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ABSTRACT 
The institution of independent directors has emerged as a cornerstone of modern corporate governance, designed 

to safeguard accountability, transparency, and the interests of minority shareholders. In theory, independent 

directors act as neutral custodians who monitor managerial behaviour and balance the competing claims of 

promoters, managers and stakeholders. However, in practice, their capacity to exercise true independence is 

frequently constrained, creating a paradox where independence exists in form but not in substance. This paper 

critically examines the challenges faced by independent directors in maintaining objectivity, particularly within 

the Indian corporate landscape, while drawing upon global experiences. 

Building on theoretical foundations such as Agency Theory and Stewardship Theory, the article explores how 

structural limitations, including boardroom dynamics, information asymmetry and entrenched promoter 

dominance, undermine directors’ impartiality. Additional obstacles such as tenure and remuneration structures, 

professional and social networks and risks of marginalization further dilute their independence. The study 

integrates case illustrations from India, such as the Satyam scandal and the Tata-Cyrus Mistry dispute, as well 

as global examples like Enron and Lehman Brothers, to highlight how statutory independence can fail without 

substantive empowerment. 

The article also evaluates regulatory frameworks, including the Companies Act, 2013 and SEBI’s Listing 

Obligations and Disclosure Requirements (LODR) Regulations, 2015, alongside international instruments such 

as the OECD Principles of Corporate Governance and the Sarbanes Oxley Act. While these frameworks have 

institutionalized independence, their effectiveness remains questionable when informal pressures, promoter 

influence and weak enforcement prevail. 

To address these challenges, the article advocates for stronger information rights, enhanced board diversity, 

continuous training and capacity building, institutional support from regulators and investors, and above all, a 

cultural transformation within boardrooms. The conclusion emphasizes that bridging the gap between statutory 

independence and substantive independence requires not merely compliance but the cultivation of a governance 

culture that values transparency, dissent and accountability. 

Keywords: Independent Directors, Corporate Governance, Boardroom Dynamics, Objectivity, SEBI 

Regulations. 

 

1. Introduction 
The institution of independent directors has become a cornerstone for modern corporate governance systems, 

devised to instill accountability, transparency, and fairness in corporate decision-making. In India, their role was 

formally recognized and institutionalized following the recommendations of the Kumar Mangalam Birla 

Committee (2000), which emphasized that an adequate number of non-executive, independent voices should sit 

on company boards. This framework was then furthered by the enactment of the Companies Act, 2013, which 

imposed the requirement for independent directors in certain classes of companies, and also by SEBI's LODR 

Regulations, 2015, which further provided for their qualifications, responsibilities, and limits on tenure. By this, 

independent directors were entrusted with responsibility for acting as neutral watchdogs in balancing the interests 

of promoters, managers, and minority shareholders and protecting the integrity of corporate governance. 

While the legal framework prescribes strict criteria for independence, such as the absence of pecuniary 

relationships with the company, freedom from familial ties with promoters or key managerial personnel, and 

restrictions on tenure, achieving real independence in practice is far more complex. The reality in the corporate 

boardroom often differs from the ideal. Independent directors have to work through complex boardroom 

dynamics, often dominated by promoters or controlling shareholders. Subtle pressures, whether social, 

professional, or reputational, can rob them of their independence, and dissent is often a costly and unpopular act. 
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Besides these, several structural constraints, such as dependence on information selectively provided by 

management, further deplete their ability to function as genuinely independent overseers. 

The paradox thus is at the heart of corporate governance: independence in form but not necessarily in substance. 

While statutes and regulations prescribe the composition of independent directors, the real conditions of power 

asymmetry, information asymmetry, and cultural norms come in the way of their discharging the responsibility 

that their appointment is expected to achieve. The debate on this paradox has thus become central to contemporary 

debates on reforms of corporate governance, with the question being raised whether independence as legally 

defined will be good enough to achieve accountability, or if deeper structural and cultural changes will be required 

for its true spirit to prevail. 

 

2. Literature Review 
A large body of legal experts has evaluated the role and boundaries of independent directors in both global and 

Indian contexts, while theoretical debate has been principally based on Agency Theory and Stewardship Theory. 

Agency Theory, developed by Jensen and Meckling in their seminal work Theory of the Firm: Managerial 

Behavior, Agency Costs and Ownership Structure (1976), holds that independent directors act as monitors who 

reduce agency costs through managerial accountability and protection of shareholder interests. Stewardship 

Theory, however, advanced by Donaldson and Davis in the article Stewardship Theory or Agency Theory: CEO 

Governance and Shareholder Returns (1991, Australian Journal of Management), offers a more optimistic view 

whereby managers may behave as responsible stewards in accomplishing organizational objectives, although the 

presence of independent directors provides the necessary oversight and lends credibility. With these theoretical 

bases, La Porta, Lopez-de-Silanes, Shleifer and Vishny (2000), in their seminal article Investor Protection and 

Corporate Governance (Journal of Financial Economics), stress the primacy of independent boards to protect 

investors across jurisdictions. Clarke (2007), in International Corporate Governance: A Comparative Approach, 

underlines the fact that governance structures, including the effectiveness of independent directors, are legally and 

culturally determined, while in Mallin's Corporate Governance: Principles, Policies and Practices (6th ed., 

2019), it is emphasized that the independence of directors is ensured only by regulatory enforcement, shareholder 

activism, and strength of institutions. Similarly, the OECD's Principles of Corporate Governance (2015) 

recognize independent directors as central to enhancing board accountability and investor confidence. 

