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Abstract Firms play a key role in growth of India, and
there is a need to enhance their competitiveness signifi-
cantly. For that, they may need higher flexibility in their
governance systems. This paper explores the relationship
between flexibility in corporate governance (CG) mecha-
nisms and international competitiveness (IC) in two
knowledge-based industries in India during the period from
2006 to 2014. Using multiple regression model, the results
suggest that flexibility in CG significantly affects IC. In
addition, IC increases with the increase in firm size in the
presence of other factors such as research and develop-
ment intensity, marketing intensity, business group affilia-
tion, and industry dummy. Thus, the study is a novel
attempt to establish the relationship between flexibility in
CG and IC.
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Introduction

Competitiveness is regaining importance in Asia, as finest
international firms shift their attention to growing markets
in Asia. Superior capabilities and competitiveness of select
Japanese industries such as automotive was a driver for
classic ‘competitive advantage of nations’ project led by
Porter. Through impressive efforts, Porter (1990) with a
large team of researchers opened up new perspectives on
competitiveness of nations and firms, including drivers of
long-term firm performance. After Japan, China and India
are emerging as large markets in several industries,
attracting the most competitive global players. The change
forces (e.g., Sushil 2005) unleashed by waves of liberal-
ization that have been initiated after the major one of 1991
are making India a hyper-competitive market. It is also
creating the need for continuity for firms of Indian origin
(FIOs) to achieve and maintain competitiveness and even
enhance it (e.g., Momaya 2001) to sustain market share in
India and grow internationally to achieve balances. Such
forces of continuity and change demand better strategy and
governance in firms and other organizations.

India is aiming at further liberalization and interna-
tionalization to meet the rapidly rising aspirations of the
growing young population. India must improve its contri-
butions to the world skills pool, production, and exports
from the present low levels. Services have played a key
role in the last two decades by providing jobs and exports.
In addition, manufacturing can also enhance the contribu-
tions, if the massive opportunities on production and
exports are to be leveraged. Firms will play a key role and
need to enhance the competitiveness of their respective
industries significantly. Competing and sustaining in the
world market are the new key challenges faced by these
firms. This necessitates that they not only deliver goods and
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services, rather their means to achieving those goals are
equally important. They need a system of rules, practices,
or processes to guide them in balancing the interests of
their stakeholders and provide an overarching framework
for attaining firms’ objectives. These systems should not be
rigid and imposed on firms, rather be flexible and adaptive
to each situation. Thus, they may need higher flexibility in
their governance systems.

Corporate governance is hailed as the best approach to
enhance governance (Cadbury Report 1992; OECD 1998,
2004; Sarbanes-Oxley Act 2002). Regulators worldwide
are emphasizing on improving monitoring function,
effective implementation of legislation, and are encourag-
ing unlisted firms to follow the corporate governance (CG)
codes (OECD 2010). These objectives require efforts to
optimize the existing system of legislation by bringing
about a change in the way legislations/codes are viewed.
Their perception as forceful imposition needs alteration by
introducing flexibility within the existing legislations.
There is a need to understand that laws and regulation form
the basic framework for corporate governance (CII 2009),
and firms need to enhance flexibility by adapting these
regulations within the organization. This realization would
encourage them to enhance flexibility by voluntarily
adopting better CG practices (OECD 2010). This adoption
is possible when firms believe that better CG practices
should come from inherent value systems, which would
enhance reputation and stakeholder value of the firm in the
long run. This is also exemplified by the fact that the best-
governed firms are those who consciously decide to go
beyond the mere letter of law. Thus, the firms should be
flexible to adapt to their internal strengths by experiment-
ing and developing their own systems within the existing
CG framework. This would further improve their produc-
tivity and enhance their capability to produce goods and
services that are competitive in the world market. We
consider CG, as a key element of strategic flexibility nee-
ded to enhance international competitiveness (IC) (Mo-
maya 2001). This would instill a culture of openness,
innovation, and enhance risk-taking capability of the firms,
thus promoting their prosperity and survival.

The key objective of the paper is to explore the rela-
tionship between flexibility in CG and IC, taking the case
of two dominant knowledge-based innovative industries in
India. The paper tries to understand this phenomenon by
having a sample from manufacturing (pharmaceutical) and
services sector (information technology). Innovation and
flexibility act as facilitators to satisfy the changing
requirements and to gain the competitive advantage
(Bishwas 2015). Indian pharmaceutical industry started as
a processing industry almost four decades ago. However,
over the years, it has grown into a sophisticated industry
with advance manufacturing technology, modern
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equipment, and stringent quality control. In comparison
with its foreign peers, the industry is bestowed with
advantages like lower cost (for instance, production, R&D,
import, and labor). The production cost is competitive due
to processes such as reverse engineering and low spend on
R&D by limited firms.

In comparison, information technology (IT) industry is
highly innovative, export oriented, and is economically
important in its own right. It is also an important contrib-
utor of innovation in other sectors (OECD 2006) and wit-
nessed a phenomenal compounded growth rate of about
50 % in the last decade (Nasscom 2014). Growing at a
phenomenal rate of more than 14 %, IT services export is
expected to earn $52 billion in 2014 (Nasscom 2014). This
growth is driven by revival in demand from both the USA
and Europe. Thus, high quality with low cost of Indian
software professionals has made this industry one of the
most competitive industries in the organized sector of India
with globally renowned firms (like Infosys, TCS, HCL, and
Wipro).

The competitive spirit among the firms creates a stim-
ulating environment at the industry level and consequently
enhances the economy’s long-term socioeconomic health.
Additionally, this competitive spirit can enhance competi-
tiveness, which has relevance at the firm, industry, and
country level. Our research focuses on the international
competitiveness of these two industries by drawing com-
parisons at the firm level. In light of the above context and
little knowledge about the relationship between CG and IC,
we evolve research questions. The key research question is
to ascertain the dimensions of flexibility in CG, which has
a relationship with IC. This is addressed by identifying the
patterns in dimensions of CG and IC, here export com-
petitiveness by contrasting these two key industries. Fur-
ther, we identified elements of flexibility in CG that may
have strong relationship with IC and evolved a conceptual
framework.

This paper contributes to the literature on CG and IC by
identifying the relationship between flexibility in CG and
IC. Previous attempts to link CG and competitiveness fail
to address the inherent flexibility in governance. These
studies have a limited view about CG and have defined CG
by a single parameter (like disclosure) or multiple param-
eters. Thus, our paper is a novel attempt to relate corporate
governance and international competitiveness, incorporat-
ing the role of flexibility in a context of an emerging
country.

The rest of the paper is organized as follows: section two
takes a brief look at the relationship of flexibility in cor-
porate governance with international competitiveness.
Further, section three discusses the research design of the
study followed by results in section four. Discussions are
drawn in section five. The penultimate section discusses the
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conclusions and implications, emanating from the study.
Finally, section seven states the limitation and suggests
directions for further research.

Literature Review

The review is organized by initially discussing the corpo-
rate governance scholarship followed by the context of
competitiveness from country to the firm level. Here, we
identify the pertinent tenets of governance relevant to
Indian context and isolate the drivers of IC for the firm.
Then, we attempt to understand the linkages by discussing
the papers connecting CG and IC. Further, we introduce the
concept of flexibility, its linkages with corporate gover-
nance and their inherent measures. Additionally, we pre-
sent the study’s conceptual framework depicting the
relationship between flexibility in CG and IC. Finally, the
proxies of flexibility of corporate governance are linked to
international competitiveness, and accordingly, hypotheses
are proposed.

