

3 Metal, Engineering and Infrastructures 10

4 Information Technology (IT) and Communication 10

5 Diversified 13

6 Pharmaceuticals and Chemicals 9

Total 68
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responsibility towards different stakeholders included in the study are shareholders

(SHR), employees (EMR), suppliers and consumers (SCR), community (CMR) and

environment (ENR). Table 2 elaborates the final instrument used to measure Corporate

Governance Performance (CGP) index. Cronbach’s alpha test of reliability of data

revealed a score of 0.840.

Using paired sample t-test corporate governance performance of each parameter in

Period 1 is paired with the same in Period 2 to check the significant difference for each

dimension for the two periods under study. Further, sector comparison has been done

by calculating the percentage score of each sector for every stakeholder using the

formula:

Actual Total Score of Sector for Each Stakeholder
No:of Companies in each Sector � Total Score for Individual Stakeholder

� 100

One way Analysis of Variance (ANOVA) is applied to study the significant difference

in performance of different sectors under study.

Measuring financial performance

Most of the scholars have used any one of the three approaches of measuring corporate

financial performance i.e. Accounting Ratios (Griffin and Mahon, 1997; Bayoud,

Kavanagh and Slaughter, 2012) or Market Valuation Ratios (Kiel and Nicholson, 2003;

Arnold, Bassen and Frank, 2012) or Accounting and Market based mixed ratios

(Mulyadi and Anwar, 2012). To correlate corporate governance performance with fi-

nancial performance, we consider the third approach and take Tobin Q (Klapper and

Love, 2004), Market Capitalization (Suttipun, 2012) and Price Earning (PE) (Siew,

Balatbat and Carmichael, 2013; Tyagi, 2014) as market valuation ratios and ROS

(Venanzi, 2012), ROE (Griffin and Mahon, 1997; Aggarwal, 2013) and ROA (Aupperle,

Carroll and Hatfield, 1985; Tyagi, 2014) as accounting ratios.

Regression model

Regression model has been developed to examine the relationship of overall CGP score

of company (independent variable – CGP taken as summation of corporate responsibil-

ity towards five different stakeholders- Shareholders, Employees, Suppliers and

Customers, Community and Environment) with the financial performance of the com-

pany (dependent variables –ROS, ROA, ROE, Tobin Q, Market Cap and PE).

Control variables

Size of the company is an important control variable as Burke, Logsdon, Mitchell,

Reiner and Vogel (1986) suggest that larger firms more often adopt social and govern-

ance principles and thus attract attention from stakeholders. Previous researchers have

also considered risk as a factor that effects corporate social and financial performance.

Thus, this relationship is studied by using size of the company as control variable

calculated by natural log of total assets (Abatecola et al., 2012) and natural log of sales

(Tsoutsoura, 2004) as its proxy. Additionally, beta is considered as another control

variable for market risk element affecting corporate financial performance.

Six regression equations that shall be tested in this model are:
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ROS = β0 +
P5

k¼1β k C GP + β6LnAssets + β7LnSales + β8beta +

ROA = β0 +
P5

k¼1β k C GP + β6LnAssets + β7LnSales + β8beta +

ROE = β0 +
P5

k¼1β k C GP + β6LnAssets + β7LnSales + β8beta +

Tobin Q = β0 +
P5

k¼1β k CGP + β6LnAssets + β7LnSales + β8beta +

Market Cap = β0 +
P5

k¼1β k CGP + β6LnAssets + β7LnSales + β8beta +

PE = β0 +
P5

k¼1β k C GP + β6LnAssets + β7LnSales + β8beta +

Data analysis
Impact of recent reforms on corporate governance in Indian companies

Table 3 clearly depicts the improvement in mean score of each stakeholder. The intro-

duction of governance reforms in India results in substantial increase in mean score of

total corporate governance performance in P2. Further, to test the significant difference

in CGP for two periods paired t-test is applied.