Khanna and Mathew (2010) further question whether true independence is possible in the context of promoter-

controlled firms in India. According to them, although statutory frameworks are provided under the Companies 

Act, 2013 and SEBI's LODR Regulations, practical independence is weakened due to relational and systemic 

constraints. Historical committee reports such as the Kumar Mangalam Birla Committee Report (2000), Naresh 

Chandra Committee Report (2002), and Narayana Murthy Committee Report (2003) also shaped the formal 

regulatory role of independent directors, but academic literature continues to highlight the gap between “legal 

independence” and “practical independence.” 

Recent scholarship has further deepened this discourse. The critique by Khanna and Mathew has been extended 

by new studies, such as The Role of Independent Directors in Ensuring Good Corporate Governance (2023, 

ResearchGate), which underlines the challenges of independence in practice and the pressures that compromise 

directors' impartiality. Similarly, Independence Reconceived (2023, Columbia Business Law Review) re-theorizes 

independence to suggest that independent directors must negotiate a delicate balance between curbing managerial 

opportunism and eschewing excessive monitoring lest managerial initiative be sapped. Another current 

contribution, Do Independent Directors Enhance Better Corporate Governance? (2024, Emerald Journal of 

Governance and Regulation), considers the Indian regulatory environment and finds that while reforms have 

entrenched the statutory role of independent directors, the extent to which they actually influence boardroom 

decisions remains limited. These recent works reveal that notwithstanding formal recognition of independent 

directors as central governance mechanisms, the ability of independent directors to function independently 

continues to be contingent on structural factors like promoter dominance, regulation enforcement, and emerging 

visions of board accountability. 

 

3. Theoretical Underpinnings of Independence 
3.1 Agency Theory 

Agency theory has been one of the dominant frameworks for analyzing the role of independent directors. 

Conceptually grounded in the seminal work by Jensen and Meckling (1976), this theory looks at independent 

directors as an institutional mechanism capable of countering the opportunistic propensities of managers, who 

may prioritize their private benefits over shareholder wealth maximization. Independent directors reduce agency 

costs by carrying out effective monitoring, ensuring transparency in accounts and reviewing important managerial 

decisions like executive compensation, related-party transactions, and capital allocation. However, this 

monitoring role does not happen automatically. Where directors depend on information provided by the 

management, their oversight capacity will be reduced, giving rise to the classic problem of “information 

asymmetry.” Besides, in general, independent directors face constraints of time, resources, and insider access, 

which ultimately weaken their ability to challenge entrenched management. In jurisdictions like India, where 

dominance by promoters and other forms of concentrated shareholding structures are common, the ability of 

independent directors to genuinely reduce agency costs becomes even more constrained. 
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3.2 Stewardship Theory 

In contrast, stewardship theory, put forth by Donaldson and Davis (1991), advocates for a more optimistic view 

of corporate governance. It argues that managers may act as trustworthy stewards, motivated by organizational 

success rather than personal enrichment. Within this framework, the goals of managers become intertwined with 

those of the shareholders and stakeholders, and therefore there would be less need for monitoring from external 

parties. Despite this, however, independent directors play an essential part in maintaining credibility and 

bolstering investor confidence. Their presence signals adherence to good governance practices that help to balance 

perceptions of the outside world with the internal stewardship of the corporation. Even when managers act 

responsibly, independent directors check against possible deviations that may develop due to changing incentives, 

changing market pressures, or succession planning. Thus, stewardship theory does not replace the importance of 

independence but leads to its reframing as a mechanism of reassurance rather than one of conflict control. 

 

3.3 Regulatory Framework in India 

The regulatory landscape of India represents a hybrid approach, combining elements of both theories, placing 

independence within the statutory framework. The Companies Act 2013 details what comprises an independent 

director. It provides that an independent director shall, apart from receiving director remuneration, have no 

material or pecuniary relationships with the company, its promoters, or its management. It prescribes tenure limits- 

five years, renewable once- mandatory inclusion of independent directors in key committees such as the Audit 

Committee and Nomination and Remuneration Committee, and the requirement of at least one woman 

independent director in listed companies. Complementing this, the SEBI (Listing Obligations and Disclosure 

Requirements) Regulations, 2015, LODR Regulations, further fortify board composition norms in mandating 

minimum percentage of independents on listed boards, further reinforcing disclosure obligations, and making 

audit committees, of which the chair is to be an independent, more accountable. 

Despite these formal safeguards, challenges remain. The regulatory framework puts emphasis on form over 

substance: while companies may comply with structural requirements, it is often the case that informal influences 

and social networks and relational pressures dilute independence in practice. A case in point would be when 

promoters nominate “friendly” independents, whose professional or personal connections undermine true 

independence. Also, independent directors stand to face reputational and legal risks, as recent cases of corporate 

scandals in India have shown, and are thus often unwilling to confront dominating management. Consequently, 

even while law and regulation command a strong model of independence, the practical reality reveals a persistent 

divergence between legal independence and functional independence, raising critical questions about the actual 

effectiveness of independent directors to perform their governance mandate. 

