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ABSTRACT 

A strong financial reporting system erected on the sound foundation of good corporate governance helps to build 

trust in the minds of the investors, which in turn leads to better business confidence and image of a nation in this 

scenario of globalization. There is no denying to the fact that by adopting the four basic principles of corporate 

governance: fairness, transparency, accountability and responsibility, the improved functioning of business will 

help increase the company‟s competitiveness and performance. The focus of corporate governance in India is to 

improve disclosures and compliance, upgrade corporate governance practices and facilitates the integration of 

Indian business with global counterparts. Disclosure and accountability are very important aspects of corporate 

governance, because in addition to shareholders, other publics interested in the working of the company should 

also know how the company functions. The moot point here is whether to exert muscle, apply brain or wield 

chaste. 
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Corporate Governance and role of Clause 49 of listing agreement in 

India 

 
Introduction 

A strong financial reporting system erected on the sound foundation of good corporate 

governance helps to build trust in the minds of the investors, which in turn leads to better 

business confidence and image of a nation in this scenario of globalization. The four 

basic principles of corporate governance are fairness, transparency, accountability and 

responsibility. There is no denying the fact that adopting these principles in the 

functioning of business will help improve the company‟s competitiveness and 

performance. The proven outcomes of good corporate governance principles are higher 

valuations, improved profitability, and better access to foreign capital. Good corporate 

governance is a key to tap local and foreign investors and acts as a defense mechanism 

against vulnerability to financial upheavals. Hence, it can be certainly said that good 

corporate governance strengthens the corporate immune system especially in the 

emerging economy like India (Center for International Private Enterprise, nd.) 

 
Literature Review  

 

Governance is the definition of where efficiency becomes an adjective, as it checks one‟s 

ability to achieve maximum results with minimum resources. Corporate governance is 

not applicable only to the business sector but to the entire governance arena. Fairness is a 

term that demands transparency, and it is transparency that compels a being to realize 

one‟s responsibility. Hence, good governance is integral to the existence of a company. 

(Asia law, Corporate governance under the Indian Companies Act, 1956, 2007) 

Finance literature in particular has come a long way in explaining the various financial 

theories of firms and the behaviours associated with them. The foundational argument of 

corporate governance as seen by both academic as well as other independent researchers 

can be traced back to the pioneering work of Berle and Means (1932) who observed, as 

early as the 1930s, that the modern corporations having acquired a very large size can 

create the possibility of the separation of control over a firm from its direct ownership 

(Bhasa, nd).The separation of ownership and control has been a long standing concern in 

corporate finance (Kumar, 2003).A lot of concerns are there regarding the survival of 

organizations in which important decision agents do not bear a substantial share of the 

wealth effects of their decisions. But it has been found that such separation of decision 

and risk-bearing functions survives in these organizations in part because of the benefits 

of specialization of management and risk bearing but also because of an effective 

common approach to controlling the agency problems caused by separation of decision 

and risk bearing functions.(Fama and Jensen, 1983 & 1998) The modern day uproar over 

corporate governance problems of insider trading, excessive executive compensation, 

managerial expropriation of shareholders' wealth, false reporting, non-disclosure of 

certain accounting and governance malpractices and self-dealing among others, are 

assumed to be related to the theory of separation of ownership and control. (Bhasa,nd)  

From 1890s to the 1980s, growth, expansion and profits remained the prime criteria 

indicating the performance and achievements of commercial and industrial organizations. 
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(Sanghvi, 2004). But towards the end of the twentieth century Shareholder skepticism 

due to volatile changes led to emergence of corporate governance. Corporate reputation is 

an outcome of Product/Service reputation, business reputation, credibility in financial 

markets and social reputation. This reputation, coupled with ethical behaviour, provides a 

basis for corporate stability in a dynamic and sensitive global market environment. The 

competitive strength of a corporation in realms of product/service, finance and labour 

influences a corporation‟s competence to survive and grow. (Balasubramaniam and 

Kimber, 2004) 

Further exploring the effects of ownership and governance systems on corporate 

entrepreneurship it was found that corporate entrepreneurship is also positively associated 

with future company performance. It is widely recognized as an effective means for 

enhancing a company‟s competitive position and performance in both domestic and 

international markets (Zahra et al., 2000). If better corporate governance is related to 

better corporate performance, better-governed companies should perform better than 

worse-governed companies (Brown and Caylor 2004). 

