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Corporate
Governance
– International &

Indian Practices

TTHHEEMMEE

C
orporate Governance prac-
tices diverge as between dif-
ferent jurisdictions, based

on Board Structures, Legal
Frameworks, Interpretations of the
‘Corporate’ concept, Prevalence of
Competition, Role of Courts, and
other factors, which vary according
to their evolution in specific cul-
tures and countries. Had this not
been so, there would have been
insufficient justification in the cap-
tion of this article to refer separately
to International practices and to
Indian practices in corporate gover-
nance. In fact, if one considers
international Corporate Gove-
rnance as comprising such dissimi-
lar practices as worker co-determi-

nation obtaining in continental
Europe, two-tier board structures in
Germany (which are acceptable in
jurisdictions as far removed as
Indonesia but unacceptable to the
proponents of Unitary Boards
within the EEC), the family domi-
nation of listed companies of over-
seas Chinese groups in East Asia,
etc., it would seem courageous
even to speak of international prac-
tices as one grouping while bench-
marking the Indian practices.

Codes on corporate gover-
nance issued internationally by
OECD, World Bank, Australia
(Hilmer 1993), South Africa (King
1995), France (Vienot 1995) and
Common Wealth Secretariat are

promoting a convergence of good
corporate governance practices.
International Accounting Stand-
ards with linkages to the Inter-
national Organisation of Securities
Commission (IOSCO), which rep-
resents most of the World’s regulat-
ing stock exchanges, are pulling
towards a harmonisation of desir-
able corporate governance prac-
tices. Yet the sober truth is that cor-
porate governance practices in var-
ious countries remain divergent
despite these major initiatives for
convergence.  To spot these diver-
gences one need not single out India
or any Less Developed Country
(LDC). Instead one can simply take
note of the experience in Japan,
which is the world’s second largest
economy. For years the Japanese
Companies resisted the very notionThe author is the former President of the Institute. He can be reached at

ymkale@vsnl.com

Moves are afoot globally to promote convergence of good corporate gover-
nance practices. International Accounting Standards with linkages to
International Organisation of Securities Commission, which represents
most of the world’s regulating stock exchanges, are pulling towards a har-
monisation of desirable corporate governance practices. Yet the sober truth
is that corporate governance practices in various countries remain diver-
gent. India can be proud of what it has achieved so far in Corporate
Governance practices but, of course, much more needs to be done.
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of an outside director. Japanese
companies are often part of
Keiretsu networks with interlock-
ing directorships, crossholdings
and a Bank or Financial institution
at its heart. Boards are large and
almost entirely executive. In
Keiretsu, Directors play a ritualis-
tic role. Aron Viner in a 1993 arti-
cle has said “These are masquer-

ade boards in which managers

briefly don the masks of directors”.

A discussion of this nature on
corporate governance practices is
usefully begun by emphasising
that Governance is different from
Management. Management runs
the enterprise.  Governance
ensures it is being run in the right
direction. That is why those
charged with the governance func-
tion are called directors. Let us
consider the important questions in
corporate governance practices to
enable an understanding of prac-
tices Internationally and in India.

Duality
One of the views propounded by
the Cadbury report was that the
CEO and the chairman of the
Board should be two different per-
sons and not the same person. This
proposal was seen as breaking new
ground not only because it under-
scored the checks and balances
principle and sought to protect
minority interest but more impor-
tantly because it broke free of the
practice in the United States where
most listed companies clubbed
these two roles into one and
appointed a single dominant per-
sonality. The source of inspiration
for duality may well have been, its
advocacy by certain researchers
and professors notably Jay Lorsch
of Harvard and, the Australian
practice where these two roles
were distinct in most public com-
panies and manned by two persons. 

However, there
are many who
believe single lead-
ership can produce
better performa-
nce. In Indian Cor-
porate Governance
practice the subtle
r e l a t i o n s h i p
between chairman
and CEO often
works well. A vari-
ant sometimes seen
is for the erstwhile
CEO to be appointed chairman
after retirement. This makes lot of
sense on grounds of knowledge
and insight, but purists fear such a
chairman may be unable to let go of
the managerial ropes, which he
held as CEO.  According to these
scholars the advantage of an out-
sider is that he can be thoroughly
objective and, lacking both
detailed knowledge of the com-
pany or long-standing relation-
ships with its managers, is less
likely to try to interfere with the
CEO’s job of running the business.  