The CG scholarship has witnessed a steady growth in
the last two decades with a global maturation from the
period 1993-2007. As the field experienced increased
methodological rigor and multi-disciplinary characteristics,
the dominant US orientation is pervasive (Durisin and
Puzone 2009). In the emerging market context, owing to
the unique institutional context, performance remains the
dominant research theme. Unlike the West, the findings
suggest that better CG helps attain greater performance and
market valuation (Klapper and Love 2004; Morey et al.
2009). The predominant extant research investigated the
relationship between internal governance structures and
financial performance of Indian companies. Here, the
effectiveness of boards of directors, including board com-
position, board size, and aspects such as independent
director, board busyness, is addressed and found relevant in
Indian context (Srinivasan and Srinivasan 2011).

Competitiveness is a holistic concept connecting several
disciplines and having relevance across the levels: firm,
industry, and country. With the publication of The Com-
petitive Advantage of Nations (CAON) project, Porter
(1990) and team opened up new perspectives on competi-
tiveness, particularly at industry and country level. At the
firm level, it focuses more on the business ability, pro-
cesses, productivity, and performance of a firm on different
factors. Firm competitiveness can be defined as capability
to design, produce, and market goods or services, which are
superior to the ones offered by competitors, considering the
price and non-price factors (D’Cruz 1992). International
competitiveness is a key factor for aspiring firms according
to the comprehensive Assets-Processes-Performance (APP)
framework of competitiveness (Momaya 2001). It focuses
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on strategic intent, international orientation of top man-
agement team, and capabilities for international interac-
tions such as exports, investments, and alliances for
technology or knowledge transfer. Key reasons to focus on
international factors span political (e.g., restrictions on free
movement of factors), economical (e.g., differences in
factor prices), and trade (e.g., sustained record of trade
deficits) areas.

Despite significant improvement in competitiveness at
country level for India (Momaya 2014), there are major
challenges in improving international competitiveness for
large Indian firms. Factor-driven jump in competitiveness
for India seems quite remarkable in late 2000s. Measured
in terms of country competitiveness ranks—based on more
than 200 criteria—India jumped to 28 in 2009 from 47 in
2005 (Momaya 2014), a remarkable feat for a large diverse
country. However, number of focal firms seems to have
stagnated (e.g., around eight for last several years in Global
500), indicating major challenges of growth and transfor-
mation. A root cause of such stagnation in IC may be
traced to negligible levels or slow growth of earnings from
abroad. Export-related criteria (e.g., export growth, market
share, etc.) are widely accepted as useful criteria of inter-
national competitiveness across levels (e.g., Buckley et al.
1988; p. 180; Momaya 2001) and have been adapted in our
study.

Export of goods, services, and solutions is still highly
relevant form of internationalization for many countries in
emerging world scenario. Emerging countries such as
India often start their journey by migration of skilled
workers and many advanced countries have encouraged
such flow by changing their immigration policies. How-
ever, in long history, such workers or their successors
have become target of attacks in many countries. For
India, late 2000s was an era of other extreme—debt-fi-
nanced mega deals of M&A, including in advanced
countries such as Germany, UK, and the USA. The
chronicles of debt saga that started in 2007 still haunt the
world economy raising questions about such M&A-driven
internationalization. The saga that started with ‘the great
American subprime crash of 2007-2009° spread to Eur-
ope (2010-2012) and now threatening the ‘emerging
market bust’ (e.g., Economist 2015) hints at risks of
volatile capital flow-driven internationalization. Countries
of East Asia (e.g., Japan, then Korea and now China) that
balanced export competitiveness seem to have withstood
such international tsunami better. Hence, we will focus on
export competitiveness as a major factor of international
competitiveness in this paper.

These two corporate concepts—namely corporate gov-
ernance and international competitiveness— have been
discussed narrowly in the literature. These discussions are
limited to specific dimensions of these concepts. There is a
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need to analyze these two conditions mutually as presently
handful studies discuss their mutual interaction.

Using cross-country sample, Ho (2005) examined these
two corporate conditions holistically. The findings revealed
positive relationship between corporate governance and
international competitiveness when governance is mea-
sured holistically. Recently, researchers have also tried to
analyze this relation in a single country context by studying
the relationship between voluntary disclosures and inter-
national competitiveness of Indian firms (Subramanian and
Reddy 2012). Their analysis revealed that international
markets value firm disclosing voluntary information about
their board practices. However, disclosures related to
ownership structures lead to decline in market share. Thus,
controlling for firm size, industry concentration ratio, and
firm growth rate in a multiple regression model, their
analysis reveals mixed results. They contend that the Indian
financial market regulator, SEBI’s (Securities Exchange
Board of India) continuous efforts toward enhancing board
practices will protect investors as well as enhance the
overall competitiveness of Indian firms. The author also
makes a case that opaque structures are boon to Indian
firms, as such disclosure might result in proprietary cost
internationally (Khanna and Palepu 2000). Overall, their
research suggests that disclosures related to governance
practices are important for Indian firms entering interna-
tional markets.

Apart from the two studies discussed, no major study
addressing the relationship between the corporate gover-
nance and international competitiveness was found in our
literature review. Both these studies have looked at cor-
porate governance either holistically (five parameters) or
using a single parameter (like disclosure), but lack the
inherent flexibility that governance practices offer.

Flexibility in management is a multifaceted concept
emerging in response to the needs of time. Flexibility
relates to providing more options, quicker change mecha-
nisms, and enhanced freedom of choice to improve com-
petitiveness. Flexibility tries to dynamically balance
extremes without shifting toward them (Sushil 2000a).
Among several dimensions of flexibility, strategic, human
resources, organizational, financial, and technological are
the key ones (e.g., Sushil 2000b). Flexibility through
managing continuity and change can help improve com-
petitiveness and strategic performance (Sushil 2014).
Flexibility in CG can be defined as options on various
continua of key dimensions of CG to enhance competi-
tiveness. Key dimensions relevant in current Indian context
may be structural one such as size of board and number of
independent directors. Indian firms have the flexibility to
choose the optimum board size based on their growth,
profitability, and industry. Similarly, beyond the stipulated
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minimum threshold, the firm is free to decide the number
of independent directors in their board.

In mature contexts, where flexibility in CG is well
defined and longitudinal data about criteria of each
dimension are available, it may be possible to measure
changes in flexibility in CG, but such definitions and data
do not exist in most countries. Hence, our measurement of
flexibility in CG is focused on limited definition, but is still
highly relevant for perhaps first such study to the best of
our knowledge. The relationships of interest in this study
among key constructs are depicted graphically in the con-
ceptual framework in Fig. 1.

Flexibility in CG

Since the world is facing increasing volatility, uncertainty,
complexity, and ambiguity (VUCA), scaling up perfor-
mance in international competitiveness demands a lot of
flexibility on several fronts, including CG. In this paper, we
are taking international competitiveness as one among the
several factors of ‘competitiveness performance’ facet of
Assets-Processes-Performance (APP) model (Momaya
2001). In spite of possessing better systems of governance,
India still lags behind the best practices in corporate gov-
ernance. CG has many dimensions, but board size (BS) and
independent director (ID) may be better predictors of
flexibility in CG. Flexibility in board size can be evaluated
in terms of number on a continuum, where desirable size
can vary for our context. Similarly, ID can play a role to
enhance IC.

Board Independence

The worldwide financial debacles emphasize the need for
introducing governance guidelines to prevent similar mis-
haps. These guidelines or codes consider board of directors
as an important governance mechanism to monitor the
expropriation of minority shareholders by majority share-
holders. These boards typically comprise of executive,
non-executive, and independent directors.

Flexibility in corporate governance

Board Size Board Independence |

International competitiveness

Jump in exports earnings |

Fig. 1 Conceptual framework depicting the relationship between
flexibility in corporate governance and international competitiveness
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Presence of these outside directors, who bring an
impartial view and are independent of the management, are
considered to add value to the firm (Haldar et al. 2013).
Governance experts (see for example American Law
Institute 1994; Financial Markets Authority 2014; Business
Roundtable 2010; CII 2015) advocate having a balance of
independent and executive director in boards to enhance
the overall governance of the firm. Greater proportion of
outside directors helps in monitoring the conflict of interest
between shareholders and managers according to the
agency theory (Jensen and Meckling 1976; Fama and
Jensen 1983; Shleifer and Vishny 1997). Firms with
additional outside directors perform better (Baysinger and
Butler 1985; Lee et al. 1992) and are likely to decrease
consumption of perquisites (Brickley and James 1987).
Further, outside directors were more likely to be inducted
following poor performance or firm exits from industry,
indicating that outside guidance is desirable in times of
strategic realignment (Weisbach 1988).

