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ABSTRACT

Purpose: Kautilya's Arthashastra — composed in the fourth century BCE as a comprehensive
treatise on statecraft, political economy, and organizational governance during the Mauryan
Empire — constitutes one of the earliest and most sophisticated systematic treatments of the
institutional challenges that contemporary corporate governance theory identifies as central:
leadership accountability, the agency problem, ethical formation of principals and agents,
stakeholder welfare, fraud prevention, risk management, and the relationship between the
governing institution and the wider society it serves. This research paper undertakes a
rigorous, multi-dimensional comparative analysis of the Arthashastra's governance framework
and the dominant paradigms of modern corporate governance, examining their philosophical
foundations, organizational architectures, leadership models, accountability mechanisms,
ethical frameworks, and empirical performance outcomes.

Methodology: In this paper, the exploratory qualitative research method is used. The relevant
information is collected using keyword-based search in Google search engine, Google Scholar
search engine, and Al-driven GPTs. This information is analysed and interpreted as per the
objectives of the paper.

Analysis/ Results: The paper advances three principal claims. First, the Arthashastra's
governance framework is not an archaic curiosity but a coherent and internally consistent
system whose organizing principles — dharma-based ethics as internal restraint, the rajarishi
(wise ruler) ideal of servant-leadership, the fourfold governance duties of Raksha, Vriddhi,
Palana, and Yogakshema, and the ethics-based elimination rather than merely contractual
mitigation of the agency problem — anticipate by two millennia many of the most advanced
insights of contemporary corporate governance scholarship. Second, modern corporate
governance's dominant shareholder-primacy paradigm, while generating impressive financial
performance metrics, carries structural weaknesses — persistent agency costs, ethical
hollowness, short-termism, and stakeholder neglect — that the Arthashastra's broader
accountability framework was specifically designed to prevent. Third, empirical evidence from
organizations that have most comprehensively implemented Arthashastra-aligned governance
principles — most notably the Tata Group's trusteeship model — demonstrates measurably
superior outcomes on stakeholder satisfaction, employee retention, community trust, and long-
term sustainability, while maintaining competitive financial performance.

Originality/ Values: The paper concludes with an integrative governance model combining
Kautilyan ethical foundations with contemporary institutional structures, offering both
theoretical enrichment for corporate governance scholarship and practical guidance for
reform.

Type of Paper: Exploratory Research.

Keywords: Kautilya, Arthashastra, Corporate governance, Agency theory, Dharma, Rajarishi,
Servant-leadership, Shareholder primacy, Stakeholder theory, Indian Knowledge Systems,
Business ethics, Tata Group, Principal-agent problem, Yogakshema, ESG governance

1. INTRODUCTION :
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The global corporate governance landscape of the twenty-first century is defined by a paradox that
grows more visible with each successive corporate scandal, financial crisis, and institutional failure.
Despite the development, over the past century, of an extraordinarily elaborate architecture (Samans &
Nelson (2022). [1]) of corporate governance — boards of directors, audit committees, independent
directors, regulatory agencies, disclosure requirements, fiduciary duties, executive compensation
systems, and increasingly comprehensive environmental, social, and governance (ESG) frameworks
(Gadinis & Miazad (2023). [2]) — the fundamental problem that all of this architecture is designed to
address persists with remarkable tenacity: the problem of ensuring that those who exercise authority
over organizational resources do so in ways that are accountable, ethical, and genuinely oriented toward
the welfare of all affected stakeholders rather than merely toward their own enrichment (Thilak et al.
(2025a). [3]; Thilak (2025b). [4]).

The persistence of this problem — documented in crises from Enron and WorldCom to the 2008 global
financial crisis, to Satyam, IL&FS, and BYJU'S in the Indian context — invites a fundamental question:
whether the dominant frameworks of modern corporate governance are addressing the root of the
problem or merely managing its symptoms. The dominant paradigm, rooted in principal-agent theory
developed by Jensen and Meckling (1976) [5] and the shareholder primacy doctrine institutionalized
through a century of Anglo-American corporate law, locates the governance problem in the
misalignment of incentives between owners (principals) and managers (agents) and proposes to solve
it through a combination of monitoring mechanisms, contractual incentives, and regulatory oversight.
This approach treats ethical failure as an inherent structural feature of organizational life and manages
rather than eliminates it.

