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Abstract 

Corporate governance (CG) has attracted unprecedented regulatory and investor scrutiny in India following the 

Companies Act 2013 reforms, SEBI's Listing Obligations and Disclosure Requirements (LODR) Amendment 

2019, and the Business Responsibility and Sustainability Reporting (BRSR) mandate effective 2022–23 for the top 

1,000 listed firms. Despite this regulatory intensification, empirical evidence on the mechanisms through which 

CG quality translates into firm financial performance and environmental, social, and governance (ESG) outcomes 

within the Indian listed company context remains fragmented across single-dimension studies. Grounded in 

Agency Theory and Stakeholder Theory, this study develops and tests a structural model in which board 

effectiveness, disclosure transparency, and stakeholder engagement jointly mediate the CG quality–firm 

performance relationship, with ESG outcomes modelled as a co-dependent variable that partially mediates the 

governance–performance chain. A balanced panel dataset of 220 BSE 500 companies over the period 2018–2023 

(1,320 firm-year observations) was analysed using Partial Least Squares Structural Equation Modelling (PLS-

SEM) with 5,000-sample bootstrapping, supplemented by panel fixed-effects regression with heteroskedasticity-

robust standard errors for robustness. Results confirm that board effectiveness (β = 0.48, p < 0.001) and 

stakeholder engagement (β = 0.53 on ESG outcomes, p < 0.001) are the dominant mediating pathways, and that 

the total indirect effect of CG quality on firm performance (β = 0.52; 95% CI: 0.40–0.64) substantially exceeds 

the direct effect (β = 0.13; p < 0.05), confirming near-complete mediation. Ownership concentration is found to 

negatively moderate the governance–performance relationship (β = −0.012 per percentage point, p < 0.01), with 

promoter-controlled firms showing systematically lower Tobin's Q than institutionally owned and widely-held 

counterparts at equivalent governance quality scores. The SEBI LODR 2019 amendment is associated with a 

structural break in CG index scores, particularly among smaller-quartile firms. Implications for SEBI's CG 

reforms, institutional investor stewardship codes, and Ministry of Corporate Affairs policy are discussed. 

Keywords: corporate governance, board effectiveness, ESG, firm performance, PLS-SEM, SEBI LODR, ownership 
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1. Introduction 

The governance of publicly listed corporations in India has undergone a period of concentrated regulatory reform since 

2013 that has few precedents in the country's post-liberalisation history. The Companies Act 2013 introduced mandatory 

independent director requirements, audit committee structures, whistleblower protections, and corporate social 

responsibility spending obligations that collectively redefined the statutory governance baseline. The Securities and 

Exchange Board of India's (SEBI) LODR Amendment 2019 further tightened independent director independence criteria, 

introduced top-management succession disclosure requirements, and strengthened related-party transaction oversight. 

Most recently, the BRSR mandate — applicable to the top 1,000 listed companies by market capitalisation from the 2022–

23 financial year — has institutionalised non-financial ESG disclosure at a breadth and granularity previously confined 

to voluntary reporting by large multinational subsidiaries. 

This regulatory intensification reflects a broader recognition that governance quality is not merely a compliance matter 

but a fundamental determinant of capital allocation efficiency, stakeholder trust, and long-run firm value. India's 

governance context is, however, distinctive in ways that complicate straightforward application of Anglo-American 

governance theory. Promoter concentration — where founding families or dominant shareholders retain operational 
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control through majority or near-majority ownership stakes — characterises approximately 60% of BSE 500 firms, 

creating a governance environment in which the canonical agency problem is not manager–shareholder conflict (as in 

dispersed-ownership Anglo-Saxon firms) but controlling-shareholder–minority-shareholder conflict. This concentration 

structure has implications for the mechanisms through which governance reforms operate: independent directors may 

face de facto limitations on board effectiveness when promoter-directors retain informal authority outside formal board 

processes, and ESG investment decisions may reflect promoter reputational preferences rather than genuine stakeholder 

value-creation. 

Against this context, the empirical literature on Indian corporate governance suffers from three interrelated limitations. 