Warren Bennis appears to have
encapsulated the pros and cons
rather nicely when he said “The

classic argument against the

chairman being the former CEO is

that the chairman will be a med-

dler.  ...... (but)CEO does need

someone to confide in, to talk can-

didly about changes and other

important matters)”. There is need
to strike the right balance between
the idea of a single powerful indi-
vidual who may spur decision
making and enhance performance,
and the idea of shared responsibil-
ity which could act as a de-risking
mechanism. Even the UK
Combined Code did recognise the
inevitability of single leadership
given necessitating circumstances
and balanced it with the idea of a
lead director to be the spokesman

of a group of strong non-executive
directors operating in those cir-
cumstances.

The Indian Corporate
Governance practice specifies a
significant increase in the required
minima for the number of indepen-
dent directors from one-third to
one-half of the total board member
strength in case the chairman of the
Board is an ‘executive’ chairman
instead of a ‘non-executive’ chair-
man, in any listed Indian company.

Independence of Non-
Executive Directors

Perhaps the most basic tenet of cor-
porate governance is the increasing
dominance of non-executive direc-
tors who are independent of the
management. It means choosing
people who have no conflict of
interest that could affect the objec-
tivity and neutrality of their judg-
ment.  The obvious downside is to
exclude from the definition of inde-
pendence, persons who may have a
valuable contribution to make to
board deliberations but who are
linked to the enterprise or its man-
agement by contractual or blood-
relationships. Independence is an
ineradicable human instinct which
anti-dates even our social instinct
and is rather difficult to define
except as a state of mind.

TTHHEEMMEE

Good governance practice requires that
chosen strategy must be adequately
supported by ‘policy making’ and
guidelines formulated for its implemen-
tation.  The challenge for good gover-
nance inter alia is to be able to demon-
strate that in making their choices,
directors have adequately considered
the long-term goals of the business and
have not been influenced by only the
short-term interests of the business.
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Prescriptive recipes list-
ing pecuniary or other
relationships that suppos-
edly impair independence
are apt to produce results
quite different to those
intended, given human
ingenuity, and the diffi-
culty of adequately draft-
ing the recipe to capture
such an elusive concept. 

In India, the Companies Act
does not incorporate the concept of
‘independent’ director, the require-
ment being confined to certain min-

ima of non-executive directors.  So,
even a large public limited com-
pany in India, if unlisted, can carry
on without independent directors
on board. This position may well
change after the amendments to the
Companies Act that is expected.
But as of now, it is only the compa-
nies listed with Indian stock
exchanges that require to satisfy the
said minima of independent direc-
tors on Board. Listed companies
number less than four percent of the
total number of limited companies
registered in India, albeit account-
ing for the bulk of the corporate
wealth.

The basic question increasingly
asked internationally, on which a

debate has not so far taken place to
the same extent in India is, whether
such independent directors can be
truly independent when their nomi-
nation to the board is frequently
sourced in a recommendation by the
management, especially the CEO,
and is ultimately processed and
confirmed by other members of the
Board.  More importantly can such
men continue to be involved in
making decisions about issues
along with executive directors who
they are ultimately supposed to be
monitoring. The remedial measure
suggested by some is an alternative
international practice led by com-
panies in continental Europe, which
have a structure of Two Tier Boards
with no common members between
the two tiers. 

