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ABSTRACT

Corporate governance deals with the ways in which suppliers of finance to corporations (shareholders)
assure themselves of getting a return on their investment (Shleifer and Vishny, 1997). In the context of this
thesis, these multiple ways are termed corporate governance mechanisms. Any such mechanism, which
reduces the information asymmetry, and thus, the agency issues, is termed as a corporate governance
mechanism. In common parlance, corporate governance mechanisms can be visualized as the remedy to

deal with various agency issues (principal-agent and principal-principal issues).

In the domain of corporate governance, the principal-agent issues refer to the conflict of interest between
the shareholders and the management (also termed as Type | agency issues). The principal-principal issues
refer to the expropriation of the small shareholders from the large shareholders (also termed as the Type Il
agency issues). While the former are prevalent in the developed economies (the U.S. and the U.K.), the
latter are widespread especially in the developing economies due to the share ownership of companies being

concentrated in the hands of a few shareholders.

The broad governance mechanisms can be seen to function at country and firm levels. The most important
country-level governance mechanism is the regulatory regime (through regulatory mandates and
enforcement). Indian companies have also witnessed a plethora of regulatory initiatives in the past decade
aimed at strengthening the firms’ governance structure. Thus, the first objective of the thesis relates to the
analysis of the compliance behavior and the efficacy of the recent regulations Clause 49 in strengthening

the firms’ governance structure.

Further, certain firm-level governance mechanisms include board monitoring, ownership structure, audit
guality and product market competition. Another objective of the study is to analyze the effectiveness of

these governance mechanisms in enhancing the firm performance.
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The third and fourth objectives of the study are based on the analysis of board independence and its
relationship with other governance mechanisms. The rationale behind the detailed analysis of the
monitoring role of board independence is based on multiple factors: the ability of the independent directors
to protect the interests of the minority shareholders, the increased thrust of the regulators in enhancing the
board independence and the growing concerns over the monitoring efficacy of the independent directors in
India. The analysis of board independence in relation to other governance mechanisms is based on the
concept of the bundle of governance mechanisms. This concept advocates that the governance mechanisms,

instead of working in isolation of each other, function as a bundle.

The governance role of board independence is analyzed in greater detail in two broad sub-parts. In the first
part, we have analyzed the constraints that can dilute the effectiveness of board independence in enhancing
the firm performance. The second part relates to the analysis of the possible performance enhancement
effect of independent directors on other governance mechanisms. The study is based on the secondary data
analysis of the non-financial firms of the National Stock Exchange (NSE) 500 index over a period of 11

years (2007-2017). Firm value (Tobin’s Q ratio) is used as the primary measure of firm performance.

One of the notable findings of the empirical analysis is that the mean compliance level of the sample firms
with the various provisions of the revised Clause 49 is 92 per cent. Young and small firms are more likely
to stay compliant with the regulatory mandates compared to the very large and old firms respectively. The
firms belonging to the oil, gas and power sector have a significantly lower level of compliance compared
to the other firms of other industries. A significantly lower level of compliance of these firms is traced to
the dominance of public sector companies in this sector. A detailed code-wise analysis indicates certain
areas of concern in corporate governance compliance. The lack of compliance with various provisions
related to board composition and the Nomination and Remuneration Committee is one such area. Further
analysis reveals that the nature of the provisions is such that a substantial set of companies do not fall under

the purview of the provisions related to subsidiary companies and related party transactions.
Y,



Empirical results related to the analysis of effectiveness of various governance mechanisms on firm
performance indicate that board independence has a significantly negative relationship with firm value.
Product market competition has an insignificant effect on firm value. Audit quality is positively related to
firm value when measured with the auditors’ affiliation to the Big-Four auditors and total audit fee.
However, auditor’s independence (measured with percentage non-audit fee) is not significantly related to
firm value. The ownership structure of the large shareholders is significantly related to firm value. Promoter
ownership! has a U-shaped relationship with firm value. Also, foreign institutional ownership plays a more

active role in enhancing the firm value compared to their domestic counterparts.

A detailed analysis of the monitoring role of board independence in relation to other governance
mechanisms highlights that promoter ownership dilutes the effectiveness of board independence in
enhancing the firm value. However, in contrast to the expectations, the product market competition has an

insignificant moderating effect on the board independence and firm value relationship.

A detailed analysis of the possible value enhancement effect of board independence indicates that board
independence enhances firm value to some extent by enhancing the audit quality. Further, the mediation
relationship (board independence and firm value through audit quality) gets strengthened with the increase
in promoter ownership. Also, board independence enhances firm value to some extent by enhancing the
foreign institutional investment. The mediation relationship (board independence and firm value through

foreign institutional investment) gets further diluted with the increase in promoter ownership.

1 Promoter ownership refers to the percentage shareholding of the promoter and promoter group. The promoter and
promoter group are defined under regulations 2(1) (za) and (zb) of Issue of Capital and Disclosure Requirements,
2009 by SEBI (SEBI, 2009). The detailed definitions of promoter and promoter group have been provided in Chapter
1.
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