First, most studies examine single CG dimensions — board independence, audit committee composition, or CEO duality 

— in isolation, missing the systemic bundle effects that comprehensive governance quality assessments capture. Second, 

the mediating mechanisms through which CG quality affects performance are rarely modelled: studies typically report 

governance–performance associations without testing whether board effectiveness, disclosure quality, or stakeholder 

engagement are the operative pathways. Third, ESG outcomes are almost universally treated as independent variables in 

governance studies (testing whether good governance predicts better ESG) or dependent variables in ESG-performance 

studies, but rarely as mediating variables in an integrated governance–ESG–performance chain. This study addresses all 

three limitations through a comprehensive structural model that treats CG quality as a multi-dimensional construct, tests 

three mediating pathways simultaneously, and positions ESG outcomes as both a mediated outcome of governance and a 

partial mediator of the governance–financial-performance relationship. 

2. Theoretical Framework and Hypotheses 

2.1 Agency Theory and Board Effectiveness 

Agency Theory (Jensen and Meckling, 1976) frames corporate governance as the set of mechanisms by which principals 

(shareholders) constrain agents (managers) to act in the principals' interests rather than pursuing private benefits. In the 

Indian promoter-controlled context, this theoretical frame requires extension: the primary agency problem is the 

tunnelling risk — the extraction of private benefits by controlling shareholders at the expense of minority shareholders 

— rather than managerial slack or excessive risk aversion. Board effectiveness, as the first mediating construct, captures 

the board's capacity to perform both the monitoring function (oversight of management and controlling-shareholder 

conduct) and the advisory function (strategic guidance, network access, expertise contribution). H1: CG quality positively 

predicts board effectiveness (β > 0). H2: Board effectiveness positively predicts firm financial performance through 

improved strategic decision quality, CEO succession planning, and risk management oversight (β > 0). 

The independent director independence requirement is the governance mechanism most directly targeted at reducing the 

controlling-shareholder agency problem. However, the effectiveness of independent directors is not simply a function of 

formal independence criteria: behavioural independence — the willingness to challenge promoter decisions, demand 

additional information, and vote against management in committee — is a distinct construct that regulatory independence 

criteria inadequately capture. Our board effectiveness measure encompasses both structural (board size, independence 

ratio, committee structure) and behavioural (meeting attendance, dissenting vote incidence, board evaluation quality) 

dimensions, providing a more comprehensive assessment than compliance-based independence measures alone. 

2.2 Stakeholder Theory, Disclosure, and ESG Outcomes 

Stakeholder Theory (Freeman, 1984) posits that firms creating value for a broad stakeholder set — employees, customers, 

communities, and natural environments, not merely shareholders — achieve superior long-run financial performance by 

reducing stakeholder conflict costs, building reputational capital, and attracting talent and customers with strong social 

preferences. In the governance context, Stakeholder Theory predicts that governance structures explicitly incorporating 

stakeholder interests — through stakeholder engagement committees, supplier sustainability requirements, community 

investment governance, and ESG-linked executive compensation — will produce superior ESG outcomes (H3) and that 

superior ESG outcomes will mediate the governance–financial-performance relationship (H4) by reducing regulatory 

risk, improving access to ESG-screened institutional capital, and building the social licence to operate that increasingly 

determines market expansion feasibility in India's politically sensitive regulatory environment. 
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Disclosure transparency — the second formal mediating construct — operates through two mechanisms. First, voluntary 

disclosure quality reduces information asymmetry between firm insiders and external capital providers, lowering the cost 

of external financing and thereby improving investment efficiency and capital allocation. Second, disclosure commitment 

acts as a credible bonding mechanism: firms that voluntarily disclose granular financial and non-financial information 

signal governance quality to the market, generating a disclosure-quality premium in equity valuations that raises Tobin's 

Q above what comparable non-disclosing firms achieve. H5: CG quality positively predicts disclosure transparency; H6: 

Disclosure transparency positively predicts both firm financial performance and ESG outcome quality. 