Indian experience presents a unique phenomenon
among emerging economies. Here, family-controlled
business is a dominant characteristic, which emphasizes
reliance on internal governance mechanism than external
ones (Chakrabarti et al. 2008). Garg (2007) found strong
association between board independence (50-60 % inde-
pendent members) and performance. Jackling and Johl
(2009) suggest similar findings with respect to the
requirements of clause 49 for a specified representation of
outside directors on boards as an important aspect of
corporate governance. It is possible that there is an atti-
tude in some Indian boards that the members (more so the
outside directors) are working for those who have brought
them onto the board.

Alternatively, Agrawal and Knoeber (1996) and Coles
et al. (2001), found negative impact of greater representa-
tion of outside directors on firm’s performance while
researchers (e.g., Dalton et al. 1998; Reddy et al. 2010;
Pham et al. 2011; Ferrer et al. 2012; Vintila and Gherghina
2012) found insignificant effect of outside directors on firm
performance.

While the results of prior research on the role of outside
directors on performance is mixed, the agency theoretic
view is emphasized to evaluate the impact of number of
independent directors on firms’ international competitive-
ness. Changes in the Indian regulations (recommended by
Kumar Mangalam Birla committee) also emphasize on the
need for outside directors to enhance the internal strength
and offer the necessary flexibility in the boardroom
dynamics. It is hypothesized that greater proportion of
outside directors will monitor the actions of managers
which in turn would have a positive impact on the firms’
international competitiveness. Accordingly, the following
hypothesis is proposed:

L 4

Hypothesis 1 There is a positive relation between inde-
pendent directors and international competitiveness.

Board Size

Advocates of agency theory contend that large boards
impede communication and decision making, thereby
limiting the effectiveness of its monitoring function. Jensen
(1993) states that ‘as groups increase in size they become
less effective because coordination and process problems
overwhelm the advantage from having more people draw
on.” In addition, he argued that boards are less likely to
function effectively when they grow beyond seven to eight
members, as they might be micro-managed by the CEO.
Further, an ideal board size of eight to ten members with
balance between executive and non-executive directors is
proposed by researchers (such as Lipton and Lorsch 1992;
Cadbury 1992). The claim was substantiated by Yermack
(1996) where he suggests an inverse relation between board
size and firm value among US firms.

This relation attenuated as board size increases leading
to incremental cost. The finding was robust to control
variables such as firm size, industry affiliation, board
composition, ownership, growth opportunities, diversifica-
tion, and firm age. Similar findings have also been reported
by later studies (e.g., Eisenberg et al. 1998; Hermalin and
Weisbach 2001;Alshimmiri 2004; Mak and Kusnadi 2005;
De Andres et al. 2005). Indian firms were no exception to
this finding, and Garg (2007) found board size negatively
related to all performance variables except market-adjusted
stock prices (MASR).

However, proponents of resource dependency theory
advocate that large board have representation of people
with diverse background, which is expected to bring
diversified knowledge and expertise to the boardroom
dynamics (Pearce and Zahra 1992; Dalton et al. 1998; Van
den Berghe and Levrau 2004). Studies by Reddy et al.
(2010), Pham et al. (2011), Ferrer et al. (2012), and Vintila
and Gherghina (2012) concluded that board size does not
have significant effect on the performance for firms in New
Zealand, Australia, Philippines, and the USA, respectively.
Studies also report a nonlinear inverted ‘U’- shaped rela-
tionship between board size and performance (Vafeas
1999; Golden and Zajac 2001). Whereas others feel that
governance system in a country is contextual and influ-
enced by the legal, institutional, and cultural factors
(Weimer and Pape 1999).

As the literature on this aspect is derived from devel-
oped markets, the extent to which it is applicable to
emerging economies like India is, however, ambiguous.
The literature on board size effects highlights the inherent
advantages with caution on the speed of decision making
required for today’s turbulent environment. Typically,
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large boards have problems of communication, coordina-
tion and decrease the board’s ability to control manage-
ment (Jensen 1993; Yermack 1996). Board structures in
public firms were studied and found to have problems in
coordination, communication, and decision making in
comparison with smaller boards (Lipton and Lorsch 1992;
Jensen 1993; Yermack 1996). These boards are usually
controlled by chief executive officer (CEO) and promote
opacity in managerial performance deliberations. Incen-
tives based on performance are contradiction for these
CEO’s—whose pay is independent of their performance.
These agency problems might diminish in firms with
smaller board size. Impact of bigger board on flexibility in
decision making needed for dynamic export competitive-
ness is assumed to be inversely related. Hence, we propose
that:

Hypothesis 2 There is an inverse relation between board
size and international competitiveness.

Research Design

The study advanced through a data driven approach due to
the inherent limitation and disagreement about the drivers
of international competitiveness in the literature. We
selected two technology-based industries due to their
polarity on research and development intensity. Owing to
the limitations of data, we opted for small samples. The
research design of the study is depicted in a summarized
manner in Fig. 2.

Data

Prowess database, which is maintained by Centre for
Monitoring Indian Economy (CMIE) (e.g., Khanna and
Palepu 2000; Chittoor et al. 2014), was the main data
source for this study (Fig. 3). We considered all the firms
(available in this database) belonging to IT and Pharma-
ceutical sector for our study. The database comprised of
938 IT firms and 614 firms from pharmaceutical sector.

* Firms in knowledge - based industries
Data .
¢ |T and Pharmaceutical Industry

* Dependent - International Competitiveness
* Export Jump

¢ Independent - Flexibility in Corporate Governance
* Board Independence and Board Size

* Control- Firm Size,R&D Intensity, Mktg Intensity, BG
Affiliation Dummy, IT Industry Dummy

Methodology { ¢ Multiple Regression

Fig. 2 Summary view of research design

Variables
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Data

X

A

Indian Firms in IT Sample Period
and Pharmaceutical Industry P

N

N

Data Sources

2006-14 CMIE Prowess

N N
Fig. 3 Sample characteristics
Total Fi . IT-938 Pharmaceutical - 614
O s in -Listed:284 Listed:212
*Unlisted:654 *Unlisted:402
Fi - IT - 45 Pharmaceutical - 34
e Listed:37 Listed:31
*Unlisted:8 *Unlisted:3
. h IC & IT-40 Pharmaceutical - 31
1rrr(1:s(;vll)tata eListed:35 «Listed:30
*Unlisted:5 *Unlisted: 1

Fig. 4 Data screening to refine samples

This dataset underwent two screenings to arrive at our
final sample as shown in Fig. 4. Firstly, we excluded the
firms lacking data on international competitiveness (mea-
sured by jump in export earnings). This screening reduced
our sample from 938 to 45 for IT firms and from 614 to 34 for
Pharmaceutical firms indicating that hardly 5 % of Indian
firms belonging to these sectors have export earnings. This
indicates that the structure of Indian IT and Pharmaceutical
sector is skewed, and majority firms are small and medium
enterprises who are struggling to meet the challenges of
increasing top line and bottom line (Nasscom 2014).

In the second screening, we excluded the firms, which did
not have data on corporate governance measures, resulting in
40 and 31 firms from IT and Pharmaceutical sectors, respec-
tively. This indicates that firms having outward orientation
take governance seriously. Thus, our final sample comprises
of 40 firms from IT sector (bifurcated into 35 listed firms and 5
unlisted firms) and 31 firms from Pharmaceutical sector (bi-
furcated into 30 listed and 1 unlisted firms). These numbers
depict that in spite of no regulatory requirement, unlisted firms
in IT sector are ahead of their Pharmaceutical peers in dis-
closing their corporate governance information.