 

In order to study the recent challenges in corporate governance and its effects on 

corporate performance Indian corporate sector offers certain advantages over and above 

its counterparts in emerging market economies like, presence of several hundred 

companies, contribution of industrial and manufacturing sectors value added being close 

to several advanced economies, clarity in ownership affiliation, enactment of company‟s 

act since 1956 ensuring regulation of all corporate activities including governance, well 

established regulatory framework since four decades acting as a foundation for corporate 

governance system in India and above all preparation of Indian accounting systems which 

is similar to those followed in most of the advanced economies ultimately ensuring 

confidence in the reliability of the data collected from various sources (Kumar, 2003) 

  

Objectives 

The study has been undertaken in order to fulfill the following objectives: 

1. To highlight the need and importance of corporate governance 

2. To identify the research gaps for further research in this area based on literature 

review 

3. To study the corporate governance disclosures under clause 49 in India.  

4. To suggest measures how the Indian regulation can be strengthened by further 

strengthening the legislation. 

 

Need for corporate governance 

Corporate governance should not be viewed merely as tool for ensuring compliance 

rather it is a perennial process that flows through organization‟s design, taking care of 

interests of wide spectrum of stakeholders a company caters to. Corporate governance 

mechanism pays back to the company with both hands full. On one hand it rewards with 

better performance on stock markets and on the other hand hedges against the risk of 

unethical acts or irrational decisions of corporate (kaushik & Dutta, 2005).  It has been 

very rightly quoted in the Narayan Murtyhy committee report on corporate governance 

that if a company may incur huge costs apart from the regulatory hassles, if it fails to 

implement good corporate governance. Evidences have reiterated that the companies end 
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up paying significant risk premium to raise capital from public markets. Moreover stock 

market analysts are signaling towards the correlation between governance and returns. 

(Report of the Committee on Corporate Governance, 2003) 

As a no of Indian companies want to raise capital from overseas markets it is quite an 

imperative to expect better corporate governance norms resulting in necessary disclosures 

and transparency in financials and operations (Knowledge@Wharton, 2007.) Hence there 

are two key reasons in favour of good corporate governance especially in context of 

India, i.e., improving access to capital and improving performance (Center for 

International Private Enterprise, nd.) 

 

Importance of Corporate Governance 

A company (called corporation in United States) is a congregation of various 

stakeholders viz., shareholders, debenture holders, creditor, customers, employees, 

vendor partners, government as well as the society at large. Corporation should be fair 

and transparent to its stakeholders in all its transactions. Corporate governance is about 

ethical conduct in business. In this regard managers make decisions based on a set of 

principles influenced by the values, context and culture of the organization. Ethical 

leadership is good for business in line with the expectations of all stakeholders. Mr. N R 

Narayana Murthy Chairman, Committee on Corporate Governance, SEBI, (Mumbai Feb 

8 2003), is an excellent example of ethical leadership when we talk of corporate 

governance practices in Infosys. Corporations pool capital from a large investor base both 

in the domestic and international capital markets. In this context, investment is ultimately 

an act of faith in the ability of a corporation‟s management. 

The most common school of thought would have us believe that if management is about 

running businesses then governance is about ensuring that they are run properly. All 

companies need governing as well as managing. (Report of the SEBI committee on 

Corporate Governance, 2003) 

The focus of corporate governance in India is to improve disclosures and compliance, 

upgrade corporate governance practices and facilitates the integration of Indian business 

with global counterparts. Disclosure and accountability are very important aspects of 

corporate governance, because in addition to shareholders, other publics interested in the 

working of the company should also know how the company functions.  After much 

debate and controversy, in 2006 the Securities and Exchange Board of India (SEBI) made 

it mandatory for publicly listed companies to follow the provisions of clause 49 of the 

listing agreement 

Often, increased attention on corporate governance is a result of financial crisis. For 

instance, the Asian financial crisis brought the subject of corporate governance to the 

surface in Asia. Further, recent scandals disturbed the otherwise placid and complacent 

corporate landscape in the US. These scandals in a sense, proved to be serendipitous. 