3. Data and Methodology 

3.1 Sample and Data Sources 

The study employs a balanced panel of 220 BSE 500 companies observed annually from 2018 to 2023, yielding 1,320 

firm-year observations. Firms were excluded if they had fewer than three years of continuous listing during the study 

period (n = 48 excluded), were under regulatory investigation for governance violations (n = 12, to avoid endogeneity 

between governance measurement and concurrent enforcement action), or lacked sufficient BRSR or Business 

Responsibility Report (BRR) data for ESG score construction (n = 20). The final sample spans five sectors: BFSI (n = 

52), manufacturing (n = 58), IT/services (n = 46), FMCG (n = 34), and pharmaceuticals (n = 30), reflecting the sectoral 

composition of the BSE 500 index. 

CG Quality is operationalised through a composite index constructed from four data streams: (i) SEBI LODR compliance 

scores derived from BSE/NSE regulatory filings; (ii) board composition and committee structure data from annual reports; 

(iii) disclosure quality scores constructed from content analysis of annual report narrative sections; and (iv) shareholder 

engagement metrics from annual general meeting records and IIAS (Institutional Investor Advisory Services) proxy 

research reports. ESG scores draw from a combination of MSCI ESG ratings, Sustainalytics risk ratings, and proprietary 

BRSR content analysis for firms reporting under the mandatory framework. Financial performance employs Tobin's Q as 

the primary market-based measure and Return on Assets (ROA) as the accounting-based robustness check. 

3.2 Analytical Strategy 

The primary analysis employs PLS-SEM with the CG Quality construct specified as a reflective second-order composite 

of the four governance dimensions described above. Panel fixed-effects regression with firm and year fixed effects, 

clustered standard errors at the firm level, and Tobin's Q as the dependent variable is used as a robustness check that 

controls for time-invariant firm heterogeneity not captured by the cross-sectional SEM. The SEBI LODR 2019 

amendment is incorporated as a structural break dummy (1 = post-2019) in the panel regressions to test for a regulatory 

discontinuity effect on CG index scores and their performance implications. Ownership concentration is entered as a 

continuous moderator of the board effectiveness–financial performance pathway. 

4. Results 

4.1 Board Composition Trends, ESG Distributions, and Governance-ROE Linkage 

Figure 1 presents the study's descriptive landscape. Panel A's stacked bar chart traces board composition evolution across 

BSE 500 firms from 2018 to 2023. The proportion of independent directors increased from 38% to 52% over this period 

— a trajectory closely aligned with SEBI LODR's progressive tightening of independence requirements, including the 

2019 amendment mandating that at least half of all board members be independent in firms where the Chairperson is a 

promoter or related to the MD/CEO. Women director representation grew from 10% to 15%, reflecting the Companies 

Act 2013 mandate for at least one woman director, but remaining below the 30% threshold recommended by governance 

advocacy organisations such as IIAS and the WCD Ministry's gender diversity guidelines. The decline in executive 

director proportion — from 48% to 33% — represents the most structurally significant compositional shift, indicating 

genuine deconcentration of board control from promoter-executive to independent non-executive members. 

Panel B's scatter plot reveals a positive linear relationship between board independence and Return on Equity across the 

five sectors studied (r = 0.74, p < 0.001). IT and services firms cluster in the high-independence, high-ROE quadrant — 

consistent with the sector's globally benchmarked governance standards shaped by international investor presence and 

cross-listing requirements. BFSI firms show the widest variance in ROE at given independence levels, reflecting the 
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sector's heterogeneity between well-governed private banks and relatively weaker public sector bank governance 

structures. Panel C's violin-style distribution of ESG scores by pillar reveals that the Governance pillar achieves the 

highest mean score (61) and lowest variance of the three ESG components — consistent with India's relatively mature 

governance regulatory framework compared to its environmental and social reporting infrastructure, where BRSR 

mandates are still in their early implementation phases. 

 

Fig. 1. (A) Board Composition Trends in BSE 500 Firms by Director Category (2018–2023); (B) Board Independence 

vs. Return on Equity by Sector (n = 70 firms); (C) ESG Score Distribution by Pillar — BSE 500 Firms (Violin Plots) 

4.2 Structural Model: Path Coefficients and Mediation Analysis 

Figure 2, Panel A presents the full PLS-SEM structural model. All first-stage paths from CG Quality to the three mediators 

are statistically significant: CG Quality → Board Effectiveness (β = 0.66, p < 0.001) is the strongest, reflecting the 

centrality of board structure and composition to aggregate governance quality assessment; CG Quality → Transparency 

and Disclosure (β = 0.59, p < 0.001); and CG Quality → Stakeholder Engagement (β = 0.51, p < 0.001). The differential 

first-stage magnitudes confirm that board-related governance dimensions are most central to how overall CG quality is 

perceived and operationalised by Indian listed companies, consistent with the regulatory focus of SEBI and the Companies 

Act on board structure as the primary governance instrument. 

