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Abstract 
Corporate governance came in the limelight in 1970 in 

United States when a series of some high-class corporate 

governance malfunctioning come in forefront. These 

corporate governance failures certainly has dragged the 

subject matter in the attention of media, academics, 

regulators, executives and investors in different countries of 

the world because the subject has always been of prime 

importance to economics and finance. And when comes to 

the developing countries like India, the corporate 

governance issue takes paramount importance because a 

good corporate governance creates rock solid base for 

economic development of the country. Along side the 

English legal system, corporate governance laws in Indian 

has been rated as one of the finest laws but the 

implementation of laws are very poor, which is attributed to 

the socialistic policies of pre reform period. In pre reform 

period there has been some concern related with the powers 

of board of directors & managers, channelising corporate 

funds and concentrated possession of shares but since 

liberalization, some important decisions have made in the 

direction of revamping the system with the introduction of 

clause 49 of the listing Agreements (deals with corporate 

governance) by Stock Exchange Board of India (SEBI).  

Keywords: Corporate Governance,  Evolution and 

Development. 

1. Introduction 

It is difficult to trace the epicenter of corporate 

governance and quite so, specifically because of the 

cosmic nature of the subject. The records of corporate 

governance can be found way back to the 

development of companies like Hudson’s bay, East 

India, Levant Company and some other chartered 

corporations established in 16
th

 and 17
th

 century. 

Literature on corporate governance is available in 

large volume but that addresses only a single issue in 

concerned with corporate governance and that is 

shared ownership model. Instead of studying the 

history and background of corporate governance, this 

section concentrates on how the debates on structure 

of board, rights of shareholder, and managerial 

accountability gets channelized by the word 

“corporate governance”. It describes the 

transformational phase of corporate governance i.e. 

how this term came into limelight in 1970s in U.S.A 

and within a time span of 25 years it has been 

debated by regulators, decision-makers, 

academicians, financiers, sponsors, investors. 

 

The term corporate governance came in the attention 

of business world when a series of some high-class 

corporate governance malfunctioning come in 

forefront but until these corporate frauds the subject 

of corporate governance has always been in the dark 

side of business workings. Enron, an US based 

energy giant, and the WorldCom, a telecom giant, 

both these companies are a fine example of corporate 

governance malfunctioning and they has stunned the 

entire business world with the degree of their 

unlawful and unethical operations. During this period 

corporate practices and policies in the US came 

beneath the serious criticism and then it has been 

observed that the problem out there was much more 

intense than it was considered initially. Things got 

worse when one after another corporate governance 

fraud came in forefront which indicated that it is only 

a tip of an iceberg. Some of the big named 

organizations exposed serious crisis in their corporate 

governance and one of the companies are Parmalat 

from Italy and a large newspaper group namely 

Hollinger Inc. Also director of the prestigious NYSE 

has to be removed because of the public protest 

against the undue compensation of the director. From 

the latest happenings in the field of corporate 

governance it was quite obvious that something 

wrong was going on in the field of corporate 

governance in the entire world. 

 

Corporate governance has got great importance in the 

finance discipline and has been significantly inquired 

by many notable researchers of finance for many 

decades. Adam Smith was the one who had 
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documented the problem, some 2 centuries ago. 

There had been some deliberate discussions about the 

different models of corporate governance namely 

bank based models of Japan & Germany and the 

Anglo-Saxon market model of corporate governance. 

But the eminence of corporate governance in these 

developed nations dies away when the standards and 

practices of corporate governance in these developed 

nations are compared with developing nations 

because there exists huge gap in their performance. If 

we enquire into the history of corporate governance 

in developing nations, we will find that this has 

always been the central issue, even much before the 

corporate scandal astound the business world. In fact, 

there exist positive relationship between the 

economic development and the good corporate 

governance. Good Corporate governance structure is 

vital to the development of a powerful economic 

system – no matters it is bank-based or market-based 

and development of a powerful economic system 

leads to the economic development and poverty 

eradication. Quite obviously there are several ways 

through which corporate governance works 

positively. Like, effectual corporate governance 

increases the chances of an organization to get easy 

excess to the external financing, which results into 

higher investment, and consequently high growth & 

employment. Where as, the awful corporate 

governance obstructs the establishment and 

development of organization/company. 