Table 4 depicts a significant difference in performance of each parameter in two pe-

riods as the significant p value in all cases is less than 0.05 except for SHR2 i.e. having

independent directors on board (p value: 0.254) and for ENR 3 i.e. achieving awards

and achievements (p value: 0.321). Pair 17 represents cumulative CGP score and

the p value of 0.000 shows a significant difference in overall corporate governance

score of Indian companies during P1 and P2. Thus HO1 is rejected.

Sector differences in corporate governance performance

Analysis of Table 5 shows total percentage score of each sector towards each stake-

holder. Over all there is improvement in CGP towards different stakeholders in each

sector under study but it needs further statistical testing.

Table 6 shows the results of ANOVA to study the difference in corporate governance

performance of different sectors. It gives an interesting observation that during P1,

there is a significant difference between the sectors as the p value (0.006) is less than

0.05 but during P2, as the p value increases to 0.605, there is no significant difference

between different sectors for their performance towards different stakeholders. Thus,

HO2 is accepted for post reform period. It signifies when all sectors are making efforts

to contribute towards different stakeholders, the sector differences reduce in post

reform period. This is a positive impact of new corporate governance reforms on Indian

companies.

Table 3 Descriptive Statistics for CGP Towards Different Stakeholders

N Minimum Maximum Mean

P1 P2 P1 P2 P1 P2

TSHR 68 38.5 46.2 84.6 92.3 59.606 69.772

TEMR 68 14.3 28.6 100 100 55.665 72.040

TSCR 68 20 20 100 100 67.059 78.529

TCMR 68 33.3 33.3 100 100 56.860 71.081

TENR 68 33.3 33.3 100 100 61.940 71.910

CGP 68 35 47.5 87.5 95 59.963 72.316
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Impact of corporate governance performance on financial performance

Table 7 presents the relationship between cumulative CGP score and six financial ratios

using regression analysis. It is observed that CGP has positively and significantly influ-

ence on ROA, ROE and Tobin Q in P1 and only on PE in P2. Since the value of r2 is

low, only marginal variation in financial performance is explained by the model of

corporate governance performance of Indian companies. The significant value of f stat

Table 5 Sector Wise Average Percentage CGP Score for Different Stakeholders for 2012–13 (P1)
and 2015–16(P2) {in %}

Stake-holders
Score
↓

Sectors
→

Oil Power
Refinery

Transport
and Auto

Metal
Engineering
Infra

IT and
Communi-cation

Diversified Pharma and
Chemical

Share-holders P1% 63.7 53.8 61.5 63.8 59.8 53.8

P2% 67.6 73.1 65.4 75.4 68.6 69.2

Employees P1% 52.0 44.0 71.4 55.7 64.8 46.0

P2% 60.2 79.8 75.7 70.0 72.5 77.8

Supplier and
Customers

P1% 78.6 45.0 90.0 72.0 66.2 48.9

P2% 81.4 63.3 92.0 76.0 81.5 77.8

Community P1% 56.0 47.2 71.7 70.0 48.7 51.9

P2% 72.6 63.9 68.3 78.3 62.8 85.2

Environment P1% 66.7 58.3 54.4 64.4 61.5 58.2

P2% 79.4 64.8 64.4 67.8 73.5 80.2

Corporate
Governance
Performance

P1% 63.0 51.0 66.8 64.5 60.2 54.2

P2% 71.4 69.8 70.8 73.3 71.2 76.7

Source: Calculated by Researcher

Table 4 Result of Paired Samples Test for different stakeholders for Two Periods P1 and P2