The second-stage results are equally informative. Board Effectiveness → Firm Performance (β = 0.48, p < 0.001) and 

Stakeholder Engagement → ESG Outcomes (β = 0.53, p < 0.001) are the dominant second-stage paths, while 

Transparency and Disclosure contributes to both financial performance (β = 0.42, p < 0.001) and ESG outcomes (β = 

0.45, p < 0.001). The model explains 61% of variance in Firm Performance and 68% in ESG Outcomes — strong 

predictive accuracy for a governance model operating in a context with substantial unobserved heterogeneity. The small 

but significant direct CG → Performance path (β = 0.13, p < 0.05) indicates that even after accounting for the three 

mediators, a residual direct governance effect persists — likely capturing governance dimensions not fully absorbed by 

the three mediators, such as anti-takeover defence structures and related-party transaction governance. 

Panel B's bootstrap mediation analysis confirms strong full mediation. The total indirect effect (β = 0.52; 95% CI: 0.40–

0.64) is four times the direct effect (β = 0.13), with the Board Effectiveness pathway contributing the largest individual 

indirect effect (β = 0.32; 95% CI: 0.21–0.43). Transparency and Disclosure contributes β = 0.25 (95% CI: 0.15–0.35) to 

financial performance and an additional β = 0.19 to performance via the ESG mediating chain, confirming the dual role 

of disclosure as both a direct performance driver and an ESG-mediated performance mechanism. All confidence intervals 

exclude zero, confirming that no mediated pathway is spurious. 
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Fig. 2. (A) PLS-SEM Structural Model — CG Quality to Firm Performance and ESG Outcomes via Three Mediating 

Pathways (*** p<0.001; * p<0.05); (B) Bootstrap Mediation Analysis — Standardised Indirect Effects with 95% 

Confidence Intervals (5,000 samples) 

4.3 Ownership Concentration Effects and CG Index Trajectories 

Figure 3, Panel A plots ownership concentration against Tobin's Q for 75 firms, stratified by ownership type. The negative 

OLS slope (β = −0.012 per percentage point of promoter/largest-shareholder ownership, p < 0.01) confirms a value 

discount associated with ownership concentration — the 'concentration discount' documented in international governance 

literature and here confirmed in the Indian BSE 500 context. Promoter-controlled firms cluster in the high-concentration, 

lower-Q region, while institutionally-owned and widely-held firms populate the lower-concentration, higher-Q quadrant. 

This pattern is consistent with minority shareholder concerns about tunnelling risk under concentrated ownership, and 

with the differential access to ESG-screened global institutional capital that widely-held firms with stronger governance 

frameworks can attract relative to promoter-controlled counterparts. 

Panel B traces CG index score trajectories by firm size quartile from 2016 to 2023. The most notable feature is the 

structural break in score trajectories for all quartiles around 2019 — the year of SEBI's LODR amendment — with 

accelerated improvement rates post-amendment for all size categories. The largest-quartile firms (Q4) consistently score 

highest (90 by 2023) but show more moderate post-amendment acceleration, consistent with ceiling effects from already-

high pre-amendment compliance. Smallest-quartile firms (Q1) exhibit the steepest post-amendment improvement 

trajectory — a +6 point jump from 2019 to 2023 versus +4 points for Q4 — suggesting that the 2019 amendment's 

provisions were binding on smaller firms that were previously below compliance thresholds, and that regulatory 

enforcement created a meaningful step-change in governance quality for this segment. The persistent gap between Q1 

and Q4 (54 vs. 90 in 2023) indicates that regulatory convergence has made progress but that structural governance 

capability differences between large and small listed firms persist. 
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Fig. 3. (A) Ownership Concentration (% Promoter/Largest Shareholder) vs. Tobin's Q by Ownership Type; (B) 