The Supervisory board or the
Upper level board would comprise
non-executive directors who would

supervise the Lower tier
Executive board responsi-
ble for taking all the deci-
sions that actually run the
enterprise. The opponents
of the two-tier board struc-
ture emphasise that the
major Corporate
Governance function is to
give a valid direction to the
enterprise. This mainly
comprises ‘Strategy
Formulation’ and ‘Policy
making’, which are the crit-
ical determinants of perfor-
mance. So, the exclusion of
the Supervisory (or Upper

Level) Board from
these functions
would greatly
diminish its value
to the company
because the func-
tioning of such
Supervisory (or
Upper Level)
Board would then
be mostly confined

to monitoring and providing
accountability. In short, the function
of the Supervisory (or Upper Level)
Board if truncated to deal only with
conformance aspects of a Board’s
work, would shut out from its delib-
erations the crucial performance

aspects. This is most undesirable as
performance and conformance

should go hand-in-hand and not be
artificially divorced. Good perfor-
mance would be enhanced by sound
conformance, but sound confor-
mance cannot undo bad perfor-
mance.  

Nevertheless, it must be recog-
nised that the European Economic
Community (EEC) was almost
about to adopt the Two Tier
Structure and it was mainly the
opposition in debate from the pro-
ponents of the Unitary Board
Structure in UK and some other
jurisdictions, that managed to defer
the adoption of the Two Tier Board.
It may be noted that while India and
Bangladesh are on the Unitary
Board Structure, Indonesia has
adopted a Two Tier Structure. 

Another proposal currently
gaining advocacy internationally is
that institutional investors like ins-
urance companies, pension funds
and financial institutions should
have a greater clout in impacting
Board decisions. There are also
suggestions internationally to cre-
ate a corporate senate, which could
be yet one more governance forum
for shareholder, representatives. 

In Corporate Governance practices, India
can be proud of what it has achieved so
far, initially voluntarily and later under
guidance of various regulators, while
recognising that obviously much more
needs to be done.  In such a pluralistic
democratic country that believes in a con-
sensual process, there are bound to be
some hiccups.
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A possible solution, which is
probably well appreciated in India,
is to appoint strong non-executive
directors who are not only indepen-
dent but widely seen to be so, and
who are required to operate under
internal guidelines formulated to
maintain board room behaviour as a
solemn orderly judicious process
instead of its occasional degenera-
tion into an opinionated power play
in pursuit of personal agenda.
Internal guidelines or codes of
ethics howsoever informal must
especially urge directors to abjure
from the following (illustrative and
not exhaustive), which no amount
of external regulatory prescription
is likely to be able to curb:
(a) Logrolling: When two or more

directors build alliances for
mutual support on matters of
interest to those who are part of
this alliance network.  

(b) Canvassing: Arranging a con-
sensus informally outside the
boardroom on a sensitive issue
so that the item is passed with
minimum discussion. Some-
times this is done innocently to
save valuable board time but
needs to be discouraged.

(c) Divisive tactics: Aggravating
an issue, say, in the financial
accounts, to provoke executive
and non-executive directors to
argue against each other as sub-
groups defending conflicting
positions, at times involving
external and internal auditors,
mainly to divert attention or
achieve an aim that has nothing
to do with the clinical correcti-
tude of the disputation.

(d) Use of privileged access: Use
of privileged access to infor-
mation, not for insider trading
but to gain power over person-
nel and resources in other
organisations and to extend the
individual directors authority

over the CEO and other man-
agement personnel.

(e) Selective emphasis: Pres-
enting one version of a sensi-
tive issue to board colleagues in
such a way that while it does
not tantamount to a lie, it fur-
thers the pursuit of hidden
goals that are not necessarily in
the interest of the corporate
entity.  In rare cases the dissem-
ination of information may go
beyond board deliberations to
influence communications
with stakeholders and external
audiences.  Some times this is
done to bolster personal ego
and image without realising the
danger that if such communica-
tion becomes excessive, it can
provoke unwelcome attention
and in extreme cases, the inter-
vention of the regulatory
authorities.  
Another variant of this, which
may be innocent but neverthe-
less undesirable, is that the
downside and risk of any
investment project or proposal
is highlighted with such nega-
tivism as to almost ensure it
would be turned down.

(f) Tunnel vision: The close
involvement with a particular
specialism within the corporate
entity or with a subsidiary com-
pany or with a business seg-
ment, brings about in some
directors a sub-optimal myopia
giving unwarranted preferen-
tial treatment to a part of the
organisation, to the detriment of
the corporate entity as a whole.
It can also de-moralise senior
management by a loss of objec-
tivity on the part of Directors in
evaluating the performance of
disaggregated results.

