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" Aninteresting debate is ensuing .:.MadhavMehra

_wmci- m"tj in Indiaon the importance ofcor- tyoftheclaims.To .
"tj porate governance ratings,which . President, World Council for be meaningful,rat-

can beofgreat relevancefor the in- ingshaveto address
"tj ternational investorcommunity.G CorporateGovernance theprocessandnot C"3 N Bajpai, chairman of the Stock Ex- the result. This is dif-
0 change BoardofIndiaisbullishon ficultto measure

(1) ..c corporate governanceratings.Two when wedonotevenhavewell-de-
rn ratingorganisationsinIndia- finedcriteriato measure them. Be-

l)
rn ICRAandCrisil- havedeveloped sides,wealthcreation,as measured
'bJ) well-thought-outcriteriafor meas- bythe market capitalisation,maybe

.E uring corporate governance prac- due to market effect and have noth-
tices and value creation for all stake- ingto do with corporate governance
holders. These take into account practices. A case in point is the prof-

:>; ratings onwealthcreation,wealth itsgenerated bysteelcompanies

E §
management andwealth sharing, worldwidebecauseof unusually
and are based not onlyondata pub- high demandbyChina.Another ex-
lished inthe publicdomain,but also ampleisthat ofAntofagasta,a
detailed interviewswithmanage- Chileancompanythat outper-
ment and stakeholders. formedthe market by58percent

0 Recently,MDamodaran-ac- overthepastyear on the back ofris-U creditedwiththe turnaround ofthe ingcopperprices. Onthe other
UnitTrust ofIndia- qas criticised hand, BHPBilliton,the London-list-

0 the idea ofcorporate governance edAustralian-Africanmininggroup
0 rating and asked fora ban on the rat- believedto befollowingbestprac-

bJ) ingsbycredit-ratingagenciesuntil ticesin corporategovernance,has
companies implementcorporate outperformedonlyby24percent.

rn governance more incontent rather The real issues that determine

(])
than as a check listcompliance the qualityof corporategovernance

0 merelyto satisfythe stockmarket.
"No law, rule orraling

are the issuesofheart.Nolaw,rule

.S Ifthere isonelessonthat canbe or ratingcan bean effectivemeas-....-4 learnt fromthecorporate scandalsat can be an effective
ure. Itisnaivetothinkthat the rat-

0-4 Enron,Worldcom,GlobalCrossing, ingscan truly measure transparen-
0 Marconi,EquitableLife,Parmalat, measure. It is naive to cy, equity, accountability, integrity

1 E
Skandia,VivendiandnowShell,itis

think that the ratings
and responsibility- the fivepillars

0 to moveawayfromthebox-ticking ofgood corporategovernance.

)
approach to corporate governance. can truly measure Stockmarkets work on a short-term
Enronhad tickedeverybox.More

,equity,
basis. EveryCEOisinthe mortal

than 50 per cent of its directors were fear ofquarterly results and lives

0 independent.The chairmanofitsau-
accountability, integrity

from quarter to quarter.Wehaveto
+-' dit committeewas aperson ofiITe- educate investorsthat inan econo-
rn proachable reputationas Dean of and responsibility " mybased on innovationthere is no0 Stanford BusinessSchool.Itwas de- way companiescan givea double-

U
dared "the most innovative compa- digit growth every quarter, unless

....-4 ny" by Fortune for five successive Indian scenario. Unlike the UK, In- CEOs manage expectations and re-

..& years. McKinseywas consultant to dia is stiIlgrapplingwith reform on sort to earning manipulation. Mar-

Q) Enron and collected fees of$ 10miI- the appointment of independent di- kets have to learn to reward good
lion a year. It had top ratings from rectors. Areport submitted by tries and not just successes, which
every rating agency until days be- Naresh Chandra Committee has may simply be flukes.. I fore filing for chapter 11.The story been scuttled.Thereportthatrec- There is no doubt that the effort

;:J 05
repeats itseIrverbatimin almostall ommended at least50percent direc- to popularise corporate gover-
the subsequent investigations.Lynn tors tobe independent, created the nanceratinghasgoodintentions,

0 Q) Turner, chief accountant ofSEC same storm as in the UK, but India but these intentions will be better
from 1998-2001, who was earlier a did not have Patricia Hewitt to stem served by directing all efforts on
partner of Cooper &Lybrand, admit- the revolt. The government has ca- strengthening the fundamentals
ted in a 1V interview, "AllBig Five ac- pitulated to these corporations and of corporate governance in India
counting firms helped Wall Street the report is collecting dust. Inde- by getting the two important re-

rJ) investment banking firms to engi- pendent directors are the corner- ports- Narayana Murthy's and
neer hypothetical transactions to stone of good corporate governance. Naresh Chandra committee's-
make companies look better than The current rating systems are implemented. Corporate gover-
they actually were." based on the results available in the

nanc'l! !d.i:ingsuntil then can be ,
There is a further danger in the public domain. There is no system of l:ounter-productive. '