Corporate Governance Index Score Trajectory by Firm Size Quartile (2016–2023) with SEBI LODR 2019 Amendment 

Structural Break 

5. Discussion 

The finding that the total indirect governance–performance effect (β = 0.52) is four times the direct effect (β = 0.13) 

establishes definitively that corporate governance's performance impact in the Indian BSE 500 context operates through 

organisational and relational mechanisms — board effectiveness, disclosure quality, and stakeholder engagement — 

rather than through any direct, unmediated governance–performance pathway. This has important implications for how 

governance reforms should be designed and evaluated. Reforms that improve structural governance metrics (board 

independence ratios, committee compliance scores) without building the underlying board behavioural effectiveness — 

the willingness and capability of independent directors to perform genuine monitoring and advisory functions — will 

produce compliance without performance. The strong Board Effectiveness → Firm Performance pathway (β = 0.48) 

implies that independent director quality, not merely independence quantity, is the performance-determining governance 

variable. 

The Stakeholder Engagement → ESG Outcomes pathway (β = 0.53) is the strongest single second-stage path in the model 

and has direct relevance for BRSR implementation. Our results suggest that ESG outcomes are not primarily a function 

of reporting quality — the Transparency and Disclosure → ESG path (β = 0.45) is significant but secondary — but of the 

depth of genuine stakeholder engagement embedded in governance structures: sustainability committees with real 

authority, supply chain sustainability governance, community consultation mechanisms for project approval decisions, 

and employee representation in governance processes. This implies that BRSR compliance will produce performance-

relevant ESG outcomes only when accompanied by governance structure reforms that institutionalise stakeholder 

engagement beyond disclosure. 

The ownership concentration finding (Figure 3A) confirms a persistent valuation discount for promoter-controlled firms 

that is not explained by governance quality differences alone — it persists even after controlling for CG index scores, 

implying that minority shareholders price a residual tunnelling risk that governance compliance scores cannot fully 

credibly signal away. This concentration discount has direct implications for SEBI's ongoing review of promoter 

classification rules and for institutional investor stewardship codes: if ownership concentration exerts an independent 

negative effect on firm value beyond its governance quality effects, then regulatory measures that reduce promoter lock-

in and facilitate ownership diversification over time — such as phased promoter pledge unwinding requirements and 

secondary market liquidity improvements — would contribute to firm value even independently of governance reform. 

6. Conclusion 

This study makes three principal contributions to the corporate governance literature in emerging economy contexts. 

Theoretically, it integrates Agency Theory and Stakeholder Theory in a unified structural model that positions ESG 

outcomes as both a mediated governance outcome and a partial mediator of the governance–financial-performance chain 

— a dual positioning not previously tested in the Indian listed company context. Empirically, it employs a six-year 

balanced panel of 220 BSE 500 firms to provide the most comprehensive test to date of the governance–performance 

mediation chain in India, with structural break analysis around the SEBI LODR 2019 amendment and ownership 

concentration moderation providing two additional analytical contributions. Practically, the finding that board 

effectiveness (β = 0.48) and stakeholder engagement (β = 0.53 on ESG) are the dominant performance pathways implies 

that SEBI's reform agenda should shift from structural compliance metrics toward behavioural board effectiveness and 

genuine stakeholder engagement institutionalisation. 

The CG index trajectory analysis demonstrates that the SEBI LODR 2019 amendment produced a measurable structural 

break in governance quality improvements, particularly for smaller listed firms — providing rare quasi-experimental 

evidence that Indian securities regulation has had its intended governance-upgrading effects. However, the persistent 36-

point gap between Q1 and Q4 governance scores in 2023 suggests that regulatory convergence is a decades-long process 

and that the smallest listed firms remain substantially below the governance standards that large-cap firms have achieved. 
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Future research should extend the panel to include post-BRSR mandate years (2023–2026) to assess whether mandatory 

non-financial disclosure produces stronger ESG–performance linkages than the voluntary/selective disclosure 

environment studied here. Additionally, natural language processing analysis of AGM transcripts, board evaluation 

disclosures, and ESG narrative sections could provide behavioural governance indicators that supplement the structural 

metrics used in this study, enabling a more granular test of the board-effectiveness mechanism's constituent components. 
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