Paired Differences

Mean Std. Deviation Std. Error Mean Lower Upper T

Pair 1 SHR1 P2 - SHR1 P1 0.265 0.563 0.068 0.128 0.401 3.877***

Pair 2 SHR2 P2 - SHR2 P1 −0.074 0.527 0.064 −0.201 0.054 −1.150

Pair 3 SHR3 P2 - SHR3 P1 0.456 0.679 0.082 0.292 0.620 5.539***

Pair 4 SHR4 P2 - SHR4 P1 0.221 0.619 0.075 0.071 0.370 2.938**

Pair 5 SHR5 P2 - SHR5 P1 0.456 0.531 0.064 0.327 0.584 7.084***

Pair 6 EMR1 P2 - EMR1 P1 0.088 0.286 0.035 0.019 0.157 2.546*

Pair 7 EMR2 P2 - EMR2 P1 0.441 0.870 0.106 0.230 0.652 4.179***

Pair 8 EMR3 P2 - EMR3 P1 0.221 0.418 0.051 0.119 0.322 4.355***

Pair 9 EMR4 P2 - EMR4 P1 0.397 1.039 0.126 0.146 0.648 3.152**

Pair 10 SCR1 P2 - SCR1 P1 0.250 0.817 0.099 0.052 0.448 2.523*

Pair 11 SCR2 P2 - SCR2 P1 0.324 0.657 0.080 0.165 0.482 4.063***

Pair 12 CMR1 P2 - CMR1 P1 0.515 0.837 0.102 0.312 0.717 5.068***

Pair 13 CMR2 P2 - CMR2 P1 0.338 0.874 0.106 0.127 0.550 3.190**

Pair 14 ENR1 P2 - ENR1 P1 0.426 0.676 0.082 0.263 0.590 5.201***

Pair 15 ENR2 P2 - ENR2 P1 0.412 0.652 0.079 0.254 0.570 5.209***

Pair 16 ENR3 P2 - EMN3 P1 0.088 0.728 0.088 −0.088 0.264 1.000

Pair 17 CGP P2 - CGP P1 4.794 4.013 0.487 3.823 5.766 9.851***

* p ≤ 0.05; ** p ≤ 0.01; *** p ≤ 0.001
Source: Calculated by Researcher using SPSS
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helps to conclude that there is a significant relationship between corporate governance

performance and different parameters of financial performance of Indian companies in

P1. There is no significant impact of corporate governance on financial performance in

P2. Thus, HO3 is rejected for P1 but accepted for P2.

Discussion, conclusion and policy implications
The study attempts to answer the following questions raised in the hypothesis:

Do reforms improve corporate governance in Indian companies?

All the companies under study have implemented good governance initiatives and recog-

nized their responsibility towards different stakeholders. The introduction of corporate

governance standards through clause 49 of listing agreement has helped in improving

governance standards and internal efficiency of listed companies (Sharma and Singh,

2009; Goel & Mclver, 2015). Out of sixteen dimensions in corporate governance index,

two dimensions did not show significant improvement. Indian companies need to pay at-

tention on these dimensions namely, number of independent directors on board and

achieving awards and recognitions during the year. The study finds that the number of in-

dependent directors as percentage of total directors has decreased over the period of time

(Kaur and Misra, 2010). The reason may be attributed to shortage of qualified independ-

ent directors in India (Malik and Nehra, 2014; Rajharia and Sharma, 2014a, b). Further,

two positive changes identified in good governance practices, which are appointing

women directors on board as required by new norms and instituting diverse board com-

mittees for protecting shareholders rights. These reforms aim at making the boards more

powerful and focus on monitoring the management (Dharmapala and Khanna, 2013; Dua

and Dua, 2015). Accordingly, it is observed that the number of meetings of board of direc-

tors has increased. Many companies have started conducted separate meetings of inde-

pendent directors. This has increased the involvement of independent directors in

different committees, which have made boards more responsible and accountable to

stakeholders (Shivani et al. 2017; Khan, Muttakin and Siddiqui, 2013). It is observed that

most of the companies are taking care of grievances of the employees and the customers.

Yet, it is quite surprising that even some of the high revenue generating companies are

not reporting the grievances as per the stipulated guidelines (Chatterjee, 2011).