 

Good corporate governance also lowers down the 

cost of capital by minimizing risk associated and also 

increases the valuation of the firm, consequently real 

investment gets increased. An efficient corporate 

governance system ensures optimum utilization of 

available resource and thus ensuring an increased 

return on capital. Also the return on investment/assets 

(ROA) is twice high in those countries where there is 

high level of protection for the equity holders than 

those having low level of protection. Excellent 

corporate governance also minimizes the risk of 

country wide financial failure. Currency depreciation 

and class of corporate governance are having 

negative relationship between them. The Asian crises 

of 1997 were also attributed to the corporate 

governance standards and deprived transparency 

level in the working of business organizations. A 

country has to pay a huge cost in terms of economic 

and social costs to these financial crises and also they 

puts a country in a huge disadvantageous position as 

these are a sort of setback to the dreams of 

development for that country. But an appropriate 

corporate governance system can give advantages in 

the form of decreased legal expenditure, generation 

of trust and bond between different stakeholders and 

finally improves relationship of corporation with 

labor and society on the whole. 

Basically the major concern in the field of corporate 

governance is safeguarding the interests of 

stakeholders of the company. Corporate governance 

system should be installed in such a manner which 

makes sure that managers operate on the behalf of 

shareholders and give them their share of profit. 

Dispersed ownership and incomplete liability 

essentially results into detached and ineffective 

supervision and management of the business by its 

actual owners. Today, managers relish full control 

over the working of business and they don’t act in the 

interests of shareholders. This is the major concern in 

the field of corporate governance and is quite 

universal in nature. In India, the financial market is 

tagged with a comparatively simple equity market 

which is susceptible to manipulation and basic 

analytical activities, domination of family business, 

soaring corruption level are some features of Indian 

financial system which makes corporate governance 

an issue of high important in India. 

  

2. History of Corporate Governance in 

India  
 

Indian laws along sides of English laws are 

considered as one the finest laws of the world. The 

development of the Indian business laws are marked 

with the fascinating contrast. At the time 

independence, India’s got the tag of world’s poorest 

economy in heredity but it is the nation that had full 

fledged industrial sector which has an imposing 

contribution of more than 10% to its national 

product; 4 operating stock exchange/markets 

(established much before the Tokyo Stock Exchange) 

with exceptionally well defined laws for trading, 

listing and settlements; there was a strong equity 

culture even though this culture has got their limits to 

the urban areas; then we had banking system with 

full-fledged and comprehensive lending standards 

and recovery measures.   In comparison to other 

colonies around the world India was in a far better 

position in the area of corporate regulations and 

financial system. The companies’ act of 1956 and 

other similar acts governing the working of 

companies and protecting the interests of the 

shareholders were constructed on the same basis. 

Corporate development in India was tagged with 

management of organization system and this has 

resulted in the beginning of dispersed ownership but 

with the origin of dispersed ownership there also 

started a practice, which originated the practice of 
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management relishing full control over the working 

of company irrespective of their stock ownership. 

After India got independence India turned towards 

the socialism and it was followed with Industries Act 

of 1951 and also the Industrial Policy resolution of 

1956 which bring about the culture of licensing, 

fortification, and intense red-tapeism which not only 

resulted into the growth of corruption but also stiffed 

the development and expansion of corporate sector in 

India. The condition of Indian corporate sector 

became worse in the coming decade when words like 

corruption, favoritism, and incompetency became the 

trademark characteristics of India’s corporate sector. 

 

 During that period stock market was not fully 

developed and there was acute shortage of financing 

corporations, then all the three development financial 

institutions of India (DFIs) namely IFCI, IDBI, and 

ICICI along with state finance corporations (SFCs) 

stated to give long term finance to the business 

corporations.  The unit trust of India (UTI) too had a 

hold over large portion of shares in many companies 

to which it was financing and these financial 

institutions had their representatives in the board of 

the companies. Such an institutionalization of 

corporate governance resembled with the German 

model of corporate governance i.e. bank-based model 

in which these financial institution had played a 

significant role in putting their patrons in the right 

direction of development. But it was really 

unfortunate that they were evaluated on the basis of 

quantity instead of value of their loans and 

consequently they don’t have sufficient motivation 

for either appropriate credit evaluation or effectual 

follow-up and supervision. Although they have their 

nominees in the companies but their representative 

directors stand themselves as only an approving 

person of the management of that day. In this way 

with the sustained assistance from these nominee 

directors’, entrepreneurs/promoters of the company 

relished full control over the business and that too 

with a very small investment in the equity of the 

business. Therefore, the borrowers regularly earn 

back their money that too in a very little time and 

then they left with little interest in repaying the loan 

and managing the business operations. More often 

than not they drew off the funds and put the business 

in a spot of bother while the representative directors 

remained as silent spectators in the panels. 

