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A three-point agenda to boost investor confidence  
To achieve sustained economic growth, the Modi Government 2.0 will need 
to boost investor confidence. For this, the efficacy and quality of capital are 
paramount. Better corporate and regulatory behaviour, and a stronger 
redressal mechanism, will deter errant corporate behaviour and help create 
a responsible and empowered investor community.  
 
The central agenda for the next five years of Modi Government 2.0 will be 
economic growth and job creation. For this, industry will need capital to grow 
– in the form of both, foreign direct investments (FDI) and foreign portfolio 
inflows (FPI). Several reforms during the Modi Government 1.0 have helped 
build investor confidence, which caused an improvement in India’s rank on 
the World Bank’s Doing Business Report 2019. Some of the critical financial 
market reforms were the Insolvency and Bankruptcy Code (IBC), RBI’s asset 
quality review, the planned consolidation of public sector banks and their 
further capitalization (although a bit delayed), and the reforms on the 
protection of rights of minority investors. The past five years have witnessed 
regulations that have empowered investors: from bringing in better 
corporate governance norms, requiring a majority of minority shareholder 
votes on related party transactions, allowing class-action suits, and 
compelling stewardship of asset managers. And let’s not set aside the impact 
that e-voting has had (over the earlier show-of-hands method). 
 
The rally in the markets following NDA’s1 decisive majority is evidence of 
investors’ support for a stable, and perhaps bolder, new government that has 
the mandate to act deftly. Independent of the change of guard at the Ministry 
of Finance, the reform agenda for financial markets can only move onward 
and forward. Among other things, in the next five years, the government 
must focus on three key issues. 
 
1. The corporate governance agenda is equally important to the ‘ease 

of doing business’  

Every measure to improve corporate governance standards cannot be 
construed as an impediment to ‘ease of doing business’. The Modi 
Government 2.0 needs to align both SEBI and the corporate lobby on the 
criticality of good corporate governance in attracting capital – both FDI 
and FPI. While the tug-of-war between SEBI and the Ministry of Corporate 
Affairs (or the corporate lobby) is necessary for balanced regulation, the 
Modi Government 2.0 must have a single-minded focus on corporate 
governance as an integral part of attracting capital. 

Given the number of licenses, and the paperwork it takes to start (and 
close down) a business in India, the ease of doing business is a legitimate 
concern. The World Bank’s Doing Business 2019 report (DB 2019) pegs 
India 77th (out of 190 countries) on the ease of doing business. While 
India’s rank improved during Modi Government 1.0 (it ranked 100th in 

                                                 
1 National Democratic Alliance; comprises the Bhartiya Janata Party (BJP) and its alliance partners 
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World Bank’s Doing Business Report 2018), it is not a rank to be proud of 
– India ranks lower than several smaller economies such as Kyrgyz 
Republic (70th rank), Slovenia (40th rank), and Azerbaijan (25th rank). 
 
But the argument of ‘ease of doing business’ is being used almost as an 
excuse to remove all curbs. SEBI has been thwarted in its focus towards 
strengthening the corporate governance standards time again, and has 
had to roll-back regulations or delay their implementation until it 
managed all the forces in play. In DB 2019, India ranked 7th on Protecting 
Minority Investors, which has been the result of the reforms on the 
governance agenda and the empowerment of investors through new 
regulation.  Paradoxically, delays in implementation of stronger corporate 
governance reforms, or deviations from the stated agenda is likely to 
reduce India’s score and be counter-productive to India’s overall rank in 
World Bank’s Doing Business index. 

 
2. Less regulation and more enforcement  

The increasing amount of regulation is an attempt to plug the gaps 
caused by poor enforcement in India. This has resulted in an increased 
compliance burden for corporate India, and an equally onerous task of 
writing out new codes for the regulators. In the haste to bring about more 
regulation, the codes – in several places – are not clearly drafted, allowing 
companies to use interpretational loopholes (that may all be perfectly 
legal). Rather than bring in more regulation to plug ‘loopholes’, there is a 
case to reduce the regulation: while regulations are necessary for the 
important issues (those that protect corporations’, investors’, and other 
stakeholders’ rights), the remaining regulations can perhaps have a 
‘comply and explain’ approach. Corporate India will likely react positively 
with a ‘comply or explain approach’ – as it has with CSR spend 
requirements. 
 