 

4. Challenges in Maintaining Objectivity 
4.1 Boardroom Dynamics and Collegiality 

One of the greatest barriers to objectivity for independent directors is the dynamics within the boardroom itself. 

Boards are not simply decision-making bodies but also social spaces where relationships, power structures, and 

informal norms shape the quality of deliberations. In promoter-driven companies that dominate the Indian 

corporate landscape, independent directors often operate under the shadow of concentrated ownership. Promoters 

or controlling shareholders exert strong influence over board appointments, agenda setting, and strategic direction, 

thereby creating implicit expectations that independent directors will align with their preferences. In such an 

environment, questioning decisions or raising dissenting views may be perceived as disloyalty or obstruction, 

potentially jeopardizing the director’s continuation on the board or their reputation within corporate circles. 

Collegiality—the professional courtesy and cooperative spirit expected among board members—further 

complicates this dynamic. While collegiality is intended to promote effective teamwork and mutual respect, the 

reality is that it often devolves into an informal pressure to avoid open disagreement. Independent directors, 

particularly those with professional relationships with management or those desiring multiple board memberships, 

may avoid strong oversight as a means of maintaining good relations. The result too often is “consensus-driven” 

decision-making, where unanimity is valued over robust debate, even when disagreement is warranted to protect 

shareholder or stakeholder interests. 

This concern is further reinforced by scholars in the international context. There are indications that at times, 

independent directors are prone to self-censor in board discussions due to reputational risks and the “social 

embeddedness” of board interactions. These pressures are significantly increased in India, where personal 

networks combine with cultural deference to authority and the influence of dominant promoters. The ultimate 

result could be that independent directors become merely symbolic “ornaments” on the board, thereby fulfilling 

the regulatory requirements without the autonomy to question established patterns of behavior. Thus, the much-

needed collegiality for cohesive governance becomes paradoxical in undermining the very independence it seeks 

to safeguard when it discourages constructive dissent. 

 

4.2 Information Asymmetry 

Independent directors rely heavily on management for information, and it is this reliance that introduces a 

fundamental vulnerability into the governance framework. By their external nature, independent directors are 

excluded from the day-to-day operations of the firm; unlike executive directors, they do not have access to 
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operational details, financial systems, or internal control mechanisms. Their ability to exercise the oversight 

function thereby depends upon the accuracy, completeness, and timeliness of information supplied by 

management. When disclosures are partial, tardy, or manipulated, independent directors are deprived of the very 

tools they would otherwise use to check corporate performance, assess risks, and question managerial decisions. 

This asymmetry in information often plays out with independent directors responding to issues only after the fact, 

rather than through proactive oversight. For instance, in cases where financial statements mask irregularities or 

risks are downplayed, directors may only discover the true picture when a crisis becomes public. Such situations 

not only impair objectivity but also expose directors to reputational and legal liabilities, as regulators and 

shareholders increasingly hold boards accountable for failures in oversight. 

Further, management's control of agenda-setting exacerbates the problem. Critical issues may be buried under 

voluminous board papers or presented in highly technical formats that discourage deeper scrutiny. Independent 

directors, who often serve on multiple boards with limited time commitments, may struggle to verify information 

independently or to commission external expertise. In such a case, they become even more dependent upon the 

management narratives. This dependency undermines their independence in substance, even as independence is 

maintained in form. 

Empirical studies and corporate scandals worldwide have demonstrated that opacity in the flows of information 

was a common underlying factor in the breakdown of governance. For example, in India, cases involving 

companies like Satyam Computer Services demonstrated how managed disclosures could make the boards 

ineffective even when they were formally compliant with governance requirements. The learning from that 

experience is clear: independence cannot be genuinely imparted unless it is aligned with unrestricted access to 

reliable information, rights to seek external professional advice, and strong disclosure standards set and enforced 

by regulators. 

 

4.3 Social and Professional Ties 

The system expects independent directors to exercise impartial judgment, but again, the pervasive influence of 

informal networks undermines their effectiveness. For instance, appointments to boards are not really independent 

choices; rather, they are influenced by pre-existing academic, social, or professional links between promoters and 

potential directors. These networks form a subtle but powerful ambience of familiarity wherein directors may 

implicitly feel obliged to go with the interests of the promoter. Even in the absence of any direct pecuniary 

connection, such relational proximity can dent the independence of thought and action that the law seeks to ensure. 

The influence of these networks is not always deliberate; often, it manifests through unconscious biases. Directors, 

belonging to the same elite institutions or moving in similar social circles over long periods of time due to long-

standing professional associations, may develop a sense of loyalty or reciprocity, often unconsciously. This can 

make them vary in their willingness to critically evaluate proposals, question management, or cast dissenting 

votes. In promoter-dominated companies, where boardroom culture often favors cohesion, these subtle pressures 

may make it particularly hard for independent directors to take actions against entrenched interests. 