In the next phase, we tried to understand our sample
firms by their ownership pattern (Fig. 5). Here, we found
that majority firms in pharmaceutical sector are private
stand-alone Indian firms, whereas Indian business groups
dominate IT sector. Even the unlisted firms in IT sector
belong to Indian business group. Thus, IT sector in spite of
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Fig. 5 Ownership classification 30
of sample firms 25

20
15

s .
0

BG (Indian)

No. of firms

w

Fig. 6 Variables and measures

L .

Variables
|

Control Variables

being held by business groups, which are otherwise, per-
ceived to be less transparent has better disclosure practices.

Variables

The variables for the study are depicted in Fig. 6.
Dependent Variable

International Competitiveness (IC) International com-
petitiveness can be evaluated on multiple criteria (Momaya
2001). For the context of this paper, we selected jump in
export earnings (referred as export jump henceforth) as the
most relevant criteria. Export jump is measured as the
absolute difference in export earning of the firm between
2006 and 2014.

Independent Variables

Flexibility in corporate governance (CG) Flexibility in
management is a multifaceted concept emerging in
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— Dependent Variables

Independent Variables

M Pharmaceutical
IT
[ [ |

BG (Foreign) Pvt (Indian)

Ownership Groups

Pvt (Foreign)

International
Competitiveness

Export Jump

Board Independence

Flexibility in Corporate
Governance

Board Size

— Firm Size (Net Sales)

— R&D Intensity

Marketing Intensity

Business Group
Affiliation Dummy

—  Industry Dummy

response to the evolving needs of time. Among several
dimensions of flexibility, strategic, human resources,
organizational, financial, and technological are the key
dimensions (e.g., Sushil 2000b; Cornerstones of Enterprise
Flexibility). Flexibility in CG can be defined as options on
various continua of key dimensions of CG to enhance
competitiveness. Key dimensions relevant in current Indian
context may be structural one such as size of board and
number of independent directors.

Board Independence (ID) The number of independent
directors on the board operationalizes board independence.
The concept originated in developed economies like USA,
but later became part of the regulatory necessity worldwide
(Gordon 2007). Eighteen countries issued recommenda-
tions or stipulations on minimum requirement of indepen-
dent directors on corporate boards between 1994 and 2000
(Dahya and McConnell 2005). As governance failures rose,
corporate boards seem to be in a monitoring role rather
than in an advisory role with a marked shift toward having
more outside directors. This trend increasingly became
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noticeable, legally binding, and increasingly stringent with
time—between the period 1950 and 2005. This brought
about a noticeable change among US firms where there was
a phenomenal rise in number of independent directors from
20 % in 1950 to approximately 75 % in 2005 (Gordon
2007).

Board Size (BS) The total number of board of directors in
the firm measures board size. The size should be optimum
with an appropriate balance of power and authority on the
board. While strategic discussions are easier in smaller
boards, large boards bring in the advantage of diversity of
viewpoints and experiences.

Control Variables

To control for the effect of other factors which also may
affect the variables of interest in our study, a comprehen-
sive set of other variables are included (Khanna and Palepu
2000; Chittoor et al. 2014) such as firm size, research and
development intensity, marketing intensity, business group
affiliation, and industry dummy.

Firm Size (FS) Sales, total assets, and market capital-
ization in the literature commonly measure firm size. From
an economic perspective, sales figures are less influenced
by accounting manipulations or biases. It is also not
affected due to relative capital or/and labor intensity of the
firm (Hirschey 2008). Measurement problems linked to
inflation, and replacement cost is almost negligible using
sales as a proxy (Shalit and Sankar 1977). Further, large
firms may be productive due to their ability to reap
advantages (e.g., economies of scale, large-skilled work-
force, formalize processes and procedures) leading to
enhanced governance practices (Haldar and Rao 2013).
Owing to its advantages, natural logarithm of sales is uti-
lized for measuring firm size in our study.

R&D and Marketing Intensity (R&D and MKTG) The
effect of firm’s investment into varied resources and
capabilities on international competitiveness is captured
through representations for their technical and marketing
investments. R & D intensity is measured by taking a ratio
of firm’s R&D expenses to its sales. Similarly, marketing
intensity is a ratio of its total annual marketing expenses to
its annual sales for that year.

Business Group Affiliation Dummy (BGA) Following
prior research, we measure a firm’s affiliation to a BG
using a dummy variable, which takes a value 1 if the firm is
owned by a BG and 0 otherwise. In agreement with pre-
vious research on BG affiliation for Indian firms (Khanna
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and Palepu 2000; Chittoor et al. 2014), we adopt CMIE’s
classification of firms to identify whether an individual firm
belonged to a business group or it was a stand-alone firm.

IT Industry Dummy (ITD) This dummy variable takes the
value 1 if the firm belongs to IT sector otherwise the value
is 0. This dummy variable measures whether there is a
significant difference between firms from IT sector and
Pharmaceutical firms.

Methodology

We estimate the model using ordinary least square and
report the results with robust option. From an econometric
viewpoint, the following model is specified for estimating
the relationship between international competitiveness (IC)
and Flexibility in corporate governance (CG).

IC, = o+ B11ID,—g + f2BS, g + B3FS, g + p4R&D, 3
+ B5KTG,_g + p6 BGAD + B7ITD + ¢

where IC, = international competitiveness measured by
Export Jump (2014-2006), ID = Independent Director
(2006), BS,_g = Board Size (2006), FS,_g = Firm Size
(2006), R&D,_g = Research and Development Intensity
(2006), MKTG,_g = Marketing  Intensity  (2006),
BGAD = Business Group Affiliation dummy, ITD = IT
industry dummy, ¢ = Random disturbance term.

Empirical Results

The analysis of the study was conducted in a phased
manner. Initially, descriptive statistics (e.g., mean) was
utilized to identify patterns among dimensions of CG and
IC in these two industries. Later advance technique—
multiple regression—was explored to discern relationships.

General findings are depicted in Table 1.On anaverage, IT
firms had about four times export earnings in comparison with
their pharmaceutical peers in 2006. This trend continued for
the next 8 years, where IT firms further reached almost five
times of their pharmaceutical peers. IT firms also lead in sales
(1.5 times) as well as in export intensity (4 times). The average
export jump of IT firms between 2008 and 2014 was also far
ahead which indicated higher flexibility in IT industry.
Governance measures had little variation between both
industries. Board size ranged between 3 and 18 with firms
having negligible independent director to at most 10 inde-
pendent directors. Average firm size is 7.64 million rupees
with variation from 1.13 to 11.62 million rupees.

Table 2 gives the descriptive statistics of our sample
firms. Our data suggest that on average there were four
independent directors. Maximum independent director was
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Table 1 Mean value of international competitiveness and flexibility in governance practices Source: authors computation

Variables IT firms (40) Pharmaceutical firms (31) Overall sample (71)
Mean export earnings (2006) (Rs. million) 8608 2474 5930
Mean export earnings (2014) (Rs. million) 44,472 9871 29,364
Mean export jump (2006-2014) (Rs. million) 35,864 7396 23,434
Mean sales (2006) (Rs. million) 10,153 6858 8714
Export jump as % of sales (%) 353 108 269
Mean board size (2006) 9 11 10
Mean independent director (2006) 5 5 5
Table 2 Descriptive statistics
Variable IT firms (40) Pharmaceutical firms (31)

Mean Std. dev. Min Max Mean Std. dev. Min Max
1C 7.68 2.50 3.10 13.13 7.60 1.84 4.42 11.06
D 4 3 0 4 2 0 9
BS 9 4 3 11 3 6 18
FS 8.24 241 1.97 13.38 9.21 1.46 5.20 11.49
1. IC and FS are log of values (in Rs. million)
Table 3 Correlation matrix
Variable IT Firms (40) Pharmaceutical Firms (31)

IC ID BS FS IC ID BS FS

IC 1.00 1.00
ID 0.38 1.00 0.52 1.00
BS 0.45 0.67 1.00 0.11 0.37 1.00
FS 0.92 0.36 0.45 0.59 0.29 0.23 1.00

10, and in certain firms, they did not have any independent
director. Board size ranged from 3 to 18 with a mean of 10
board members. International competitiveness measured by
log export jump had a mean of 7 with a range of 3—13.