India ranks 163rd on World Bank’s Doing Business 2019 Report on 
Enforcement of Contracts. The Indian legal system has pending cases that 
are not likely to be resolved in one lifetime. Jails are overcrowded. There 
have been long-standing vacancies for judge posts in several high courts. 
To ensure fast-track resolution for corporate matters, the National 
Company Law Tribunal was created, but its capacity is being almost 
completely usurped by the back-and-forth of companies under the IBC. 
The appeals process takes its own time, and at the final leg, the Supreme 
Court hasn’t painted itself in glory in recent times. 

 
Expansion of the judiciary and other law enforcement agencies is a dire 
need for the country. Better enforcement will likely act as a deterrent to 
errant behaviour and make it speedier to hold people accountable. 
 
 

 

http://www.doingbusiness.org/content/dam/doingBusiness/media/Annual-Reports/English/DB2018-Full-Report.pdf
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3. Improve corporate governance levels at public-sector undertakings, 
including the banks 

Public sector undertakings (PSU) are expected to set an example for 
private (not state-owned) companies, but their own governance levels are 
being questioned. PSUs are the larger listed companies and the more 
profitable ones, too. Their board composition is regulated – and while the 
intent is to ensure that different stakeholders’ views are brought to the 
board table, the overall quality of their governance has remained a 
concern for investors. A little under 40% of the directors on PSU boards 
are executive directors, and most have a common Chairperson and 
Managing Director. Almost 60% of the non-executive directors are current 
or past government employees. Less than 10% of all board members 
across PSUs have spent over 5 years on the board. And, these boards are 
unable to disassociate the compulsions of the government with that of 
the PSU. 

 
The governance of public sector banks (PSB) is an even greater concern. 
These banks account for over 60% of the total banking assets. Most of 
these have large Gross NPA levels (over 10%) and several have capital 
adequacy levels lower than the RBI stipulated thresholds. Merging the 
banks – Bank of Baroda, Vijaya Bank, Dena Bank, and the proposed Punjab 
National Bank, Andhra Bank, Oriental Bank of Commerce, Allahabad Bank 
- will help to support the balance sheets of the weaker banks. But, in the 
end, there needs to be greater decision-making and accountability in 
these banks. With multiple audits, and vigilance mechanisms, there are 
greater incentives to not take decisions, rather than take bold ones. This, 
by itself, is detrimental to the overall credit market, which continues to 
rely on the banking channel for a dominant part of its funding 
requirement. 

 
To follow through on the BJP’s 2019 election manifesto promise of a USD 5 
trillion economy, there are several measures that the NDA government will 
need to take. But the biggest focus must be on the efficacy and quality of 
capital. For India to remain a sustained attraction for global funds, investors 
need to see better corporate and regulatory behaviour, and a stronger 
redressal mechanism. These are key pillars to sustainable economic growth. 
 
A modified version of this article was published on www.moneycontrol.com. The article can be 
accessed here: https://bit.ly/2RpAhRT  
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Disclaimer 

This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The information contained herein is solely 
from publicly available data, but we do not represent that it is accurate or complete and it should not be relied on as such. IiAS shall not be 
in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this 
report. This document is provided for assistance only and is not intended to be and must not be taken as the basis for any voting or investment 
decision. The user assumes the entire risk of any use made of this information. Each recipient of this document should make such 
investigation as it deems necessary to arrive at an independent evaluation of the individual resolutions referred to in this document (including 
the merits and risks involved). The discussions or views expressed may not be suitable for all investors. The information given in this 
document is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. 
This information is subject to change without any prior notice. IiAS reserves the right to make modifications and alterations to this statement 
as may be required from time to time. However, IiAS is under no obligation to update or keep the information current. Nevertheless, IiAS is 
committed to providing independent and transparent recommendation to its client and would be happy to provide any information in 
response to specific client queries. Neither IiAS nor any of its affiliates, group companies, directors, employees, agents or representatives 
shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or 
in connection with the use of the information. The disclosures of interest statements incorporated in this document are provided solely to 
enhance the transparency and should not be treated as endorsement of the views expressed in the report. 
 
Confidentiality 
This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced 
or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. 
This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or 
which would subject IiAS to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain 
jurisdictions may be restricted by law, and persons in whose possession this document comes, should inform themselves about and observe, 
any such restrictions. The information provided in these reports remains, unless otherwise stated, the copyright of IiAS. All layout, design, 
original artwork, concepts and other Intellectual Properties, remains the property and copyright of IiAS and may not be used in any form or 
for any purpose whatsoever by any party without the express written permission of the copyright holders. 
 