It is against this background that Kautilya's Arthashastra demands serious and rigorous scholarly
attention. (Muniapan & Shaikh (2007). [6]). The text's central contention — that governance failures
arise primarily not from misaligned incentives but from deficient character, and that the appropriate
response is therefore not better monitoring contracts but better moral formation — is a substantive
theoretical position, supported by a comprehensive institutional architecture, that contemporary
governance scholarship is independently rediscovering through the literatures on ethical leadership,
organizational culture, intrinsic motivation, and the limits of incentive-based governance. The
Arthashastra's practical institutional proposals — the rajarishi ideal, the fourfold governance duties, the
compensation system designed to remove temptation, the forty identified embezzlement methods and
their structural remedies, the flat advisory structure of full-time expert counsellors — constitute a
governance system tested across one of history's largest empires (Srinivasan & Aithal (2025). [7]).
This paper is organized in nine substantive sections. Section 2 states the study's objectives. Section 3
states review of literature, Section 4 discusses the research methodology, Section 5 traces the historical
foundations of both systems. Section 6 analyses their contrasting philosophical premises. Section 7
examines the fourfold parallel of governance duties. Section 8 analyses leadership and advisory
structure differences. Section 9 addresses the agency problem and alternative treatments. Section 10
examines fraud prevention and real-world empirical performance. Section 11 develops an integrative
model and policy implications before the conclusion in Section 12.

2. OBJECTIVES OF THE STUDY :

This research is guided by the following specific objectives:

(1) To trace the historical origins, textual foundations, and intellectual context of Kautilya's
Arthashastra as a governance treatise, situating it within the broader tradition of Dharmashastra and
Nitishastra literature and examining its Mauryan-era institutional context.

(2) To analyse the philosophical premises that distinguish the Arthashastra's dharma-based governance
model from modern corporate governance's shareholder-primacy and principal-agent frameworks, with
particular reference to the treatment of human motivation, ethical formation, and institutional
accountability.

(3) To conduct a systematic comparative analysis of the fourfold governance duties of the Arthashastra
— Raksha, Vriddhi, Palana, and Yogakshema — and their correspondence with the four pillars of
modern corporate governance: responsibility, accountability, transparency, and fairness.

(4) To examine the contrasting leadership models — the rajarishi servant-leader ideal versus the utility-
maximizing CEO — and analyse organizational implications including compensation philosophy,
advisory structure, and decision-making methodology.
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(5) To investigate the two frameworks' divergent approaches to the agency problem: the Arthashastra's
ethics-based strategy of eliminating moral hazard through character formation versus modern
governance's incentive-based strategy of managing it through contractual alignment and monitoring.
(6) To assess empirical performance evidence for both frameworks, including data from the Tata Group
trusteeship model and from studies of conventional corporate governance performance outcomes.

(7) To develop an integrative governance model combining Kautilyan ethical foundations with
contemporary institutional transparency mechanisms and assess implications for Indian and global
corporate governance reform.

(8) To argue for the inclusion of Arthashastra governance principles within Indian Knowledge Systems
(IKS) curricula in management education as mandated by the National Education Policy 2020.

3. REVIEW OF LITERATURE :

3.1 Literature Review based on Title of the paper:

Kautilya’s Arthashastra has increasingly been examined as an early framework for governance, ethical
leadership, accountability, and administrative control. Scholars argue that its principles are relevant not
only to statecraft but also to modern corporate governance because both systems deal with authority,
responsibility, supervision, risk control, and stakeholder welfare. Muniapan and Shaikh (2007) [7]
observe that Kautilya’s ideas can be integrated into contemporary corporate governance because they
emphasize value creation for both shareholders and stakeholders. Similarly, Kumar and Rao (1996) [8]
interpret the Arthashastra as a source of value-based management, highlighting organizational
philosophy, leadership ethics, internal culture, and stakeholder feedback.

A major area of comparison between Kautilyan governance and modern corporate governance is the
problem of agency, accountability, and misuse of power. Modern agency theory explains corporate
governance as a mechanism to control conflicts between owners and managers (Jensen & Meckling
(1976). [5]). Kautilya’s approach also recognizes that officials may misuse authority, manipulate
accounts, or act in self-interest; therefore, he recommends supervision, audit, role clarity, incentives,
punishments, and ethical restraint. Sihag (2004) [9] shows that Kautilya gave significant importance to
accounting, organizational design, and ethical conduct as instruments of economic governance. This
makes the Arthashastra highly relevant to modern discussions on transparency, internal control, audit
systems, and fraud prevention.