 

This was quite disgusting but sadly more and more 

similar process persisted until the net worth of the 

organization eroded completely. Such a stage 

signifies that company has failed to repay the loan 

but this was the point where the insolvency 

reorganization structure in India driven by Sick 

Industrial Companies Act (SICA) of 1985 regards 

such an organization as a “sick unit” and refer 

directly to the Board for Industrial and Financial 

Reconstruction (BIFR). With the registration of 

company under BIFR it automatically gets the 

defense shield against the creditors claims for a 

period of 4 years. Initially BIFR took 2 years on an 

average to come out with a decision but after 1992 

this period has got doubled. The number of 

companies were very less which came out 

successfully from the procedures of BIFR and still 

those companies which had to be liquidated, the legal 

procedure stretched even more than a period of 10 

years and by that time the property of the business 

virtually became worthless. If we talk about the 

defense for creditor’s in India, that persists only on 

the papers. With this scenario, it was quite obvious 

that banks and other financial institutions decided to 

give loans to those organizations which come under 

the tag of blue chip organization and further invest 

their money in government securities. Although the 

norms regarding financial disclosure has always been 

better than other Asian nations but still fell well short 

of the norms of US, UK and other developed nations. 

Here in India, non conformity with the disclosure 

standards and also the failure to comply with the 

auditing laws hardly attract any punitive action and 

companies’ getaway with a nominal charge as a fine 

for non compliance to law. 

 

Although a no. of Acts have been framed and 

formulated but still the investors and shareholders 

have been cheated and the reason is noncompliance 

of laws by the companies. Clear directives have been 

given in the companies act regarding maintenance of 

share registers but in actuality minority shareholders 

have to suffer because of the wrongdoings of 

companies in transfer and registration of shares. 

Many a times some alternative methods have been 

devised by the organization to channel the funds and 

minority shareholders are deprived of their dues. 

These minority shareholders are cheated by the 

management through carrying out some secret deals 

along with the acquirers’ during the rare events of 

mergers and acquisitions. On the other hand, boards 

of directors in India have been passive in both 

watching and putting a check on activities of the 

management. More often than not they are crowded 

with associates and friends of managers, in the 

deliberate defiance of the strength of corporate laws. 

Same is the case of representative (director) of DFIs, 

who had an important role of keeping the client 

organization on the right track, have failed to do so 

because they always shown an unwillingness for 
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getting the full compliance of laws by the 

organization. This unwillingness is the reason why 

the boards of directors have just played the role of 

signatory of the management. Even after so many 

years of the independence, the equity market in India 

is still not liquid enough which would have exercised 

control over the activities of the management of 

companies. Although the listing laws have bring 

about some transparency but the noncompliance of 

laws has never been punished. Even with the 

superfluity of laws, interests of minority shareholders 

and investors remained unprotected in India.  

 

3.Corporate Governance after 

Liberalization 
 

Liberalization policy came in 1991 and from the year 

of liberalization the corporate governance gone 

through a sort of transformational period. 

Transformation took place not only in the laws, rules 

and regulation that were governing corporate 

governance in India but also in the common 

perception of the people about the corporate 

governance. Although, the most significant change 

that took place in the context of corporate governance 

and creditors protection is marked with the year 1992 

which watched the establishment of Securities and 

Exchange Board of India (SEBI) and since then the 

powers of SEBI has increased enormously. Basically 

the establishment of SEBI took place in order to 

monitor and regulate the stock trading in the country 

and since the establishment it has done a great job in 

the development of basic rules for the corporate 

behavior in India. Just like United States, the subject 

of corporate governance in India prompted by a 

series of disasters that came in early 1990’s – the 

famous Harshad Mehta’s stock market scandal of 

1992 and it was followed by an unusual event of 

companies where preferential shares have been 

allotted to the promoters of the company that too at a 

highly discounted rate, also the incidents of 

companies flying with the money of investors. The 

problem of corporate governance cropped up because 

of the corporate frauds that stunned the entire 

business world and with the opening of forces like 

competition and globalization pressure was created 

for conducting enquiries for searching the ways of 

fixing the situation of corporate governance in India. 