IiAS Voting Guidelines 
IiAS' voting recommendations are based on a set of guiding principles, which incorporate the basic tenets of the legal framework along with 
the best practices followed by some of the better governed companies. These policies clearly list out the rationale and evaluation parameters 
which are taken into consideration while finalizing the recommendations. The detailed IiAS Voting Guidelines are available at our website. 
The draft report prepared by the analyst is referred to an internal Review and Oversight Committee (ROC), which is responsible for ensuring 
consistency in voting recommendations, alignment of recommendations to the IiAS’ voting criteria and setting and maintaining quality 
standards of IiAS’ proxy reports. Details regarding the functioning and composition of the ROC committee are available at 
https://www.iiasadvisory.com/about. In undertaking its activities, IiAS relies on information available in the public domain i.e. information 
that is available to public shareholders. However, in order to provide a more meaningful analysis, IiAS, generally seeks clarifications from the 
subject company. IiAS reserves the right to share the information provided by the subject company in its reports. Further details on IiAS policy 
on communication with subject companies are available at https://www.iiasadvisory.com/about. 
 
Analyst Certification 
The research analyst(s) for this report certify/ies that no part of his/her/their compensation was, is or will be, directly or indirectly related to 
specific recommendations or views expressed in this report. IiAS’ internal policies and control procedures governing the dealing and trading 
in securities by employees are available at https://www.iiasadvisory.com/about. 
 
Conflict Management 
IiAS and its research analysts may hold a nominal number of shares in the companies that IiAS covers (including the subject company), as on 
the date of this report. A list of IiAS’ shareholding in companies is available at https://www.iiasadvisory.com/about.  
 
However, IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have actual/beneficial ownership 
of one per cent. or more securities of the subject company, at the end of the month immediately preceding the date of publication of this 
report. A list of shareholders of IiAS as of the date of this report is available at https://www.iiasadvisory.com/about. However, the preparation 
of this report is monitored by an internal Review and Oversight Committee (ROC) of IiAS and is not subject to the control of any company to 
which such report may relate and which may be a shareholder of IiAS. 
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Other Disclosures 
IiAS is a SEBI registered research entity (proxy advisor registration number: INH000000024) dedicated to providing participants in the Indian 
market with independent opinions, research and data on corporate governance issues as well as voting recommendations on shareholder 
resolutions of about 780 listed Indian companies (https://www.iiasadvisory.com/iias-coverage-list). Our products and services include voting 
advisory reports, standardized services under the Indian Corporate Governance Scorecard, and databases (www.iiasadrian.com and 
www.iiascompayre.com). There are no significant or material orders passed against the company by any of the Regulators or 
Courts/Tribunals.  
 
IiAS further confirms that, save as otherwise set out above or disclosed on IiAS’ website (www.iias.in):   
• IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any financial interest in the subject 

company. 
• IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any other material conflict of interest 

at the time of publication of this report. 
• None of IiAS, the research analyst(s) responsible for this report, and their associates or relatives, have received any compensation from 

the subject company or any third party in the past 12 months in connection with the provision of services of products (including 
investment banking or merchant banking or brokerage services or any other products and services), or managed or co-managed public 
offering of securities of the subject company.  

• The research analyst(s) responsible for this report has not served as an officer, director or employee of the subject company in the past 
twelve months. 

• None of IiAS or the research analyst(s) responsible for this report have been engaged in market making activity for the subject company. 
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About IiAS  
Institutional Investor Advisory Services India Limited (IiAS) is a proxy 
advisory firm, dedicated to providing participants in the Indian market with 
independent opinion, research and data on corporate governance issues as 
well as voting recommendations on shareholder resolutions for over 650 
companies. IiAS provides bespoke research, valuation advisory services and 
assists institutions in their engagement with company managements and 
their boards.  

 
In addition to voting advisory, IiAS offers two cloud based solutions -  IiAS 
ADRIAN, and comPAYre. IiAS ADRIAN captures shareholder meetings and 
voting data and provides packaged data that can be used to gain insights on 
how investors view specific issues and gain greater predictability regarding 
how they might vote. comPAYre provides users access to remuneration data 
for executive directors across S&P BSE 500 companies over a five-year 
period.  
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