Various scholarly studies on “social embeddedness” in corporate governance also point to the fact that board 

independence in form does not really ensure independence in substance. In India, this challenge is particularly 

serious, given that personal and professional networks substantially overlap. These relational influences can also 

explain the reticence of independent directors to resign when there are governance concerns or the approval of 

decisions that turn out to be controversial later. While statutes like the Companies Act, 2013, and SEBI's LODR 

Regulations do try to insulate directors from pecuniary ties, there is not much they can do about soft influences of 

networks and biases, which operate beyond the reach of the law. 

 

4.4 Tenure and Remuneration 

Whereas statutory frameworks like the Companies Act, 2013, and SEBI's LODR Regulations have prescriptive 

limits on tenure, generally a maximum of two consecutive terms of five years each, long association with 

management may still pose familiarity and lesser independence risks. Even when the directors formally rotate off 

after their prescribed term, prolonged interaction with promoters and senior executives more often than not fosters 

a sense of camaraderie, comfort, and alignment with management interests. Such a “familiarity threat” erodes the 

director's capacity to critically scrutinize decisions, when relationships of mutual trust and goodwill likely override 

the duty of objective oversight. 

Remuneration structures pose another problem. Independent directors may receive sitting fees and reimbursement 

of expenses, and in most cases, profit-linked commissions. These payments are legally approved and aimed at 

attracting good professionals on board, but they tend to make a director financially dependent on the promoter-

controlled board. Directors with a sizeable portion of their incomes or professional reputation dependent on such 

independent directorship may refrain from acting against the interests of the promoter for fear that their 

directorships will not be renewed or they will lose future board memberships. This risk is even greater in India 

because experienced directors constitute a relatively small pool, and multiple board memberships are perceived 

as a mark of prestige and professional achievement. 

Empirical studies confirm that such incentives often lead directors to management-friendly behavior, especially 

in closely-held or family-controlled firms. Rather than serving as watchdogs for minority shareholders, they often 

end up being, in operation, promoters' loyal friends. The problem is further exacerbated by the reputational costs 
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of conflict: dissident directors may often find themselves excluded from key board committees or even forced to 

quit. Thus, though tenure caps and remuneration norms were put in place to balance independence with 

accountability, in their current operation they may create perverse incentives that undermine the impartiality of 

directors. 

 

4.5 Regulatory and Structural Constraints 

Various regulatory frameworks in India, including but not limited to the Companies Act, 2013, and LODR 

Regulations, 2015, have laid down formal parameters of independence. These include restrictions on pecuniary 

relationships, tenure limits, cooling-off periods, and disqualifications relating to close relatives or material 

interests in the company. While these measures are designed to create a buffer between management and 

independent directors, they often fail to capture the more subtle and nuanced conflicts of interest that arise in 

practice. 

For example, career goals might determine a director's behavior. A large number of independent directors are 

senior professionals, retired bureaucrats, or executives for whom board memberships are considered an extension 

of their career and a matter of prestige. In order to protect or extend such opportunities, they might refrain from 

confrontation with promoters or dominant shareholders. Similarly, cross-directorships: the instances when the 

same person serves on multiple boards, often within related corporate groups, build a network of mutually 

obligated individuals. This interlocking of directorships dilutes true independence in that directors may not 

challenge one promoter for fear of losing their position in another related company. 

This is further compounded by reputational concerns: Independent directors know that dissent, whistle-blowing, 

or resignation in protest could lead to reputational damage and loss of their standing within corporate and 

professional networks. Directors thus tend to prefer quiet acquiescence to open confrontation, thereby conforming 

to promoters' interests even when governance principles are at stake. 

Essentially, while regulatory standards succeed in establishing a formal model of independence, they cannot fully 

address these structural and psychological influences. Independence in substance requires more than the 

fulfillment of statutory checklists; it demands cultural change in boardrooms, greater empowerment of minority 

shareholders, and strong mechanisms for enforcement that decrease directors' reliance on promoters for 

professional advancement. Unless systemic and structural factors are addressed, the independence of independent 

directors is in danger of remaining substantially illusory rather than real. 

 

4.6 Risk of Retaliation and Marginalization 

A major challenge to the objectivity of independent directors is the risk of marginalization whenever they voice 

dissent. In many boardrooms, the culture prioritizes consensus and alignment with promoter-driven strategies, 

leaving little room for contrary opinions. Independent directors who question management decisions, oppose 

dubious transactions, or highlight governance lapses often find themselves subtly or openly sidelined. They may 

be excluded from crucial discussions, see their objections omitted from meeting minutes, or be denied access to 

vital information. Over time, this quiet isolation discourages directors from speaking up, creating a chilling effect 

that weakens genuine debate within the board. 

In more severe cases, those who persist in dissenting may be pushed to resign. Several high-profile resignations 

in India have exposed this issue, with directors citing reasons such as “insufficient information,” “inability to 

function effectively due to lack of cooperation from management,” or “a hostile board environment.” Such 

statements, often disclosed to stock exchanges, reveal the tension between a director’s statutory duty to act 

independently and the practical difficulties of challenging entrenched management. Instances where directors step 

down amid regulatory probes or promoter disputes underscore how dissent can quickly become a reputational and 

professional liability. 