They spawned a new set of initiatives in corporate governance in the US and triggered 

fresh debate in the European Union as well as in Asia (Report of The SEBI committee on 

Corporate Governance, 2003). „Given The recent corporate explosions in last few years 

from Enron to Arthur- Anderson to World.com to Tyco, there would be no exaggeration 

to say that if corporate governance had been a tune, it would have been on the top of pops 

of all music charts of that time.‟ (Sanghvi, 2004) 
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In the Indian context, the need for corporate governance has been highlighted because of 

the scams occurring frequently since the emergence of the concept of liberalization from 

1991 such as Harshad Mehta Scam, Ketan Parikh Scam, UTI scam, Vanishing Company 

Scam, Bhanshali Scam with the most recent  addition being Stayam fiasco. In the Indian 

corporate scene, there is a need to induct global standards so that at least while the scope 

for scams may still exist, it can be at least reduced to the minimum (Computeruser.com, 

Corporate governance in listed companies in India, 20th January, 2010) 

Hence it is very important to guide the future managers to understand the recent 

challenges of corporate governance posed by recent scams like that of „Satyam‟ and  

adopt better corporate governance mechanisms which may help them to enhance their 

reliability and hence reputation and profitability which would ultimately lead to increased 

market capitalization of their businesses. 

 

 

Research gaps identified during Literature Review 

Considering the review of work already done on the subject suitable research gaps and 

applications are identified to explore the relationship and potentiality of corporate 

governance vis-à-vis corporate performance. 

Before the onset of liberalization the Indian organized sector dominated by public and 

private enterprises did not meet the expected norms and standards of governance. Both 

the public and the private sector enterprises were bracing themselves to meet the 

challenges of globalization. Moreover, with increasing foreign investment in Indian 

industries, accountability to foreign shareholders had become an increasing necessity. 

With the institutional investors emulating the practices of their counterparts from 

developed economies, better governance practices had to be adopted for such 

organizations to sustain themselves in the economy for longer periods. (Bhasa,nd) 

In India, enforcement of corporate laws remains the soft underbelly of the legal and 

corporate governance system. The World Bank‟s Reports on the Observance of Standards 

and Codes (ROSC) publishes a country- by country analysis of the observance of 

OECD‟s corporate governance codes. In its 2004 report on India, the ROSC found that 

while India largely observed most of the principles. It could do better in certain areas. 

(World Bank, 2004) 

Theoretical interest in corporate governance in India is a recent phenomenon. It is a 

result of a spate of corporate scandals that shook the country during the early 

liberalization era (Goswami, 2000 sited by Bhasa,nd). So there is dire need to 

understand and study the governance challenges posed by such events. 

Governance is concerned with empowering people, spurring and pursuing innovation and 

improving efficiency. It addresses conflicts of interest which can impose burdens on the 

enterprise. Ensuring transparency and probity in corporate affairs can make a major 

contribution to improving business standards leading to increased market 

capitalization. 

(World Council for Corporate Governance, Centre for Corporate Governance, 17
th

 

November, 2010). If better corporate governance is related to better corporate 

performance, better-governed companies should perform better than worse-governed 

companies (Brown and Caylor 2004). 
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Good Corporate governance helps in enhancing the transparency, reliability, confidence 

and thus the efficiency of an organization as well as its social utility. Balancing the 

interests of all stakeholders ensures survival and growth in the long run. The failure to 

implement good governance by a company lowers its competing power for attracting 

scarce capital in public markets. Stock markets analyses have shown an increased 

appreciation for the correlation between quality of governance and potential for growth. 