(g) Information deluge: Non-
executive directors can also be
at the receiving end of a bad

practice, in that, very close to
any meeting, they can be
snowed under, by the executive
directors sending them masses
of data which could be difficult
to assimilate and may not be
particularly relevant.  This kind
of snowing tactic can at times
be used by executive directors
as a shield against an inquisi-
tive non-executive director
who has been over persistent in
his thirst for information.

Role of External Auditors
The major issue under corporate
governance practices relating to
external auditors appears to be
sourced internationally rather than
domestically in India. That the
external auditors need to be inde-
pendent of the company and its
directors and management was and
is well understood by every one
since the principal function of the
External Auditor is to report to
share holders on financial accounts
produced by directors and man-
agers. The difficulty has arisen
through exponential growth in the
sizes of both, the corporate entities
audited and their external auditors.

Four global accounting firms
perform audits of the overwhelm-
ing majority of all global corpo-
rates.  Although the proportion of
non-audit work is slowly and per-
haps irreversibly reducing at least
in UK and USA, it is interesting to
note that as late as 2002, published
statistics of the UK FTSE 100 com-
panies showed that, Audit Fees
paid represented only a quarter of
the Total Fees paid to the big four.
The disintegration of Enron and its
external auditor firm brought forth
a new corporate governance law in
the US. Worldcom became the
world’s largest bankruptcy as a
result of governance failure and
unreported fraud. Financial scan-
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dals were not confined to the US,
but included British and
Continental companies.

Directors lacking indepen-
dence, Senior management reward-
ing themselves richly and even
Analysts giving biased advice,
were all no doubt to blame, but the
most cursory look at the nature of
the manipulation underlined a
rethinking on the present nature and
role of the major firms, and made it
difficult to exculpate them.
● ENRON, engineered special

purpose entities, which took
massive debts off its balance
sheet.

● INDEPENDENT INSUR-
ANCE COMPANY, an entrepre-
neurial British insurance com-
pany, simply failed to enter huge
claims in its accounts.

● WORLDCOM, capitalised $3.8
billion of maintenance costs,
which should have been charged
against profits.

● ELAN, an Irish pharmaceuticals
group, sold the rights to royalties
to companies it had created, with
the option to buy them back at
higher prices.

● SUNBEAM, an American appli-
ances manufacturer, shipped
more goods to distributors than
they could possibly sell taking
credit for the revenue but ignor-
ing returned goods.

Until these and others were for-
mally acknowledged as financial
manipulation, the description of
such goings on by industry and pro-
fession used to be the euphemistic
expression “aggressive earnings
management”.  

Anyone who was articled to a
British firm in the sixties, or
worked post-qualification in one of
the major firms auditing very large
American and British companies
internationally in the early seven-
ties, would agree that both industry
and profession were very different
in those days.  One suspects that the
opening of financial markets
around the world in the eighties
changed the Anglo-American
economy.  Privatisation of state
enterprises may have exacerbated
the process.  Somewhere along the
line, greed became not just accept-
able but even respectable. What
used to be a value based profession
dotted with medium sized firms
presided over by partners grown
like Elms and Oak trees, became a
profit driven business run by part-
ner equivalents whose principal
pre-occupation was marketing.
One of the then big five came to be
recognised essentially as a market-
ing organisation, which just hap-
pened to operate in the realm of
public accounting, and was to be
regarded as a firm of chartered
accountants only for that reason.  If
this debasement has not occurred to
any significant extent in the big four
in India, then it is as much a tribute
to their local partners as to the
Institute of Chartered Accountants
of India which did not fail to
emphasise the primacy of the CA
Act and Regulations framed there-
under in the Report of its Study
Team on Foreign Firms and
Foreign Bodies issued in the mid-
nineties and in subsequent pro-
nouncements.

Internationally many proposals
are afoot to deal with the issue of
‘over familiarity’ between Auditor
and Management. These include a
periodic rotation of audit partners,
which is accepted by the profes-
sion, a rotation of auditors that has
often been rejected by the profes-
sion and most importantly by a
process of hiving off non-audit
work, which is not liked by the pro-
fession either.