This situation defeats the very purpose of appointing independent directors. Instead of safeguarding the interests 

of shareholders and stakeholders, they may choose silence over confrontation to protect their roles, reputations, 

and future opportunities. The lack of institutional support—from regulators, shareholder activism, or 

whistleblower protections—further discourages them from speaking out. Ultimately, without stronger safeguards 

and empowerment mechanisms for dissenting voices, independence remains fragile, and boards risk becoming 

symbolic structures rather than true instruments of accountability. 

 

 

 

 

 

5. Case Studies and Illustrations 
5.1 Indian Experience 

Satyam Computer Services (2009): 

 

The Satyam scandal remains one of the most infamous corporate governance failures in India, exposing the severe 

limitations of independent directors in detecting fraud. Despite having a board with highly reputed independent 

directors, the company engaged in massive financial manipulation, inflating revenues and profits to mislead 
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investors. The scandal revealed that formal compliance such as the presence of independent directors, audit 

committees and adherence to disclosure norms was insufficient to ensure substantive oversight. Independent 

directors were heavily reliant on information supplied by management and auditors, leaving them ill-equipped to 

identify irregularities. The fallout from Satyam triggered widespread regulatory reforms, including the tightening 

of disclosure norms and greater emphasis on audit committee responsibilities under SEBI and the Companies Act, 

2013. It also raised questions about whether independent directors were truly empowered to challenge 

management or whether their role was largely symbolic. 

 

Tata–Cyrus Mistry Dispute (2016): 

 

The removal of Cyrus Mistry as Chairman of Tata Sons in 2016 highlighted the dominance of promoters in Indian 

corporate governance and the fragile position of independent directors. Although several independent directors of 

group companies such as Tata Chemicals and Indian Hotels Company initially expressed support for Mistry, they 

faced significant pressure from the Tata Trusts (which held majority voting rights). This episode illustrated how 

independent directors’ influence can be severely undermined in promoter-driven companies, where the balance 

of power lies heavily in favor of controlling shareholders. The incident also sparked debate over the fiduciary 

responsibilities of independent directors—whether their allegiance should lie primarily with the board as a 

collective body or with the interests of all shareholders, including minorities. Importantly, the dispute underscored 

how informal pressures and promoter control can neutralize the intended independence of directors, turning them 

into bystanders in critical corporate battles. 

 

5.2 Global Experience 

• Enron (2001): The collapse of Enron Corporation in 2001 stands as one of the most striking examples 

of board failure and the ineffectiveness of independent directors in safeguarding corporate integrity. 

Despite having a board that included a large number of distinguished independent directors, the company 

engaged in extensive accounting fraud by concealing debt through complex special purpose entities 

(SPEs). Independent directors were criticized for their failure to question aggressive accounting 

practices, off-balance-sheet transactions and conflicts of interest involving senior executives. The 

scandal revealed how independent directors, even when well-credentialed, could be compromised by 

overreliance on management-provided data and by inadequate scrutiny of external auditors. Enron’s 

downfall triggered sweeping governance reforms in the United States, most notably the Sarbanes–Oxley 

Act of 2002, which imposed stricter disclosure requirements, enhanced auditor independence and 

reinforced the role of independent directors, particularly in audit committees. The case illustrates the 

limitations of formal independence when directors lack the will or capacity to challenge management in 

practice. 

• Lehman Brothers (2008): The bankruptcy of Lehman Brothers in 2008 during the global financial crisis 

further exposed the structural weaknesses in corporate governance and the inability of independent 

directors to effectively oversee complex financial institutions. Lehman’s board included ten independent 

directors, several of whom had impressive reputations but limited expertise in modern financial products 

such as mortgage-backed securities and derivatives. This lack of technical knowledge constrained their 

ability to evaluate and question the risky leverage strategies and subprime lending exposures pursued by 

management. Moreover, the culture of deference to executives within the boardroom meant that early 

warning signs were overlooked or inadequately challenged. The collapse of Lehman Brothers 

underscored the importance of not only formal independence but also board competence, expertise and 

proactive oversight in complex and high-risk industries. It also raised broader concerns about whether 

independent directors, often part-time non-executives, can realistically provide effective checks on 

management in global financial institutions. 

 

6. Addressing the Paradox 
6.1 Strengthening Information Rights 

A key reform needed to strengthen the role of independent directors lies in enhancing their access to information. 

At present, independent directors in most jurisdictions, including India, depend almost entirely on management 

for disclosures and agenda-setting. This dependence creates an inherent information imbalance, where data 

provided is often selective, delayed, or filtered, leaving directors unable to perform their oversight duties 

effectively. To overcome this structural weakness, independent directors should be granted clear statutory rights 

to obtain information from multiple sources beyond the control of management. 

These rights should include unrestricted access to both internal and external auditors, allowing directors to verify 

financial statements, assess internal control systems, and evaluate risk management processes independently of 

management’s interpretation. Regular engagement with compliance officers and risk management teams would 

further help directors identify early warning signs of regulatory violations or systemic weaknesses. Equally 

important, directors should have direct access to whistle-blower reports and grievance mechanisms, which often 

reveal ethical lapses, misconduct, or cultural problems that might otherwise remain obscured from the board’s 

view. 
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Global best practices, such as those implemented under the U.S. Sarbanes–Oxley Act (2002), require audit 

committees composed entirely of independent directors to directly supervise auditors and internal control 

frameworks. India could adopt similar or stronger provisions to ensure that independent directors are not passive 

recipients of management-curated information but active participants in verification and assurance processes. 