The correlation matrix suggests that firm size and
international competitiveness have high correlation
(Table 3). In addition, board size and independent director
have high correlation. These high correlations were pre-
dominantly observed among IT firms as compared to
pharmaceutical firms. Both these variables are measuring
flexibility in corporate governance; there might be multi-
collinearity problem among them as correlation is high.
This necessitated us to check for variance inflation factor,
which suggested low values indicating the absence of
multicollinearity.

Table 4 includes the results of the regression of flexi-
bility in corporate governance (measured by ID and BS) on
international competitiveness. The regression estimates are
conducted with White (1980) heteroskedasticity-consistent
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standard errors and covariance. We analyzed the relation-
ship in a phased manner progressing from model 1 to
model 3.

Model 1 suggests that ID is significant with a positive
coefficient (f = 0.18, t-stat = 2.06, p = 0.04). In addition,
firm size is significant with a positive coefficient
(p = 1.04, t-stat = 14.63, p = 0.00). Controlling for R&D
intensity and marketing intensity, model 2 suggests flexi-
bility in governance matters. ID is significant with a pos-
itive coefficient (f = 0.25, t-stat = 2.25, p = 0.04).
Whereas board size is significant with a negative coeffi-
cient (f = —0.21, r-stat = —2.05, p = 0.05) as expected.
Firm size is significant with a positive coefficient
(p = 1.06, t-stat = 6.79, p = 0.00).

Finally, we control for business group affiliation (Ref-
erence category = BG affiliated firms) as well as industry
affiliation (Reference category = IT firms) by incorporat-
ing a dummy variable in model 3. ID is significant with a
positive coefficient (f = 0.25, t-stat = 2.25, p = 0.04).
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Table 4 Relationship between international competitiveness (measured by export jump®) and flexibility in corporate governance

Model 1 Model 2 Model 3
ID 0.18 (2.06)* 0.25 (2.25)* 0.25 (2.25)*
Board size —0.88 (—1.40) —0.21 (-2.05)* —-0.22 (-2.10)*
Firm size® (sales) 1.04 (14.63)** 1.06 (6.79)** 1.03 (5.75)**
R&D intensity® —0.13 (—-0.73) —0.16 (—0.82)
Marketing intensity® —0.09 (—0.26) —0.13 (—0.45)
Constant —1.64 (—2.37)* —1.33 (—0.69) —1.44 (-0.79)
Industry dummy (IT CO. = 1) Included
Group affiliation (BG = 1) Included
R square 69 % 86 % 87 %
F value 95.62 (0.00) 51.59 (0.00) 42.64 (0.00)

 Natural logarithm
wx < 0.01; #* p < 0.05

Table 5 Relationship between IC and CG operationalizing firm size
by total assets

Model 4
1D 0.42 (3.09)**
Board size —0.27 (—2.20)*
Firm size® (total asset) 0.68 (3.79)**
R&D intensity® —0.67 (—1.99)
Marketing intensity® 0.30 (0.80)
Constant 1.01 (0.42)
Industry dummy (IT CO. = 1) Included
Group affiliation (BG = 1) Included
R square 79 %
F value 8.97 (0.00)

* Natural logarithm
ik p < 0.01; ** p < 0.05

Whereas board size is significant with a negative coeffi-
cient (f = —0.22, t-stat = —2.10, p = 0.05). Also firm
size is significant with a positive coefficient (f = 1.03, -
stat = 5.75, p = 0.00). Subsequently, we interpret only
model 3.

Robustness of Findings

Our findings on international competitiveness (based on
multiple regression) indicate that flexibility in corporate
governance is more likely to increase firm’s competitive-
ness. To strengthen our inference and a robustness check
exercise, we estimate model 3 by measuring firm size by
log assets instead of log sales. Table 5 suggests that ID is
significant with a positive coefficient (f = 0.42, ¢
stat = 3.09, p = 0.08). Whereas board size is significant
with a negative coefficient (f = —0.27, t-stat = —2.20,
p = 0.05). Firm size is significant with a positive
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coefficient (f = 0.68, t-stat = 3.79, p = 0.00). The results
of model 4 therefore support our findings that increasing
flexibility in corporate governance enhances international
competitiveness of Indian firms.

Discussions

Review of corporate governance and international com-
petitiveness (IC) links from two polar industries provided
interesting findings. Flexibility in CG and IC linkages was
confirmed in the presence of firm size, R&D intensity,
marketing intensity, business group affiliation dummy, and
industry dummy. Results suggest that for a unit increase in
number of independent directors, we expect to see about
1.28 % increase in international competitiveness, since exp
(0.25) = 1.28. Whereas, for a unit increase in board size,
we expect to see about 1.24 % decrease in international
competitiveness, since exp (0.22) = 1.24. The findings
provide useful implications for the role of board size (BS).
The findings confirm inverse relationship between board
size and international competitiveness. While larger board
can have advantages of diversity of experiences, smaller
board can be more effective with speed and coherence of
decisions often necessary for exports to dynamic interna-
tional markets. Overall, relatively low export performance
of many industries despite having firms with large boards
indicates the need for innovations in governance.

The model suggests that 1 % increase in firm size would
yield a 0.10 % increase in the international competitive-
ness of the firm. Strong role of firm size for international
competitiveness confirmed an earlier insight (e.g., Yadav
and Momaya 2010). This may be attributed to heavy
investments needed to build capabilities (e.g., managerial
to innovation) to compete internationally; firm size helps
make the investments. We further verify the robustness of

L 4



Global Journal of Flexible Systems Management (December 2016) 17(4):389-402 399

our results by replacing firm size measured by log sales to
log assets. In contrast to the USA, in most Asian contexts
capabilities are built slowly and organically. This is
desirable in most contexts, including ‘Built to Last,” but
rapid scale-up in capabilities becomes necessary in some
context and that should be reflected in size. Transition from
industrial revolution to knowledge revolution in India, in
such industries as the case of two in this paper, may
necessitate indigenous models, mantras, and metaphors in
management, leadership, human development as well as
strategic thinking and policymaking (Sharma 2016).

Indian firms are realizing the need of improving
corporate governance (CG) to enhance international
competitiveness (IC). These governance frameworks
need periodic review and are contextualized for effective
implementation and enforcement. This recognition of
flexibility in CG practices is required, as ‘one size does
not fit all’ (OECD 2011). This continuous assessment is
an important tool in the process of developing an
effective CG framework. For instance, Indian firms have
a predominance of controlling shareholders (Haldar and
Rao 2011), which necessitates more focus of indepen-
dent director to monitor the management and effectively
protect minority shareholders. Hence, advocating that
board independence enhances board monitoring, has
value and helps firms compete internationally. Finally,
the tenet is reinforced by our findings that independent
directors significantly affect international competitive-
ness in these two highly internationally competitive
industries in India.