Directors’ Remuneration
The liberalised provisions of law in
India regarding directors’ remuner-
ation are too well known to warrant
elaboration.  So an indication of
international concerns on this may
be more relevant.  Directors’ insu-
lating their positions from unwel-
come takeovers by devices like
white knight, green mail and poison
pills was a corporate governance
issue in the eighties.  More recently
there is concern about the rewards
directors arrogate to themselves
even during years of dismal corpo-
rate performance.  This along with
extraction of golden handshakes or
hand cuffs, rolling contracts and
over generous share options have
earned pejoratives like ‘fat cats’.

Formation of a remuneration
committee of the board is a corpo-
rate governance practice common
internationally as well as in India. A
curious but unsurprising feature in
the wake of this practice is the
mushrooming of specialists consul-
tancy firms abroad who advise on
appropriate levels of rewards and
who are also consulted by large
Indian Companies.

THE CHARTERED ACCOUNTANT 1428 MAY  2005

Internationally many proposals are afoot to deal with the issue of ‘over famil-
iarity’ between Auditor and Management. These include a periodic rotation of
audit partners, which is accepted by the profession, a rotation of auditors, which
has often been rejected by the profession and most importantly by a process of hiv-
ing off non-audit work that is not liked by the profession either.
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Cross holdings and complex
structures
As more Indian corporates begin to
have subsidiaries and branches
abroad they will begin to encounter
the paradigms which businesses
already face internationally involv-
ing complex networks of sub-
sidiaries and associated companies,
special purpose vehicles, off bal-
ance sheet items, corporate chains
giving leverage powers to the apex
corporate, limited partnerships
controlling listed companies, joint
ventures, strategic alliances and
groups with cross holdings of
shares and cross directorships.  Add
to this the dimension of having to
deal with multiple forex currencies,
diverse employee ethnic groups
and having to operate in not so co-
operative jurisdictions; and then it
would be clear that Indian Corpo-
rate Governance practices in future
must face, over and above the con-
ventional risks of interest rate,
credit, etc. the challenge of manag-
ing Exchange Rate Risk and Poli-
tical Risk on a scale never accepted
before. Moreover, the challenge of
ensuring these conformances must
be met without it becoming an
impediment to the voracious
appetite for growth, which these
complex dynamic organisations
would expect to satiate.

Board Styles and Appraisal
When small investors lose money
and economic systems are severely
embarrassed by the implosion of
corporate entities earlier regarded
as bastions of good governance, it is
but natural that boards and directors
would be reviled as ‘passive’,
‘supine’, ‘dumb’ and so on.  Indeed
there may have been a time in the
distant past, when a directorship
was a prestigious and profitable

position requiring no work, in fact a
sort of sinecure.   But as those
informed on such matters would
confirm, the threat of litigation
against directors for alleged lapses
of fiduciary duties having multi-
plied in recent years, modern direc-
tors are rarely dumb and only occa-
sionally passive or supine, and
largely aware of their responsibili-
ties, if not fully up-to-date, on gov-
ernance matters.  What may how-
ever be fair criticism is that board
styles differ widely and although
individual directors may not fall
short of their duties, the collective
style does inevitably set the tone of
corporate governance practices
because the way the board is seen to
go about its business varies enor-
mously having regard to, whether
the preponderant concern is for
board level interpersonal relation-
ships or, for a tough minded focus
on the work agenda.

The absence of either of these
styles can create at the bottom-end
a rubber stamp board that is the
worst offender against corporate
governance.  Indians and foreigners
alike would have heard of such
boards for ‘letter box’ companies
registered in offshore tax havens.
The boards of some private closely
held companies can also turn into
rubber stamp boards, but the inten-
tion in such cases is usually to
economise on time spent in a ritual
to be attended by two or three direc-
tors who are in close touch any way.

Boards of some very good old
established companies tend to hold
elaborate ceremonial meetings in
exquisite panelled board rooms fol-
lowing long established traditions
down to crockery, cutlery and the
way beverages are served, but with
little relationship to the tasks at
hand.  Country Club Board is the
least uncomplimentary description
of this governance style.  

