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Abstract

Corporate failures and frauds have illustrated the importance of effective corporate governance
in ensuring a company’s survival and success. Despite the observed reality, the extant literature
produces inconclusive evidence concerning the impact of corporate governance mechanisms on
corporate performance and valuation. In order to disentangle the underlined dichotomy, the
present study makes use of a two-pronged approach to understand the efficacy of various
monitoring mechanisms in a better manner. First, the scope of the empirical investigation is re-
centered to assessing the ramifications of corporate governance on corporate finance decisions,
which have been noted to affect a firm’s value. Correspondingly, the study examines the influence
of corporate governance monitoring mechanisms on the specific aspects of investment, capital
structure, and dividend decisions. Second, it also attempts to glean the contingent effects of the
monitoring devices by determining how their effectiveness differs according to heterogeneous
organizational circumstances. Collectively, these analyses can deepen the understanding of the

performance effects of corporate governance.

The study is contextualized in India, where conflicts between controlling and minority
shareholders are more prevalent. It employs the sample of non-financial entities listed on the
NIFTY 500 index, which is investigated over a period of 10 years from FY 2010 to FY 2019. In
addition, the underscored research aims are examined by adopting dynamic panel data models
that are estimated using the two-step system GMM technique. The organizational contexts are
defined based on a company’s size, age, growth prospects, financial condition, the tenure of its

CEQ, and degree of industry concentration.

In consonance with the stated outcome variables of interest, the initial analyses focus on the
implications of corporate governance monitoring mechanisms on a firm’s investment decisions.
The obtained results reveal that higher controlling ownership is associated with lower efficiency

vii



of long-term investment projects by stimulating both under-investment and over-investment.
However, the observed negative influence of controlling shareholders on investment efficiency is
reported to be more pronounced in the years leading up to the institution of a more robust
governance regime by the Companies Act of 2013 (pre-reform period). Furthermore, a joint CEO-
Chair is noted to magnify the over-investment issue and lessen the under-investment problem.
The determined impact of controlling owners and CEO duality is conditional upon specified
environmental factors. Additionally, the contextual effects on efficient investment outlay are also
identified for board size, board independence, and non-controlling blockholders. When the
empirical investigation is extended to concentrate on short-term investments, the findings yield
that independent directors and non-controlling large owners curtail discretionary cash holdings
more in the period with the new Companies Act in operation (post-reform period). Besides their
notable contingent impacts, the governance role of large and gender-diverse boards assumes

prominence when the lifecycle stage of a business enterprise is considered.

The research then proceeds to examine how corporate governance affects capital structure
decisions. In this regard, it is observed that controlling shareholders keep the leverage ratio down
to avert the disciplinary role of debt and minimize bankruptcy risk. Although their diminishing
influence is more salient in the pre-reform period, the monitoring by highly independent boards
is inferred to enhance the debt levels in the post-reform period. Their noted effect on capital
structure composition varies according to a corporation’s situational characteristics. Non-
controlling large owners and usage of non-audit services also exhibit contextual impacts on the
capital gearing ratio. As the purview of the analyses shifts to the cost of financing, it is concluded
that controlling ownership and board independence have a negative and stronger influence on the
investors’ required rate of return in the post-reform period. While their beneficial impact is limited

to certain types of companies, other governance variables, including CEO duality, additional
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blockholders, and higher non-audit fees, affect the cost of capital when organizational

contingencies are addressed.

Lastly, the study evaluates the ramifications of corporate governance monitoring mechanisms on
dividend decisions. It is observed that gender-diverse boards pay lower and more stable dividends.
Their reported effect is concentrated in the pre-reform period and is more prominent for firms
with attractive growth prospects. Contrary to their inferred advisory role, empirical evidence is
also obtained in favor of their monitoring functioning as they are indicated to distribute more
dividends when the entrenchment of long-tenured CEO rises. Similarly, the effectiveness of
oversized boards, CEO duality, and controlling and non-controlling large shareholders is
demonstrated to depend on a corporation’s conditions. Further, it is also noted that a higher

percentage of independent directors is linked with lower dividend stability.

In line with all the inferred findings, the study proffers some key recommendations to the
practitioners. First, they collectively emphasize that corporate governance monitoring
mechanisms do not uniformly affect the examined financial management decisions. Their
influence is more or less conditional upon distinctive organizational contexts. Corollary to this
observation, policymakers are suggested to take a re-look at their one-size-fits-all approach for
controlling agency conflicts. Nonetheless, the results primarily support the continued regulatory
effort to improve the corporate governance framework in India as it is evident that the efficacy of
superior monitoring devices strengthens and the adverse influence of controlling owners declines
in the post-reform period. Furthermore, the management of different companies is also advised
on appropriate corporate governance mechanisms that it can employ given the firm’s
circumstances to reduce the cost of acquiring funds. Lastly, investors are urged to inspect beyond
the apparent metrics by considering planned and actual investment expenditures and returns on

various projects to ensure that their supplied capital is optimally allocated to productive use.
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