Regulatory norms could, for instance, require periodic briefings by auditors, compliance officers, and risk 

managers directly to independent directors, even in sessions without executive management present. 

Ultimately, improving information rights is not just about granting formal access; it is about embedding 

transparency and accountability into the organizational culture. Independent directors should be empowered—

and in certain situations, mandated—to seek external professional advice when dealing with complex financial 

instruments, valuation disputes, or related-party transactions. By institutionalizing such practices, independence 

would evolve from a procedural requirement to a substantive reality, enabling directors to serve as true custodians 

of corporate integrity, transparency, and shareholder confidence. 

 

6.2 Enhancing Board Diversity 

Board diversity has increasingly come to be seen as a vital mechanism for enhancing both the independence and 

overall effectiveness of independent directors. A board composed of individuals with similar professional 

experiences, social backgrounds, or demographic traits risks succumbing to groupthink, where the desire for 

harmony and consensus overrides constructive debate and dissent. In contrast, a diverse board brings together a 

broader range of perspectives, experiences, and analytical approaches, helping to challenge entrenched 

assumptions and promote more rigorous oversight of management decisions. 

Diversity in the boardroom operates along several dimensions. Gender diversity, for example, has been linked by 

numerous studies to more balanced discussions, stronger ethical awareness, and greater sensitivity to stakeholder 

concerns. Acknowledging this, Indian regulators have required listed companies to appoint at least one woman 

independent director under SEBI’s LODR Regulations—though in many cases, compliance has been more 

procedural than substantive. Professional diversity is equally critical: when boards are dominated by members 

from similar industries or networks, they often lack the specialized knowledge needed to evaluate complex 

financial, technological, or regulatory matters. Including directors with expertise in fields such as law, risk 

management, sustainability, and digital innovation can help ensure that board discussions capture the full scope 

of contemporary corporate challenges. Cultural and experiential diversity, including representation from 

individuals with international exposure or from non-traditional sectors, can further broaden the board’s outlook 

and counter the insularity that often limits true independence. 

Global research reinforces these arguments. Studies conducted in the wake of the European Union’s gender 

diversity mandates, for instance, show that heterogeneous boards are more likely to foster debate, strengthen risk 

oversight, and safeguard minority shareholder interests. In the Indian setting—where concentrated promoter 

control and dense social networks frequently inhibit independent judgment—board diversity can serve as a 

counterbalance, dispersing influence and amplifying underrepresented voices within governance structures. 

However, achieving genuine diversity requires moving beyond mere regulatory compliance toward substantive 

inclusion. Appointing individuals simply to satisfy quotas, without ensuring they have the authority, confidence, 

or autonomy to contribute meaningfully, risks rendering diversity a symbolic gesture. Companies must therefore 

invest in identifying and developing diverse pools of qualified professionals, provide capacity-building programs 

for new directors, and cultivate a culture where differing perspectives are respected and encouraged. Only through 

such genuine inclusion can diversity serve as a meaningful safeguard against groupthink, enrich the quality of 

board deliberations, and reinforce the functional independence of directors in practice. 

 

6.3 Capacity Building and Training 

For independent directors to provide effective oversight, relying solely on their professional credentials or past 

experience is no longer adequate. The landscape of corporate governance has grown increasingly complex, shaped 

by rapid financial innovation, evolving regulatory regimes, and emerging non-traditional risks such as climate 

change, data privacy, and cyber threats. To keep pace with these developments, continuous training and capacity 

building are essential to ensure that independent directors remain informed, competent, and capable of meeting 

contemporary governance challenges. 

Independent directors often come from diverse professional backgrounds—law, finance, public administration, or 

industry—but their prior experience may not extend to the intricacies of modern corporate operations. Today’s 

corporations grapple with sophisticated financial instruments, global compliance frameworks, and evolving 

sustainability standards, areas that require specialized expertise. Targeted training in financial analysis, risk 

management, and forensic accounting can enhance directors’ ability to identify irregularities in financial reporting 

and detect potential conflicts of interest in related-party transactions. Likewise, developing competence in ESG 

(Environmental, Social, and Governance) frameworks has become indispensable. As ESG factors increasingly 

influence investor decisions, regulatory scrutiny, and corporate reputation, independent directors must understand 

not only legal obligations but also broader stakeholder expectations and global sustainability imperatives. 

Emerging threats—such as cyberattacks, data breaches, and technological disruptions—further underscore the 

need for specialized awareness. Directors lacking digital or technical literacy may fail to grasp the magnitude of 

such risks or to evaluate whether management has implemented adequate preventive measures. Structured 
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capacity-building initiatives can help close this gap, equipping directors to ask informed questions, demand 

transparent disclosures, and ensure that companies adopt proactive, forward-looking strategies. 