In stark contrast is the style
known as the representative board,
which is more like a forum to recon-
cile diverse interests, and since the
discussion can easily become adver-
sarial, a wary eye needs to be kept on
the balance of power within the
board, as much as on the perusal of
detailed agenda papers.

However, given the climate of
censure that increasingly frowns on
bad governance styles, more and
more boards are seen to adopt the
professional approach, which bal-
ances the concerns for tasks and
relationships.  

Given the increasing formali-
sation of good governance prac-
tices, it may not be out of place to
list for Indian readers, points raised
by certain Harvard professors and
others in the early nineties and
repeated in various permutations
by many books for diagnosing
Board weaknesses and gingering
up Board evaluations.
1. Discourage directors no longer

pulling their weight from seek-
ing re-election.

2. Measures to build trust among
directors.

3. Review performance of each
director periodically.

4. Link at least some part of direc-
tor compensation to perfor-
mance.

5. Let the board, rather than the
retiring CEO, select the succes-
sor CEO.

6. Involve the board actively in
formulating long-range busi-
ness strategy.

7. Encourage non-executive
directors to meet, without exec-
utive-directors, on a regular
basis.

8. Let the nominating committee
rather than the CEO search out
new board members when
required.

9. Empower non-executive direc-
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tors to alter the meeting agenda
set by CEO, if required.

10. Insist management send rele-
vant routine information and
analysis of key agenda items for
perusal well ahead of board and
committee meetings.

11. Insist on adequate discussion
time in addition to the manage-
ment monologue or presenta-
tion.

12.Empower non-executive direc-
tors to formally evaluate CEO
and executive directors.

13.The board must annually review
all succession plans for senior
management.

14. In a Unitary board, take steps to
halt the emergence of the execu-
tive committee as a second tier
of the board.

15. Innovate formulae for CEO
compensation based on long-
term results, even if these
diverge from industry norms.

16.Make the compensation consul-
tants report to the remuneration
committee of the board directly
and not through an HR officer
reporting to the CEO.

17.Audit Committee must rou-
tinely review high-risk areas.

18.Authorise the Audit Com-
mittee, and not the manage-
ment, to approve the assign-
ment partner in charge of the
statutory audit.

19.All non-executive directors
must regularly speak to senior
managers not represented on the
board.

20.Limit the executive directors on
the board to just CEO, COO and
CFO.

Skills, Roles and Board
Composition
One interesting variation between
Indian practice and the practices
internationally on an important

issue of corporate governance is the
somewhat skewed composition of
skill sets that obtain on boards.  The
Hilmer report on code of best prac-
tice in Australia published in 1993
and certain later articles and
researches have noted the underem-
phasis on induction of directors
with skill sets suited to perfor-

mance roles as distinct from con-

formance roles.  To limit the num-
ber of directors that may be
inducted for purely conformance
roles, it is worth noting the interna-
tionally recognised conformance
roles as follows:
1. Judgment function – Obje-

ctive assessment and at times
quantification of large contin-
gent liabilities that companies
may face in contractual and tax-
ation matters that turn litigious.
This insulates against the possi-
ble bias of those who were
closely involved with those
matters and the natural appre-
hension of being personally
affected by the outcome.

2. Catalyst function – This role
can only be played by a director
with the insight and the moral
courage capable of questioning
the board’s assumptions.  What
appears to be incontrovertible
truth to some board members
may be routed in questionable
understanding about markets,
competitors, etc.

3. Supervisory functions – These
directors are usually required to
Chair Audit Committee,
Nominating Committee and
Remuneration Committee.

4. Watchdog function – This
needs to be understood with
care, as some directors can
become protectors of specific
interests or groups of sharehold-
ers forgetting the basic require-
ment of corporate governance
that each director has a duty to

be concerned with the interest
of the corporate entity as a
whole.