Little wonder, the leaders of corporate governance in India have been registering 

excellent results in the Indian financial markets. This is not a coincidence but a 

correlation (Kuhad, 2004). Such correlations confidently emphasized by experts time 

and again need to be studied further and reinforced for the benefit of Indian corporate 

sector. 

Hence in order to achieve inclusive corporate growth (looking into the interests of all 

stakeholders), corporates are absorbing corporate governance as a part of their corporate 

culture. There is a definite correlation between corporate governance and corporate 

performance but not much research has been done in this area. A study can be conducted 

to link one of the aspects of Corporate Governance, i.e., fulfillment of requirements of 

Clause 49 as provided by SEBI to certain aspects of Corporate Financial Performance as 

research has shown that a high quality of corporate governance typically leads to 

enhanced Corporate Financial Performance. Moreover the empirical evidence 

concerning the possible association of corporate performance and corporate 

governance is extremely limited. (Raja and Kumar, 2008) 

 

Corporate Governance mechanism and journey of Clause 49 

Having talked about the importance of corporate governance lets dwell upon as to how 

this governance mechanism works in case of Indian companies. Corporate governance 

norms under the current system are governed by Companies Act for unlisted companies 

while listed companies follow clause 49 of SEBI‟s listing agreement. This governance 

mechanism in case of listed and to be listed companies is completely under the SEBI‟s 

domain in India. (Economic times article). The journey towards Clause 49 started with 

voluntary 1998 Code of corporate governance, introduced by the confederation of Indian 

industries (CII) while it was proposed in 1999 and adopted in early 2000. Since the 

voluntary code was not enough to lure foreign investor to Indian markets, SEBI 

appointed Kumarmangalam Birla Committee to propose corporate governance reforms 

which came into existence and action through the introduction of a new clause. This 

clause was called as clause 49 and was added to stock exchange listing requirements. The 

introduction and adoption of clause 49 can be seen as a major milestone in the evolution 

of corporate governance in India. (Black & Khanna, 2007)  

 

Kumar Mangalam Birla Committee 

 

The main objective of the committee was to prepare a „code‟, primarily focusing on 

shareholders and investors but at the same time not overlooking the interests of other 

stakeholders viz., suppliers, customers, bankers, creditors, the employees of the company, 

the government and society at large. The three key constituents of corporate governance 

as identified by the committee are the shareholders, the board of directors and the 

management. The committee had a consensus that the fundamental objective of corporate 
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governance is to enhance shareholder value at the same time keeping the interests of 

other stakeholders intact. Moreover it also had a firm view that the best results would be 

achieved when companies treat this code as way of life rather than a mere structure. 

 

Recommendations of the committee: Since the committee realized that some of the 

recommendations are absolutely essential and some are desirable which may also require 

a change in statute leading to consumption of lot of time, it decided to segregate these 

recommendations into mandatory and non mandatory ones. The mandatory 

recommendations catered to the applicability, board mix, board procedures, audit 

committee, remuneration committee and management Discussion and analysis report. 

While non mandatory recommendations related to role of chairman, remuneration 

committee of the board, shareholder‟s rights for receiving information, corporate 

restructuring, further issue of capital, venturing into new businesses. All these 

recommendations were to be implemented through clause 49 of the listing agreements, in 

a phased manner by SEBI (Report of the Kumar Mangalam Birla Committee on 

Corporate Governance, 1999.) 

 

Issues in implementation of clause 49  

The clause 49 of the listing agreement based on Kumar Manglam Birla Committee was 

first introduced in the financial year 2000-01. Further to improve the practices SEBI once 

again constituted a committee under the chairman ship of Mr Narayana Muthy in 2002-

03. The recommendations of this committee were finally implemented towards the end of 

financial year 2004-05. The amended clause 49 brought changes with respect to 

Independent directors, Whistle Blower Policy, Performance Evaluation of Non Executive 

directors and mandatory training of non-executive directors (Sen, Dilip Kumar, 2004). 