In India, regulators and professional institutions have begun addressing this need. The Indian Institute of 

Corporate Affairs (IICA) offers formal certification and training programs for independent directors, while SEBI 

encourages companies to conduct periodic familiarization sessions for board members. However, these initiatives 

too often become compliance formalities rather than genuine avenues for skill development. To be truly effective, 

training must be continuous, practical, and context-specific—integrating case studies, simulations, and 

engagement with domain experts. Companies should also facilitate access to external advisors or consultants when 

directors are confronted with highly specialized or technical issues. 

Ultimately, sustained capacity building transforms independent directors from nominal appointees into active, 

informed participants in governance. By strengthening their expertise in financial oversight, ESG integration, and 

emerging risk management, independent directors can more effectively uphold the principles of transparency, 

accountability, and long-term value creation that lie at the heart of sound corporate governance. 

 

6.4 Institutional Support 

Even when regulatory frameworks prescribe independence, independent directors often remain isolated in 

practice—particularly in promoter-driven companies where dominant shareholders control both the information 

flow and the tone of boardroom discussions. To make independence meaningful rather than merely procedural, 

strong institutional support mechanisms are essential. Among the most influential external forces capable of 

empowering independent directors are institutional investors and proxy advisory firms, both of which act as 

accountability agents beyond the control of management or promoters. 

Institutional investors—including pension funds, mutual funds, and sovereign wealth funds—are increasingly 

asserting themselves as active participants in corporate governance, moving from the role of passive financiers to 

that of stewards of shareholder value. Through their voting behavior, public statements, and direct engagement 

with company boards, they provide critical external support to independent directors who challenge management 

or demand greater transparency. In India, recent SEBI reforms have strengthened the role of such investors in 

advancing shareholder democracy by mandating disclosure of their voting policies and rationales. When 

institutional investors publicly question issues such as executive compensation, related-party transactions, or 

governance lapses, they lend independent directors the legitimacy and backing required to withstand promoter 

pressure. 

Proxy advisory firms have also become important catalysts for accountability in both global and Indian markets. 

By issuing independent evaluations of shareholder resolutions, board appointments, and governance practices, 

these firms expose directors’ decisions to objective external scrutiny. In India, organizations such as Institutional 

Investor Advisory Services (IiAS) play a significant role by offering detailed assessments that shape shareholder 

voting patterns and hold boards answerable for their actions. The awareness that their performance is being 

independently reviewed often encourages directors to act with greater diligence and objectivity, aligning their 

decisions with established governance norms rather than management interests. 

Institutional support must also include regulatory protection and safe harbor mechanisms. Independent directors 

frequently hesitate to challenge management due to fears of personal liability, reputational damage, or insufficient 

backing from stakeholders. Clear legal safeguards, coupled with explicit signals from regulators affirming that 

genuine dissent and whistleblowing will be respected rather than penalized, can help mitigate these concerns. 

When combined with the activism of institutional investors and the oversight of proxy advisors, such measures 

transform independence from a formal label into a substantive reality—anchored in accountability, reinforced by 

transparency, and sustained through external support. 

 

6.5 Revisiting Tenure and Compensation 

Tenure and compensation policies are among the most influential factors shaping the true independence of 

directors. Under statutory frameworks such as India’s Companies Act, 2013, independent directors are limited to 

two consecutive terms of five years each. Yet debate continues over whether this structure achieves the right 

equilibrium between continuity and independence. On one hand, overly brief tenures can deprive boards of 

institutional memory and discourage directors from dedicating the time required to understand the company’s 

unique operations and challenges. On the other hand, extended associations can foster overfamiliarity, where 

directors grow too comfortable with management and become reluctant to challenge established practices. A 

balanced approach to tenure is therefore crucial—long enough for directors to contribute meaningfully, yet limited 

enough to preserve their objectivity and critical distance. 

Compensation presents a parallel and equally complex issue. Independent directors typically receive sitting fees, 

reimbursement of expenses, and in some jurisdictions, stock options or profit-linked commissions. While 

competitive remuneration is necessary to attract capable professionals with the requisite expertise, excessive or 

performance-based pay can inadvertently compromise independence. In particular, profit-linked commissions 

may align directors too closely with short-term financial outcomes rather than long-term governance objectives. 

A more prudent model would structure compensation as a mix of fixed fees and modest variable components tied 

to qualitative metrics—such as compliance effectiveness, ESG performance, and stakeholder engagement—rather 

than purely financial returns. 
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International practice underscores the importance of this balance. For instance, the UK Corporate Governance 

Code prohibits independent directors from receiving performance-related pay to safeguard their impartiality. In 

India, SEBI has mandated detailed disclosure of independent directors’ remuneration to enhance transparency, 

but additional reforms—such as prohibiting variable pay tied to profits—could strengthen independence in both 

form and substance. 

Ultimately, revisiting tenure and compensation policies is essential to ensure that independent directors remain 

both motivated and impartial. By limiting overdependence on any single board role while ensuring fair recognition 

of their time and expertise, boards can minimize the risks of complacency, loyalty bias, and procedural “box-

ticking.” Such recalibration would help restore the spirit of independence that lies at the heart of effective 

corporate governance. 