As per the results of the study, though the spending on CSR initiatives has increased,

yet Indian Companies are still trying to match the mandatory requirement of spending

2% of their profit on CSR initiatives (Sharma, 2013). Another interesting finding is that

the score for social and environment initiatives is fairly high for all the companies,

Table 6 Result of ANOVA to Study Sector Differences in CGP

Sum of Squares Df Mean Square F Sig.

Period 1 2012–13 Between Groups 1546 5 309 4.268 0.006

Within Groups 1739 24 72.5

Total 3285 29

Period 2 2015–16 Between Groups 219 5 43.9 0.73 0.605

Within Groups 1434 24 59.7

Total 1653 29
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which suggests that Indian companies stress more on community welfare and environ-

ment protection in their social initiatives. This result is aligned with the previous

studies done by Shanmugam & Mohamed (2011) and Kansal and Singh (2012). Kansal,

Joshi, Babu and Sharma (2018) suggest that regulators should highlight specific disclos-

ure norms for corporate social responsibility rather than giving only general mandatory

guidelines. Many companies are working under public private partnership and with

Non Government Organization (NGOs) to take up social and environment issues.

However, reporting on pollution and carbon emission is very low for Indian companies

(Kansal et al. 2018). It has been observed that frequency of publishing sustainability

reports has improved over the period (Cyriac, 2013). Further, very few Indian compan-

ies are applying for internal quality, sustainability and environment protection awards

as the procedure is cumbersome.

How do different sectors perform after governance reforms?

Oil, Power and Refinery sector showed consistent responsibility towards all stakeholders

during P1. This sector is dominated by public sector enterprises, which warrants them to

be more adherent to the mandatory norms. IT and Communication sector, with mostly

private players, also performed reasonably well in P1. Most of the Indian companies in IT

sector have multinational operations with business processes outsourcing model. Hence,

it becomes imperative for them to follow international norms of corporate governance,

sustainability and social responsibility (Narayanaswamy, Raghunandan and Rama, 2012).

Thus this comprehensive reporting helps the companies in winning the international con-

tracts and increase revenues. However, Palaniappan and Rao (2015) suggest IT companies

have a long way to go to improve their corporate governance performance.

During P2, all the sectors showed significant improvement in corporate governance

score. Specifically, Pharmaceutical and Chemical sector registered a substantial increase

and are at the top of the table in the cumulative score. Transport and Auto sector is at

the bottom of the list in both the time periods. Though, this sector shows a significant im-

provement in responsibility towards shareholders and employees yet it needs to take care

of environment requirements and initiate more steps for welfare of the society. Further,

Metal, Engineering and Infrastructure sector has the highest score for responsibility to-

wards suppliers and consumers in both the periods under study but they need to stress on

CSR reporting (Shamim, Kumar, Soni, 2014). For diversified sector, marginal improve-

ment in the cumulative corporate governance score is recorded.

Another significant finding of the study is that in every sector the score of top four to five

companies is relatively higher than the rest of the companies. This anomaly sometimes neu-

tralizes the high score of top companies in a particular sector. To sum up, after the intro-

duction of mandatory and non-mandatory norms for improving corporate governance, all

the sectors have initiated different programs for stakeholders. This has reduced the differ-

ence in corporate governance score between the sectors in the post reform period. Similar

findings were also reported by Bhasin (2012) and Bhardwaj and Rao (2014).

Do governance reforms impact financial linkage?