But bringing the changes in the regulation doesn‟t mean the end of issues. Some of the 

issues which still haunt the corporate governance horizon are:   

(a) Finite supply of independent directors 

(b) Cultural inhibition to loss of control 

(c) Full (100%) compliance is not in near future: Since the companies have to go 

through quite significant changes when it comes to complying with policy 

guidelines drawn by the regulators even the predecessor of Clause 49, Surbanes 

Oxley‟s act also posed a similar kind of challenge before U. S. companies. 

(d) Matching the world standards is very crucial for raising foreign money. 

(e) High cost of compliance for mid-sized firms (Knowledge@Warton.) 

 

 

Future focus for corporate governance and clause 49  

Since in India regulation of corporate governance in listed companies revolves around 

clause 49 of the listing agreement prescribed by the securities and exchange board of 

India (SEBI) there is a prolific debate across securities regulators on the role of this 

clause when it comes to the real intended object behind it. Almost “every regulatory 

regime is trying to grapple hard with the idea as to how to regulate listed companies in 

relation to corporate governance” (Sunderesan Somasekhar, 2011). The moot point here 

is whether to exert muscle, apply brain or wield chaste. When I say exert muscle I mean 

stringent rules related to compliance and punishment if broken, When I say apply brain I 
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mean being dexterous in strengthening the judiciary for early settlement of disputes and 

investor protection and empowerment. When I say wield chaste I mean being aboveboard 

while morally pursuing to ethically conduct business.  Well when everyone be it the 

regulators like SEBI, legal machinery like company law board, professionals  like 

corporate lawyers, Charted accountants, company secretaries, various stake holders like 

shareholders., creditors, suppliers  and various practioner bodies are  trying to contribute 

to this inquest, my reposte as an academician is to come out with an ingenious and 

innovational strategy combining the three. 

 

 

 

 

BIBLIOGRAPHY 
 

Asia law corporate governance under the Indian Companies Act, 1956 (online) (cited 

July 2007). Available from <URL:http://www.asialaw.com/Article/1989101/Corporate-

Governance-under-the-Indian-Companies-Act-1956.html 

 

Balasubramaniam, N. and Kimber, David (2004), „ Corporate governance, Reputation 

and Competitive Crediblity‟, in Arora, R. K. & Saxena,T (eds), Corporate Governance 

issues & perspectives, Jaipur, MD Publications,  pp136- 150 

 

Basha, N. P., nd, The challenges of adopting better corporate governance norms. 

Available from  

<URL  http://www.ircc.iitb.ac.in/~webadm/update/archives/Issue1_2006/governance-

norms.html 

 

Black, Bernard S., and Khanna, Vikrmaditya S., Can Corporate Governance Reforms 

increase Firm‟s Market Values? Evidence From India, 2007, 

http://ssrn.com/abstract=914440. 

 

Brown, Lawrence D. and Caylor, Marcus L., Corporate Governance and Firm 

Performance (December 7, 2004). Available at SSRN: http://ssrn.com/abstract=586423 

or doi:10.2139/ssrn.586423 

 

Chakrabarti, Rajesh, Corporate Governance in India - Evolution and Challenges (January 

17, 2005). Available at SSRN: http://ssrn.com/abstract=649857 

 

Computeruser.com, Corporate governance in listed companies in India, (online) (cited 

20th January 2010). Available from  

<URL: http://www.computeruser.com/articles/corporate-governance-in-listed-

companies-in-india.html. 

 

Corporate Governance In India: Has Clause 49 made a difference?, Knowledge @ 

Warton, 2007, viewed on 27 April 2011, 

http://knowledge.warton.upenn.edu/india/article.cfm?articleid=4152.  

http://www.ircc.iitb.ac.in/~webadm/update/archives/Issue1_2006/governance-norms.html
http://www.ircc.iitb.ac.in/~webadm/update/archives/Issue1_2006/governance-norms.html
http://ssrn.com/abstract=914440
http://www.computeruser.com/articles/corporate-governance-in-listed-companies-in-india.html
http://www.computeruser.com/articles/corporate-governance-in-listed-companies-in-india.html
http://knowledge.warton.upenn.edu/india/article.cfm?articleid=4152


9 
www.ssijmar.in 

 

India Inc for strengthening Clause 49, finds KPMG report, 2009, viewed on 27 april, 

2011, http://articles.economictimes.indiatimes.com/2009-05-

07/news/28404141_1_corporate-go.  