6.6 Promoting Cultural Change 

Ultimately, the independence of directors cannot be secured by legal frameworks alone; it requires a fundamental 

cultural shift within boardrooms. While statutes and regulations establish the structural boundaries—such as 

tenure limits, disclosure obligations and independence criteria—these mechanisms are only as effective as the 

corporate culture in which they operate. If the boardroom environment is dominated by promoters, marked by 

deference to authority, or resistant to scrutiny, independent directors will find it difficult to exercise their oversight 

role in substance, even if they comply with governance norms in form. 

A culture of transparency, openness and respect for dissent is therefore essential. Independent directors must feel 

empowered to ask probing questions, seek clarifications and record dissenting opinions without fear of 

marginalization or retaliation. Instead of viewing dissent as a threat to collegiality, boards must embrace it as an 

indicator of healthy governance and a safeguard against groupthink. This requires leadership at the top: 

chairpersons and promoters must actively encourage debate, acknowledge differing perspectives and foster an 

environment where “constructive challenge” is seen as part of effective oversight rather than disloyalty. 

Global experience reinforces the need for cultural reform. In post-Enron U.S. corporate governance debates, 

scholars argued that structural reforms such as Sarbanes–Oxley would remain ineffective unless boards 

internalized values of accountability and ethical leadership. Similarly, in India, episodes like the Tata–Cyrus 

Mistry dispute and the Satyam scandal show that formal compliance with independence norms cannot prevent 

governance failures if dissenting voices are suppressed or side-lined. 

Cultural change also requires training and sensitization of both executive and non-executive directors on the 

importance of diversity, dissent and ethical responsibility. Mechanisms such as annual board evaluations, peer 

feedback and independent performance reviews can help reinforce these values. Regulatory nudges—such as 

SEBI’s insistence on disclosure of board evaluation processes—are useful, but real change comes when boards 

themselves commit to transparency as a shared value rather than a regulatory burden. 

In this sense, genuine independence is less about structural insulation and more about mindset transformation. 

Boards that embrace scrutiny, welcome uncomfortable questions and value diverse viewpoints are far more likely 

to realize the promise of independent directorship. Without such cultural reform, even the most sophisticated legal 

and regulatory frameworks risk being reduced to a mere compliance exercise. 

 

7. Conclusion 
Independent directors embody both the promise and the paradox of modern corporate governance. In principle, 

they are conceived as impartial custodians of shareholder interests—guardians tasked with monitoring managerial 

conduct, curbing opportunism, and ensuring long-term accountability. Statutory frameworks such as the 

Companies Act, 2013 and SEBI’s Listing Obligations and Disclosure Requirements (LODR) Regulations reflect 

this ideal, envisioning independent directors as agents who bring objectivity, balance, and integrity to boardroom 

deliberations. Yet, the practical reality often falls short of this vision. Independent directors operate within 

complex ecosystems defined by structural, systemic, and relational constraints—ranging from promoter 

dominance and information asymmetry to familiarity risks, financial dependencies, and subtle pressures of 

collegiality. These challenges collectively erode their ability to function as genuine counterweights to 

management, producing a paradox in which independence exists in form but rarely in substance. 

This paradox transcends national boundaries. Global corporate failures such as Enron, Lehman Brothers, and 

Volkswagen illustrate how boards that formally complied with governance norms nonetheless failed to prevent 

ethical breaches, risk mismanagement, and corporate misconduct. In the Indian context, episodes like the Satyam 

scandal and the Tata–Cyrus Mistry dispute underscore how entrenched promoter control and cultural deference 

to authority often dilute the principle of independence. In such settings, independent directors risk being reduced 

to symbolic participants—present to satisfy regulatory mandates rather than to meaningfully influence corporate 

strategy or protect shareholder interests. 

Bridging this gap demands a comprehensive, multi-dimensional approach. Legal frameworks must be 

strengthened to clarify directors’ responsibilities, expand their access to information, and shield them from undue 

influence. Institutional mechanisms—through the active participation of institutional investors, proxy advisory 

firms, and regulatory support—can provide independent directors with external legitimacy and protection when 

they challenge entrenched management practices. Enhancing board diversity across dimensions such as gender, 

expertise, and cultural background can further mitigate groupthink and infuse board discussions with fresh 
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insights. Equally important is sustained capacity building to equip directors with the knowledge required to 

address emerging challenges, including ESG integration, cyber security, and technological disruption. 

However, legal and structural reforms alone cannot resolve this enduring paradox. The most decisive 

transformation must occur within the boardroom culture itself. Independence cannot flourish in environments that 

discourage questioning or treat dissent as disloyalty. Instead, it requires a cultural shift in which promoters, 

executives, and directors alike recognize that constructive scrutiny strengthens governance rather than undermines 

it. Fostering transparency, mutual respect, and openness to challenge is thus essential to translating the concept of 

independence into genuine practice. 

In essence, independent directors hold immense potential to enhance corporate accountability, ethical conduct, 

and shareholder trust—but this potential will remain under-realized unless the paradox of independence is directly 

confronted. By combining robust regulation, institutional support, board diversity, ongoing professional 

development, and, most crucially, a culture of open governance, corporations can move beyond token compliance. 

Only then can independent directors evolve from symbolic presences to substantive guardians of corporate 

integrity and sustainable value creation. 
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