Total corporate governance score is a significant predictor of company’s market valu-

ation and accounting performance. Positive direct association with Tobin q, ROA and
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ROE is captured in the period P1. Hence, the study concludes that better corporate

governance performance leads to better financial performance in term of revenue and

growth. Similar findings have been reported by earlier studies (Cortez and Cudia, 2011;

Love and Klapper, 2002). In Japan, Bauer, Frijns, Otten, Rad (2008) find disclosures

related to shareholders rights, remuneration and internal control, impact firm perform-

ance but disclosures related to board accountability do not affect stock prices. Studies

conducted in Indian context also find a positive impact of corporate governance re-

forms on firm performance (Mohanty, 2003; Rajput et al., 2012, Arora and Bodhanwala,

2018). Even in other developing economies like Pakistan, Ashraf et al. (2017); Arif and

Syed (2015) find significant relationship between corporate governance and financial

performance. However in Nigeria after the introduction or corporate governance

norms, Sanda, Mikailu and Garba, (2005) report that presence of outside directors does

not influence firm performance but the existence of expatriate Chief executive officers

does. The regulatory authorities in Nigeria need to ensure strict compliance to improve

the impact of reforms (Okoye et al., 2016). Mansur and Tangl (2018) find that after the

introduction of governance code in Jordan, the presence of institutional investors in

ownership structures help in improving firm performance in stock market.

However, an interesting finding for Indian companies is that after the introduction of

the new governance reforms, the corporate governance performance improves but its

impact on financial performance decreases. The study did not find any significant

impact on market valuation ratios and accounting ratios in post reform period

(Tripathi & Seth, 2014; Aggarwal, 2013). Hence, governance reforms actually do not

impact financial linkages in Indian market during post reform period.

Conclusion and policy implications

This research concludes that Indian companies have made significant development in

corporate governance after the introduction of recent reforms. Over all, it is observed

that the main objective of the reforms has been achieved by making the board more

responsible towards all stakeholders. The introduction of having at least one women

director on board is a significant development for Indian companies. Regulators may

further enhance women representation on board to improve gender parity at top man-

agement. Indian companies should appoint more number of independent directors as

the role of independent directors becomes very significant for the successful implemen-

tation of these reforms. The target set for mandatory 2 % spending of net profits on

CSR is still not achieved to full extent. Hopefully, in near future when the companies

are able to identify the core areas of social responsibility, this Indian model can bring

miracles for the development of the society. As a result, these philanthropic initiatives

may yield better return on social investment. The mandatory publishing of business re-

sponsibility reports has improved disclosures for economic and social responsibility.

Regulators should make disclosure of carbon foot prints mandatory to bring more

awareness and responsibility towards environment. Initiating appropriate corporate

governance rewards in different sectors would also encourage companies to follow the

regulations and showcase their contribution towards society and environment.

All the sectors have endeavored to improve corporate governance performance as the

investors have started recognizing good governance companies and this can also be
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used as a tool for attracting foreign investors. Government should try to address sector

specific issues to raise the standards of performance. Although in light of these reforms,

corporate governance has gained substantial ground in India, but this study does not

find any significant impact of reforms on financial performance of the companies. As

and when the corporate governance reforms are implemented in true spirit, the market

sentiments would change and improve the relationship between corporate governance

and firm performance in India similar to developed economies.

To cater to the problem of compliance and implementation of governance reforms in

view of strong interference of bureaucracy and corruption in India, market regulators

should be made more powerful and given a free hand to prosecute the companies

involved in frauds. Also, high penalties should be imposed for non-adherence of

mandatory requirements. Thus, the full implementation of governance reforms in India

requires reforms to take place in larger context including political and legal systems.

Moreover, the Indian companies need to understand the benefits of implementing good

governance strategies and corresponding initiatives that help in improving financial

performance as well.

This study has certain limitations. The annual reports have been reviewed multiple

times to validate the reported aspects and achieve higher consistency while giving the

rating score, still the subjectivity inherent in the rating scale remains a limitation.

Additionally, financial data and corporate governance performance has been considered

for two years and for top hundred companies only. Future study can extend this data

for multiple years and investigate the relationship as a trend analysis for all ET500

companies. As the global investors are ready to pay premium to the companies who

are investing in sustainable practices for stakeholders, even the domestic investors may

also follow the same trend and attach more value to the well governed companies

embracing corporate responsibility.
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