5. Counsellor function – These
directors serve as sounding
boards for informal communi-
cation in times of stress pro-
vided they are seen as confi-
dants. A variant of this is popu-
larly knows as a ‘safety valve
function’, where, in a crisis such
as the replacement of a CEO or
some unexpected catastrophe,
such director becomes a rally-
ing point of wisdom and good
governance.
Once these conformance roles

are catered for, it is important to
balance the board composition with
sufficient induction of those with
skill sets catering to the perfor-

mance roles involving ‘strategy
formulation’ and ‘policy making’
so that these result in what every
business ultimately craves for more
than anything else – some break-
through initiative that offers growth
and expansion.

Strategy formulation and
policy making
Indian boards certainly recognise
the primacy of ‘strategy formula-
tion’ but one is not sure whether this
item receives the allocation of time
that it deserves for deliberation in a
formal board meeting, and more
importantly whether the company-
centred planning systems in India
can adopt the helicopter vision that
is needed to formulate strategy, i.e.
after seeing the business in the con-
text of its competitors and cus-
tomers as also of the evolving tech-
nological, economic and political
environment.

Strategy formulation for the
business in the context of external
competitive and market situation is
the most crucial aspect of good cor-
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porate governance bec-
ause it sets the direction

for the business and that is
why directors are so
called.  It is an iterative
process fraught with
choices and continual
rethinking about plans and
projects.  Strategy, which
was essentially a military
term, was applied to busi-
ness due to the similarity
that a strategy is best cre-
ated only after knowing
the strategy pursued or capable of
being pursued by a competitor pre-
sent or potential. ‘Strategic
alliances’ is also a term used inter-
nationally as part of corporate gov-
ernance which extends the mili-
tary analogy of business as a battle
field, searching out allies globally
to effectively deal with competi-
tion. Several strategic scenarios are
developed, evaluated and the direc-
tors are required to make a choice.

Good governance practice
requires that chosen strategy must
be adequately supported by ‘policy
making’ and guidelines formulated
for its implementation.  The chal-
lenge for good governance inter

alia is to be able to demonstrate that
in making their choices, directors
have adequately considered
the long-term goals of the business
and have not been influenced
by only the short-term interests of
the business.

Unprecedented advances in
technology and consequentially the
suddenness of strategic challenges
has largely transformed the annual
corporate planning process associ-
ated with budget preparations, etc.
into a small part of a larger continual
strategy formulation process which
responds on a real time basis to new
information as soon as it is digested
and offers fresh strategic options
which in turn need to be discussed at

board level.  Internationally more
and more directors individually, and
boards collectively, appear to be
devoting specific board time and
effort to strategic formulation in
special strategy sessions albeit
through teleconferences when away
from the boardroom, as well as dur-
ing periodic board meetings.  India
as a global player needs to take due
note of this international practice.

Policies enable strategies to be
implemented.  Unless these ground
rules are laid down, management
which has obviously not partici-
pated in the decision making
process, may implement contrary to
the strategic intent.  Policymaking is
thus a principal element of the per-
formance by a board of good corpo-
rate governance.  This board effort
cannot be avoided, nor can it be del-
egated.  The policies required to be
framed in a good company are
numerous and include:

Product policies
— Product safety
— Innovation and quality

Financial policies
— To cover credit and debt col-

lection
— Borrowing limits and gearing
— Spending controls and man-

agement approval limits
— Inventory control and work-

ing capital management

Employment policies
— To lay down the criteria for

worker safety
— Pay and conditions
— Company’s approach towards

trade unions
Other policies

— Social responsibilities i.e. firm’s
commitment towards minority
rights, pollution control or the
environment generally.

Corporate Social Responsibility
(CSR)
In the first flush of the enthusiasm
for corporate governance, there
was emphasis throughout the world
mainly on protecting shareholder
interest and maximising long-term
shareholder value, which continues
as these embody concerns that are
fundamental. However, more and
more boards around the world have
begun to measure the environmen-
tal and social effects of their corpo-
rate functioning. CSR, now also
known as corporate citizenships,
has become such a buzz word with
all sorts of lobbyists, Regulators,
NGOs and others that the issues
sought to be included world wide
under this head of corporate gover-
nance now include:
● Reduction in global warming