 

Jayesh Kumar, 2003. "Ownership Structure and Corporate Firm Performance," Finance 

0304004, EconWPA 

 

Kaushik, Kshama V & Dutta, Kaushik, Corporate Governance Myth To Reality, Lexis 

Nexis, Butterworths, pg. 50, 2005, Noida. 

 

Kuhad, Paras (2004), „Corporate Governance: Initiatives, Impact and Opportunities‟, in 

Arora, R. K. & Saxena,T (eds), Corporate Governance issues & perspectives, Jaipur, MD 

Publications,  pp56- 78 

 

Raja, J. and Kumar, Suresh (2008) „SME Entrepreneurship, Firm Performance, and 

Governance Practices in Indian Service Firms‟ Journal of services Research, Volume 7, 

Number 2, pp110 – 111. 

 

Report of the SEBI committee on Corporate Governance (8, Februry, 2003), Viewed on 

15 Dec 2011, http://www.sebi.gov.in/cms/sebi_data/attachdocs/1293094958536.pdf.  

 

Report of the Kumar Mangalam Birla Committee on Corporate Governance, 1999, 

viewed on 5 Nov 2011, http://www.sebi.gov.in/commreport/corpgov.html.  

 

Report of Sebi committee on corporate Governance, Feb 2003, viewed on 15 Dec 2011, 

http://www.sebi.gov.in/cms/sebi_data/attachdocs/1293094958536.pdf.  

 

Sanghvi, Abhishek Manu (2004), „ The legal context of corporate Governance‟, in Arora, 

R. K. & Saxena,T (eds), Corporate Governance issues & perspectives, Jaipur, MD 

Publications,  pp121- 135 

Sen, Dilip Kumar Sen, Clause 49 of listing Agreement on corporate Governance, 2004, 

viewed on 27 April, 2011, www.icai.org/resource_file/10980dec04  

 

Stake holder Discussions on “Need for Guidelines for Corporate Governance for Non 

Listed Companies in Pakistan.” Center for International Private Enterprise, viewed on 5 

Nov 2011, www.cipe.org/cg_concept_paper.pdf.  

 

 

Sundaresan, Somasekhar, Step back from regulating corporate governance, 2011, viewed 

on 5 Sep 2011, http://www.business-

standard.com/india/printpage.php?autono=433343&tp=  

 

 

 

http://articles.economictimes.indiatimes.com/2009-05-07/news/28404141_1_corporate-go
http://articles.economictimes.indiatimes.com/2009-05-07/news/28404141_1_corporate-go
http://www.sebi.gov.in/commreport/corpgov.html
http://www.sebi.gov.in/cms/sebi_data/attachdocs/1293094958536.pdf
http://www.icai.org/resource_file/10980dec04
http://www.cipe.org/cg_concept_paper.pdf
http://www.business-standard.com/india/printpage.php?autono=433343&tp
http://www.business-standard.com/india/printpage.php?autono=433343&tp


10 
www.ssijmar.in 

World Bank,  2004, Report on the observance of standards and codes (ROSC), Corporate 

governance country Assessment: India, ROSC, Word bank – IMF, Washington DC. 

 

World council for corporate governance, Centre for Corporate Governance, (online), 

(cited 17
th
 November, 2010), Available from <URL http://www.wcfcg.net/links.htm. 

 

Zahara, S. A., Neubaum, and Huse, M.(2000), „ Entrepreneurship in Medium size 

companies: Exploring the effects of ownership and Governance Systems‟ Journal of 

Management, Volume 26, Number 5, 947-976.    

 

 

 

 

http://www.wcfcg.net/links.htm