Conclusions and Implications

Interesting patterns emerged for the two highly competitive
innovative industries, despite limitations due to availability
and completeness of data that constrained sample size.
Firm size emerged to be a stronger driver of international
competitiveness. This is understandable as both the
industries remain highly fragmented in India, and hardly
few Indian firms have critical size (e.g., Yadav and
Momaya 2010) and capabilities to manage risks and grow
rapidly internationally. Service sector firms displayed
higher levels of flexibility in their governance practices.
These firms quickly adapted and implemented the best CG
practices to be internationally competitive. Numbers of IT
firms in India are business group-affiliated firms, which are
typically characterized by higher levels of opacity in their
business practices. In spite of the ills ascribed to the family
business groups in emerging economies, these concentrated
owners might not be hostile to competition. Thus, even in
the low capital intensity and relatively unregulated setting
of Indian IT industry, concentrated ownership flourishes in
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a privately successful and socially useful way of enhancing
international competitiveness (Khanna and Palepu 2004).

When compared to most advanced countries, both
hyper-competitive industries in India remain highly frag-
mented. Such combined factors restrict them to suboptimal
size—often 1/20th to 1/4th of the size of the competitive
firms in other countries—affecting their risk management
and innovation capabilities. Hence, it will be very chal-
lenging for Indian firms to reach high levels such as ‘Build
to Last’ (e.g., HP, J&J) (Collins and Porras 1996) that
make lasting contributions toward industry and clusters for
decades. Situations in India sometimes do not provide
relevant opportunities of consolidation, and some firms
have looked at international M&A; as discussed above, the
success of such M&A has been limited due to gaps in
complementary capabilities. Enhancing new product
development (NPD) capabilities—first for domestic market
and later adapting them for select international markets—
may be a better way forward for not only the two indus-
tries, but other industries also can be helpful. Compara-
tively, Indian focal pharmaceutical firms may have a huge
opportunity to contribute to employment generation (what
IT has done so well), if they can build resources to take
Indian health care and other elements of Indian medicine
system (e.g., Ayurveda) international. Strong support of
government at center for Yoga may act as enabler. Ayush
is one example of strategic intent that can be implemented,
if Indian focal firms can mobilize human, financial, and
other resources.

Implications

The findings have implications for multiple stakeholders;
we will focus on two key stakeholders. We start with
implications for top management of companies and prac-
titioners keen to enhance governance and leverage it for
competitiveness. Maturity of corporate governance ulti-
mately depends on quality of governance across levels—
from local and municipal governance to national and
international levels. Companies will have to strive to
enhance governance, even if there are big ‘structural holes’
in governance at world level such as ‘Security Council,’
‘Tax Heavens’ (e.g., Jalan and Vaidyanathan 2014). Indian
firms have a long way to go in building capabilities on
multiple fronts from functions or competitiveness pro-
cesses such as HRM, operations, marketing to cross-func-
tional such as internationalization, knowledge
management, and management of risk.

Considering a worst export slow down India has faced
recently, some implications for policy makers are also
relevant. For continuously 14 months, India’s exports have
been declining. Luckily, crisis like Latin American coun-
tries has not broken out yet, but cannot be ruled out when
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any tsunami hits in an interconnected world. With liber-
alization, companies have been given enormous freedom
on many fronts, but associated responsibilities seem to be
less understood in India. Policy makers should understand
such balances and evolve policies that encourage better-
governed firms excelling at exports and place checks on
corporates escaping their responsibilities.

Limitations and Directions for Further Research

Despite starting with as large a sample as possible in CMIE
Prowess database among 1552 firms (IT + Pharmaceutical),
completeness of data constrained sample sizes and hence
several limitations in results. For some factors, we are more
dependent on financial performance. The non-financial
measures such as enterprise and stakeholders (Sushil 2014)
need to be considered for strategic performance. Our mea-
sure of flexibility in CG is based on limited, yet relevant
facets of governance. We are working on alternatives and
hope to enhance results significantly in next phase.

Further Areas of Research

Several interesting areas for further research emerged as
we explored depth in this study. We briefly highlight the
select high potential areas here. Scale-up in IC, particularly
on exports and other forms of internationalization,
demands sustained efforts to build innovation capabilities.
That often requires heavy investments in building capa-
bilities such as innovation, international, and HRM. How
some FIOs have quickly built capabilities is a high
potential area. CG will become more complex as FIOs
aspire to compete in vast and diverse markets in East Asia,
where much higher flexibility will be needed from current
dominant design of Anglo-Saxon practices. Firms would
need to go on a self-discovery mode and rediscover their
niches and build on them to leverage their existing gov-
ernance structures. Thus, flexibility in corporate gover-
nance would emerge as a key differentiator of emerging
and growing country such as India.

Alternate approaches to internationalization and CG for
competitiveness and sustainability can provide exciting
arenas of research. Innovation and flexibility are the two
pillars for achieving a high vital state and can be defined as
two vitalization processes for organization vitality (Bish-
was 2015). How such processes can be synergized with
other competitiveness processes to breakout to next levels
of competitiveness (Momaya 2014) can be an exciting high
potential area of research. It may demand new strategic
thinking and management (e.g., Sharma 2016) and can be
another area of research.

@ Springer

Acknowledgments The authors thank the Action Editor Zafar
Husain and four anonymous reviewers for their comments. Prompt
help from researcher(s) at CMIE helped address issues with data
extraction. We thank Industrial Research and Consultancy Center
(IRCC), IIT Bombay, for financial support for competitiveness
research.

References

Agrawal, A., & Knoeber, C. R. (1996). Firm performance and
mechanisms to control agency problems between managers and
shareholders. Journal of Financial and Quantitative Analysis,
31(03), 377-397.

Alshimmiri, T. (2004). Board composition, executive remuneration
and corporate performance: The case of REITS. Corporate
Ownership and Control, 2(1), 104-118.

American Law Institute. (1994). Principles of corporate governance
and structure: Restatement and recommendations. Philadelphia,
PA: American Law Institute.

Baysinger, B. D., & Butler, H. N. (1985). Corporate governance and
the board of directors: Performance effects of changes in board
composition. Journal of Law Economics and Organization, 1(1),
101-124.

Bishwas, S. K. (2015). Achieving organization vitality through
innovation and flexibility: An empirical study. Global Journal of
Flexible Systems Management, 16(2), 145-156.

Brickley, J. A., & James, C. M. (1987). The takeover market,
corporate board composition, and ownership structure: The case
of banking. Journal of Law and Economics, 30(1), 161-180.

Buckley, P. J., Pass, C. L., & Prescott, K. (1988). Measures of
international competitiveness: A critical survey. Journal of
Marketing Management, 4(2), 175-200.

Business Roundtable. (2010). Principles of corporate governance.
Washington, DC: Business Roundtable white paper.

Cadbury, A. (1992). Report of the committee on the financial aspects
of corporate governance. London: Gee.

Chakrabarti, R., Megginson, W., & Yadav, P. K. (2008). Corporate
governance in India. Journal of Applied Corporate Finance,
20(1), 59-72.

Chittoor, R., Kale, P., & Puranam, P. (2014). Business groups in
developing capital markets: Towards a complementarity per-
spective. Strategic Management Journal, 36(9), 1277-1296.

CII. (2009). Taskforce on voluntary guidelines. http://www.mca.
gov.in/Ministry/latestnews/Draft_Report_NareshChandra_CII.
pdf. Accessed 20 May 2014.

CIL. (2015). Council corporate governance policies. http://www.
cii.org/files/committees/policies/2015/04_01_15_corp_gov_
policies.pdf. Accessed 14 Dec 2015.

Coles, J. W., McWilliams, V. B., & Sen, N. (2001). An examination
of the relationship of governance mechanisms to performance.
Journal of Management, 27(1), 23-50.

Collins, J. C., & Porras, J. I. (1996). Building your company’s vision.
Harvard Business Review, 74(5), 65.

Dahya, J., & McConnell, J. J. (2005). Outside directors and corporate
board decisions. Journal of Corporate Finance, 11(1), 37-60.

Dalton, D. R., Daily, C. M., Ellstrand, A. E., & Johnson, J. L. (1998).
Meta-analytic reviews of board composition, leadership struc-
ture, and financial performance. Strategic Management Journal,
19(3), 269-290.