emissions
● Labelling genetically engi-

neered food
● Access to affordable pharma-

ceuticals
● Avoidance of money laundering
● Linkage of board remuneration

with social performance.
So overwhelming is this trend

calling for broader reporting to wider
stake holder interests that many com-
panies abroad have not only started
furnishing social and environmental
indicators along with the traditional,
financial performance measures, but
also refer to this as their triple bottom
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line. Some similar reporting is seen
in India but not on the same scale.
The trend is important, in that, while
Indian corporate governance has
always recognised its linkage with
ethics, it may in future need to for-
mally recognise its linkage to the
whole concept of ‘sustainable devel-
opment’ which is a sort of new ortho-
doxy of strategic thinking interna-
tionally, stemming from radical
environmental and other movements
of the seventies which offer apoca-
lyptic visions of the future of Mother
Earth.

Benchmarking
In Corporate Governance practices,
India can be proud of what it has
achieved so far, initially voluntarily
and later under guidance of various
regulators, while recognising that
obviously much more needs to be
done.  In such a pluralistic democra-
tic country, which believes in a con-
sensual process, there are bound to
be some hiccups. Witness the recent
postponement of revised clause 49
but there is no denying that commit-
tees formed by Chambers of
Commerce and Regulators over the
years have done excellent work.

In this context it may be useful
to consider the position in China, as
it is a country India is often com-
pared to. It is important to remember

in understanding Chinese corporate
governance, that even in a modified
Marxist philosophy ownership is not
the basis of power.  Although many
state enterprises have been turned in
to corporate entities and floated in
stock markets in Shanghai and
Shenzen, the large majority of
around 1200 companies in the ‘A’
list of Chinese stock market are state
owned companies, in which the pub-
lic have only a minority holding, and
about one hundred entities referred
to as ‘red hats’ locally, happen to be
collectives which are run like public
companies; and only less than a 100
are privately owned companies.  The
China Securities Regulatory
Commission (CSRC) regulates an
environment where:
● Only about 1/3rd of the shares

are traded, while the remainder
are owned by the state.

● Foreigners were barred from
holding ‘A’ list shares until 2002.

● Post 2002 only ‘qualified for-
eign institutional investors’ are
allowed to buy non-tradable
shares to inject foreign capital.

For companies based on Chinese
mainland, the boards of these compa-
nies have to comply with:
● Guidelines of relevant industry

ministry in Beijing.
● Guidelines of Peoples’ Bank of

China.

● Guidelines of Tax and
Regulatory bodies.

● Multiple Instructions from
Chinese Central, State and
Provincial authorities that may
occasionally wish to enquire into
unacceptable competition with
state enterprises.

● Corporate governance standards
of CSRC requiring two indepen-
dent non-executive directors are
presently not enforced, pending
availability of suitable personnel.

The system in Hongkong
although developed from UK com-
pany law features closely con-
trolled family companies, often
incorporated in Bermuda or
Cayman to sidestep company law.

India may not have received
much applause to date for its corpo-
rate governance practices and attain-
ments but it is worth seeing how at
times the applause and censure
received internationally are both
equally meaningless. One example
may suffice: The explanation
offered to explain decades of eco-
nomic success throughout East Asia
was its business and governance
practices rooted in a strong work
ethic, a commitment to saving and a
family-centred culture.  Following
the financial and economic collapse
of countries such as Indonesia,
Malaysia, Thailand and South
Korea in 1997/98, international
press lost no time in suggesting that
the economic shocks that hit East
Asia in late 1997 were caused by
corporate governance based on
crony capitalism i.e. close links
between directors and members of
government, the ruling elite or busi-
ness associates, rather than on sound
business logic.  The contrast
between this alternative explanation
and the earlier explanation of busi-
ness success based on Asian values
says it all. ■
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One of the views propounded by the Cadbury report
was that the CEO and the chairman of the Board
should be two different persons and not the same per-
son. This proposal was seen as breaking new ground
not only because it underscored the checks and bal-
ances principle and sought to protect minority inter-
est but also more importantly because it broke free of
the practice in the United States where most listed
companies clubbed these two roles into one and
appointed a single dominant personality.
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