In this direction the first step was taken by the govt. 

by setting up a committee chaired by Mr. Rahul 

Bajaj, this committee has prepared CII’s desirable 

code of conduct for corporate governance in India. 

That committee was established in 1996 and 

presented its report in 1998. On later dates two more 

committee’s were constituted by the SEBI to look 

into the matter of corporate governance – the 1
st
 

committee submitted its report in 2000 and was 

chaired by Kumar Mangalam Birla and 2
nd

 was 

chaired by Narayan Murthy after a gap of 3 years. 

All the three committees have had their own impact 

and contribution towards improving the state of 

corporate governance in India. Although it has been 

observed that the recommendations of SEBI 

committee have had utmost contribution in 

improving the corporate governance situation in 

India. In 2001, the advisory team of standing 

committee of RBI on international financial codes 

has also submitted their report and recommendations 

on improving corporate governance in India. If a 

comparison has been drawn on all the three 

committees, we will find the improvement and 

betterment in the way of thinking on the subject 

matter of corporate governance over a period of not 

exceeding 5-6 years. A blueprint had already been 

drafted by CII and this outline got physical shape in 

the report of Birla committee. Recommendation of 

Birla committee was implemented by SEBI through 

implementation of clause 49 of the listing contracts. 

These recommendations were made functional on the 

companies coming under BSE 200, S&P Nifty 

indices and also on all the companies which were 

listed recently, on 31 march, 2001. Also those 

companies having a paid up capital of 10 crores or 

having net worth of 25 crores during last 5 years, as 

on 31 march, 2002. It was also applicable on 

companies having a paid up capital of Rs 3 crores as 

on 31 march, 2003. The Narayan Murthy committee 

worked on further refining the rules and laws for 

improving the situation of corporate governance. If 

we go through the recommendations of different 

committees we will find that major emphasis was 

given on the disclosure laws, composition, roles and 

responsibilities of directors of the company. Whereas 

the Birla committee concentrated more on the subject 

matter of transfer of shares, which is another 

daunting area of concern in corporate governance. 

Recommendations have also shown the irregularities 

followed by the companies in the compliance to 

different facets of corporate governance directives. 

Quite obviously more attention has to be paid on the 

compliance aspect of corporate governance directives 

because in corporate governance, the strength of laws 

are far more significant than the compliance of laws. 

So, instead of developing the bunch of laws, it is 

important to develop and harness an optimistic and 

enduring culture of corporate governance, which will 

help in attaining preferred goals. It also has to be 

underlined that norms and laws of corporate 
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governance should not become another legal entity 

which was read by managers only on the time of 

submitting regulatory papers. 
 

4. Conclusions 

With the series of corporate scams and the 

consequent built interest in the subject of corporate 

governance, a great no of laws and regulations got 

sprouted in the field of corporate governance all 

across the world. In USA Sarbanes-Oxley named 

legislation came, in European companies, 

recommendations of Cadbury committee and the 

corporate governance principals formulated by 

OECD are known to be the finest of all. But this is 

not it because developing countries have been equally 

involved in improving the situation of corporate 

governance. More than a hundred of different norms, 

rules and regulations have been acknowledged in 

some surveys and their numbers are still counting. 

India is another name in the list of nations who have 

given the due importance to the subject of corporate 

governance. A no of committees has been constituted 

to look into the matter to improve the current 

situation of corporate governance. Gradually India 

has witnessed the formation of standards for the 

listed companies but still majority of the corporate 

entities in India are largely unaddressed. The problem 

of agency still is a problem which remained 

unnoticed because of the non separated ownership 

and control. Exploitation of minority shareholder is 

another area of concern in the field of corporate 

governance. 

Formation of rules and regulations are among the 

first major steps in the direction of improving the 

situation of corporate governance in India. The main 

challenge facing in relation to corporate governance 

is the suitable implementation of norms and rules at 

the operational level. Increasingly it has been felt that 

external entities like analysts, stock markets have 

been manipulating the actions of managements of 

leading organizations of India but still this is limited 

to a few pinnacle companies. Some serious efforts 

have to be made in order to ensure that corporate 

governance has to be followed like a habit even those 

in the average Indian firms. Nonetheless, the 

chambers of commerce and industry are working in 

the direction of implementing an enhanced & a better 

corporate governance system, the prospects for 

corporate governance assures to be far better than 

that of previous one.  
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