D’Cruz, J. R. (1992). New compacts for Canadian competitiveness.
Collingdale: DIANE Publishing.

De Andres, P., Azofra, V., & Lopez, F. (2005). Corporate boards in
OECD countries: Size, composition, functioning and

L 4


http://www.mca.gov.in/Ministry/latestnews/Draft_Report_NareshChandra_CII.pdf
http://www.mca.gov.in/Ministry/latestnews/Draft_Report_NareshChandra_CII.pdf
http://www.mca.gov.in/Ministry/latestnews/Draft_Report_NareshChandra_CII.pdf
http://www.cii.org/files/committees/policies/2015/04_01_15_corp_gov_policies.pdf
http://www.cii.org/files/committees/policies/2015/04_01_15_corp_gov_policies.pdf
http://www.cii.org/files/committees/policies/2015/04_01_15_corp_gov_policies.pdf

Global Journal of Flexible Systems Management (December 2016) 17(4):389-402 401

effectiveness. Corporate Governance: An International Review,
13(2), 197-210.

Durisin, B., & Puzone, F. (2009). Maturation of corporate governance
research, 1993-2007: An assessment. Corporate Governance:
An International Review, 17(3), 266-291.

Economist. (2015). The chronicles of debt: A saga that haunts the
world economy, cover story. The Economist, 14-20, 13-24.
EESC. (2011). European Economic and Social Committee Press
Release 19609. http://www.eesc.europa.eu/?i=portal.en.press-

releases.19609. Accessed 12 July 2014.

Eisenberg, T., Sundgren, S., & Wells, M. T. (1998). Larger board size
and decreasing firm value in small firms. Journal of Financial
Economics, 48(1), 35-54.

Fama, E. F., & Jensen, M. C. (1983). Separation of ownership and
control. Journal of Law and Economics, 26(2), 301-325.

Ferrer, R. C., Banderlipe, M. R. S., & Mc Reynald, S. (2012). The
influence of corporate board characteristics on firm performance
of publicly listed property companies in the Philippines.
Academy of Accounting and Financial Studies Journal, 16(4),
123-142.

Financial Markets Authority. (2014). Corporate governance in New
Zealand—Principles and  guidelines.  https://fma.govt.nz/
assets/Reports/141201-FMA-Corporate-Governance-Handbook-
Principles-and-Guidelines2014.pdf. Accessed 10 Jan 2015.

Garg, A. K. (2007). Influence of board size and independence on firm
performance: A study of Indian companies. Vikalpa, 32(3),
39-60.

Golden, B. R., & Zajac, E. J. (2001). When will boards influence
strategy? Inclination x power = strategic change. Strategic
Management Journal, 22(12), 1087-1111.

Gordon, J. N. (2007). The rise of independent directors in the United
States, 1950-2005: Of shareholder value and stock market
prices. Stanford Law Review, 59(6), 1465-1568.

Haldar, A., & Rao, S. V. D. N. (2011). Empirical study on ownership
structure and firm performance. Indian Journal of Corporate
Governance, 4(2), 27-34.

Haldar, A., & Rao, S. V. D. N. (2013). Governance practices of indian
firms: An empirical analysis. The Empirical Economic Letters,
12(9), 975-984.

Haldar, A., Shah, R., & Rao, S. V. D. N. (2013). Does board
independence matters? Evidence from India. In Proceedings of
XII Capital Markets Conference, Indian Institute of Capital
Markets, Mumbai, India.

Hermalin, B. E., & Weisbach, M. S. (2001). Boards of directors as an
endogenously determined institution: A survey of the economic
literature. National Bureau of Economic Research 8161.

Hirschey, M. (2008). Fundamentals of managerial economics.
Boston: Cengage Learning.

Ho, C. K. (2005). Corporate governance and corporate competitive-
ness: An international analysis. Corporate Governance: An
International Review, 13(2), 211-253.

Jackling, B., & Johl, S. (2009). Board structure and firm performance:
Evidence from India’s top companies. Corporate Governance:
An International Review, 17(4), 492-509.

Jalan, A., & Vaidyanathan, R. (2014). Tax havens: Conduits for
corporate tax malfeasance. IIM Bangalore Research Paper, 458.

Jensen, M. C. (1993). The modern industrial revolution, exit, and the
failure of internal control systems. The Journal of Finance,
48(3), 831-880.

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm:
Managerial behavior, agency costs and ownership structure.
Journal of Financial Economics, 3(4), 305-360.

Khanna, T., & Palepu, K. (2000). Is group affiliation profitable in
emerging markets? An analysis of diversified Indian business
groups. The Journal of Finance, 55(2), 867-891.

L 4

Khanna, T., & Palepu, K. G. (2004). Globalization and convergence
in corporate governance: Evidence from Infosys and the Indian
software industry. Journal of International Business Studies,
35(6), 484-507.

Klapper, L. F., & Love, 1. (2004). Corporate governance, investor
protection, and performance in emerging markets. Journal of
Corporate Finance, 10(5), 703-728.

Lee, C. I, Rosenstein, S., Rangan, N., & Davidson, W. N, I. . L.
(1992). Board composition and shareholder wealth: The case of
management buyouts. Financial Management, 21(1), 58-72.

Lipton, M., & Lorsch, J. W. (1992). A modest proposal for improved
corporate governance. The Business Lawyer, 48(1), 59-77.

Mak, Y. T., & Kusnadi, Y. (2005). Size really matters: Further
evidence on the negative relationship between board size and
firm value. Pacific-Basin Finance Journal, 13(3), 301-318.

Momaya, K. S. (2001). International competitiveness: Evaluation and
enhancement. New Delhi: Hindustan Publishing Corporation.

Momaya, K. S. (2014). Break-out for Competitiveness of Indian
firms: Context, need and opportunities. International Journal of
Global Business and Competitiveness, 9(1), iii—vii.

Morey, M., Gottesman, A., Baker, E., & Godridge, B. (2009). Does
better corporate governance result in higher valuations in
emerging markets? Another examination using a new data set.
Journal of Banking & Finance, 33(2), 254-262.

Nasscom. (2014). India IT-BPM Overview. http://www.nasscom.in/
indian-itbpo-industry. Accessed August 28, 2014.

OECD. (1998). Corporate governance: Improving competitiveness
and access to capital in global markets. Paris: OECD.

OECD. (2004). Principles of corporate governance. Paris: OECD.

OECD. (2006). OECD Information Technology Outlook. Paris: OECD.

OECD. (2010). Corporate governance and financial crisis. OECD
Steering Group on Corporate Governance.

OECD. (2011). Reform priorities in Asia: Taking corporate gover-
nance to a higher level. https://www.oecd.org/corporate/ca/
49801431.pdf. Accessed 25 July 2013.

Pearce, J. A., & Zahra, S. A. (1992). Board composition from a
strategic contingency perspective. Journal of Management
Studies, 29(4), 411-438.

Pham, P. K., Suchard, J. A., & Zein, J. (2011). Corporate governance
and alternative performance measures: Evidence from Australian
firms. Australian Journal of Management, 36(3), 371-386.

Porter, M. E. (1990). The competitiveness advantage of nations. New
York: The Free Pres.

Reddy, K., Locke, S., & Scrimgeour, F. (2010). The efficacy of
principle-based corporate governance practices and firm finan-
cial performance: An empirical investigation. International
Journal of Managerial Finance, 6(3), 190-219.

Sarbanes-Oxley Act. (2002). US Congress. http://www.soxlaw.com/.
Accessed 5 Nov 2013.

Shalit, S. S., & Sankar, U. (1977). The measurement of firm size. The
Review of Economics and Statistics, 59(3), 290-298.

Sharma, S. (2016). New ideas in strategic thinking & management: A
knowledge tree of new age mantras. New Delhi: New Age
International Publishers.

Shleifer, A., & Vishny, R. W. (1997). A survey of corporate
governance. The Journal of Finance, 52(2), 737-783.

Srinivasan, P., & Srinivasan, V. (2011). Status of corporate gover-
nance research on India: An exploratory study. /IM Bangalore
Research Paper, 334.

Subramanian, S., & Reddy, V. N. (2012). Corporate governance
disclosures and international competitiveness: A study of Indian
firms. Asian Business & Management, 11(2), 195-218.

Sushil, A. (2000a). Flexibility in management. New Delhi: Global
Institute of Flexible Systems Management, Flexible Systems
Management Series, Vikas Publishing House.

@ Springer


http://www.eesc.europa.eu/?i=portal.en.press-releases.19609
http://www.eesc.europa.eu/?i=portal.en.press-releases.19609
https://fma.govt.nz/assets/Reports/141201-FMA-Corporate-Governance-Handbook-Principles-and-Guidelines2014.pdf
https://fma.govt.nz/assets/Reports/141201-FMA-Corporate-Governance-Handbook-Principles-and-Guidelines2014.pdf
https://fma.govt.nz/assets/Reports/141201-FMA-Corporate-Governance-Handbook-Principles-and-Guidelines2014.pdf
http://www.nasscom.in/indian-itbpo-industry
http://www.nasscom.in/indian-itbpo-industry
https://www.oecd.org/corporate/ca/49801431.pdf
https://www.oecd.org/corporate/ca/49801431.pdf
http://www.soxlaw.com/

402 Global Journal of Flexible Systems Management (December 2016) 17(4):389-402

Sushil, A. (2000b). Cornerstones of enterprise flexibility: Strategic,
organizational, financial, information systems and manufactur-
ing flexibilities. New Delhi: Flexible Systems Management
Series, Global Institute of Flexible Systems Management, Vikas
Publishing House.

Sushil, A. (2005). A flexible strategy framework for managing
continuity and change. International Journal of Global Business
and Competitiveness, 1(1), 22-32.

Sushil, A. (2014). Managing continuity and change for strategic
performance. Global Journal of Flexible Systems Management,
15(4), 275-276.

Vafeas, N. (1999). Board meeting frequency and firm performance.
Journal of Financial Economics, 53(1), 113-142.

Van den Berghe, L. A., & Levrau, A. (2004). Evaluating Boards of
Directors: What constitutes a good corporate board? Corporate
Governance: An International Review, 12(4), 461-478.

Vintila, G., & Gherghina, S. C. (2012). An empirical investigation of
the relationship between corporate governance mechanisms,
CEO characteristics and listed companies’ performance. Inter-
national Business Research, 5(10), 175-191.

Weimer, J., & Pape, J. (1999). A taxonomy of systems of corporate
governance. Corporate Governance: An International Review,
7(2), 152-166.

Weisbach, M. S. (1988). Outside directors and CEO turnover. Journal
of Financial Economics, 20, 431-460.

White, H. (1980). A heteroskedasticity-consistent covariance matrix
estimator and a direct test for heteroskedasticity. Econometrica:
Journal of the Econometric Society, 48(4), 817-838.

Yadav, S. S., & Momaya, K. (2010). Reflecting on trends in country
competitiveness and journey of IJGBC. International Journal of
Global Business and Competitiveness, 5(1), 3-5.

Yermack, D. (1996). Higher market valuation of companies with a
small board of directors. Journal of Financial Economics, 40(2),
185-211.

Key Questions Reflecting Applicability in Real Life

1. Explore in context of your organization, how governance
connect to competitiveness and what are the areas of major
improvements.

2. Take a case of your firm or other firm. Find out, how
characteristics of CG (e.g., board size and independence)
seem to affect the enablers of export competitiveness. What
other factors become more relevant in that context?

3. How can you enhance flexibility in CG when you aim to
scale-up fast on exports or other modes of
internationalization?

Arunima Haldar is an Assistant Professor in S.
P. Jain Institute of Management & Research in
Finance Area. She received Ph.D. from IIT Bom-
bay, is gold medalist in MBA, and graduated from
Shri Ram College of Commerce. She is an avid
researcher in the area of Corporate Governance
and Gender in Management. She is an Assistant
Editor of International Journal of Global Business
and Competitiveness and an editorial review board member of Journal

=

@ Springer

of Risk Finance (Emerald), Management Accounting (Emerald),
Corporate Board, Corporate Ownership and Control, Risk Gover-
nance and Control, Journal of Governance and Regulation. She is a
member of the International Scientific Committee at Virtus Global
Center for Corporate Governance and International corporate gover-
nance conferences at Italy, Germany, and Paris. She has received the
best research faculty award during her tenure at NMIMS. She has
published in international journals and has presented in many inter-
national conferences organized by Harvard, Oxford, Texas, Monash,
IIMA, IIML, IIMT, IICM, and IIT KGP. She has also attended faculty
development programme from University of Illinois and London
School of Economics. Her doctoral work has received outstanding
paper award twice in Corporate Governance Conferences. She can be
reached at arunima.haldar @spjimr.org.

S. V. D. Nageswara Rao is Professor of Finance
and Economics at the School of Management, IIT
Bombay. He received FPM from IIM(A) and
B.Tech. (Mech.) from NIT Warangal, and his
thesis received the best proposal award from
Industrial Finance Corporation of India (IFCI) and
was conferred the FPM Alumni Research Grant.
His areas of research include Corporate Finance,
Investment Banking, Capital Markets, Mutual Funds, corporate gov-
ernance, and Financial Engineering. Prof. Rao has worked extensively
with industry, government, and international organizations as a con-
sultant and an advisor. He is a member of the International Advisory
Council; Global Finance Forum, Switzerland; Banking and Finance
committee, IMC; Board of Studies in economics and interdisciplinary
programmes, NMIMS University; Consultant to ICRA Ltd., Ashok
Leyland Ltd., Larsen and Toubro Ltd., Traco Cables Company Ltd.,
and Central Bureau of Investigation (CBI). He has advised a team of
analysts on the valuation of equity shares of 12 public sector under-
takings (PSUs) referred to ICRA Ltd. by the Disinvestment Com-
mission, Government of India. He can be reached at sonti @iitb.ac.in.

Kirankumar S. Momaya is currently a Professor
of MoT and Competitiveness at the Shailesh J.
Mehta School of Management, Indian Institute of
Technology Bombay. Earlier, he has served as
core faculty at the DMS, IIT Delhi for decade and
a half. He has also served as a Visiting Professor at
leading Japanese Universities. His current research
projects focus on the role of collaboration, inter-
nationalization, and catch-up in firm competitiveness. He, along with
associates, has mentored more than dozen doctoral dissertations and
has published over 100 papers in peer-reviewed journals and con-
ferences. These include work in the Global Journal of Flexible Sys-
tems Management, Journal of Japan Society for Science Policy and
Research Management, Competitiveness Review, Vikalpa, and IIMB
Management Review. He pioneered competitiveness research in India
and founded International Journal of Global Business and Competi-
tiveness(IJGBC) as a plattorm. He can be reached at
momaya@iitb.ac.in.



	Can Flexibility in Corporate Governance Enhance International Competitiveness? Evidence from Knowledge-Based Industries in India
	Abstract
	Introduction
	Literature Review
	Flexibility in CG
	Board Independence
	Board Size

	Research Design
	Data
	Variables
	Dependent Variable
	International Competitiveness (IC)

	Independent Variables
	Flexibility in corporate governance (CG)
	Board Independence (ID)
	Board Size (BS)

	Control Variables
	Firm Size (FS)
	R&D and Marketing Intensity (R&D and MKTG)
	Business Group Affiliation Dummy (BGA)
	IT Industry Dummy (ITD)


	Methodology

	Empirical Results
	Robustness of Findings

	Discussions
	Conclusions and Implications
	Implications

	Limitations and Directions for Further Research
	Further Areas of Research

	Acknowledgments
	References