The stakeholder orientation of Kautilya’s governance philosophy is another important theme in
literature. Modern corporate governance has gradually moved from a narrow shareholder model to a
broader stakeholder model, where the interests of employees, customers, society, creditors, and the
environment are also considered (Shleifer & Vishny (1997). [10]; Aguilera & Cuervo-Cazurra (2004).
[11]). Kautilya’s famous welfare-oriented principle that the ruler’s happiness lies in the happiness of
the people reflects a similar stakeholder logic. Sihag (2005) [12] explains that Kautilya’s ideas on
taxation and public goods were designed to promote stability, welfare, and economic prosperity. In the
corporate context, this can be compared with corporate social responsibility, ethical wealth creation,
and sustainable governance.

Ethics forms the central bridge between the Arthashastra and modern corporate governance. While
modern governance frameworks often depend on legal compliance, board structures, disclosure rules,
and external regulation, Kautilya gives equal importance to internal discipline, moral restraint, and
character of leadership. Sihag (2007) [13] argues that Kautilya connected institutions, governance,
knowledge, ethics, and prosperity in an integrated manner. This view is consistent with contemporary
corporate governance literature, which recognizes that rules alone cannot ensure good governance
unless supported by ethical leadership and responsible organizational culture (Daily, Dalton, &
Cannella (2003). [14]).

Recent scholarship further strengthens the argument that Kautilya’s governance model can enrich
modern corporate governance theory. Sihag (2017) [15] argues that Kautilya’s insights address agency
costs, moral hazard, accountability, and managerial responsibility in a way that remains useful for
modern corporations. Overall, the literature suggests that the Arthashastra offers a holistic governance
framework combining ethics, accountability, stakeholder welfare, strategic supervision, and economic
efficiency. Therefore, a comparative study of Kautilya’s Arthashastra and modern corporate governance
can contribute to both Indian knowledge systems and contemporary management theory.
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3.2 Review based on Keywords:
Table 1: Review of literature using keyword: Kautilya’s Arthashastra

S. No. | Title/Focus Summary/Outcome Reference

1 Kautilya’s This book examines Kautilya’s Arthashastra, a | Mitra, S. K., &
Arthashastra: An | comprehensive political and strategic text | Liebig, M. (2016).
intellectual written nearly 1800 years before Machiavelli’s | [16]
portrait works. It highlights the importance of the

Arthashastra in political science, comparative
politics, and international relations by
presenting Kautilya as a thinker whose ideas on
governance, statecraft, and social stability
remain relevant even in the modern world. The
book also argues that Kautilyan principles
continue to influence contemporary India’s
political and strategic thinking in the emerging
multipolar global order.

2 Methodology of | This section of Kautilya’s Arthashastra | Chousalkar, A. S.
Kautilya's explains the scientific methodology used in | (2004). [17]
Arthashastra composing the treatise and discusses 32

methods of knowledge derived from ancient
Indian philosophical systems such as Lokayata,
Samkhya, and Nyaya. Kautilya used logical
inquiry (Anvikshiki) and reasoning (Yukti) to
develop political science and emphasized the
interrelationship between philosophy, theology,
economics, and politics in achieving the goals
of life. His approach was integrative and
reformative, aiming not to reject traditional
ideas completely but to reinterpret them in a
practical and systematic manner for effective
governance and social organization.

3 Ancient wisdom | Kautilya is regarded as one of the earliest realist | Set, S. (2015). [18]
for the modern | thinkers who developed a comprehensive
world approach to governance through the

Arthashastra, covering economic, political,
social, legal, and international dimensions of
human life. His vision was to build a strong and
stable empire led by an enlightened ruler who
ensured the welfare (Yogakshema) and
happiness of the people. The paper emphasizes
that Kautilya’s ideas on internal stability, social
cohesion, and national strength remain highly
relevant in the modern world and highlights the
need to reinterpret ancient Indian knowledge for
contemporary applications.

4 Singh, N. K. Kautilya’s Arthashastra is a comprehensive | Singh, N. K. (2012).
(2012). work on statecraft that explains governance | [19]

systems, leadership roles, administrative
strategies, and managerial principles for
maintaining an effective and stable state. Based
on earlier works and Dharmashastras, it
presents practical approaches to governance,
emphasizing justice, fairness, leadership
qualities, and social stability while also
allowing flexibility during emergencies and
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political challenges. Although focused on state
expansion and material prosperity, the
Arthashastra combines ethical ideals with
practical realism, making it an important source
for understanding ancient management and
governance systems.

State and
governance in
Kautirya’s
Arthashastra

Kautilya’s  Arthashastra  comprehensively
discusses governance, administration, taxation,
intelligence systems, and the duties of a ruler in
a monarchical state. It emphasizes Rajadharma
(duty of the ruler), rule of law, welfare of the
people, protection of dharma, and balanced
governance through autonomous institutions
and administrative structures that prevent
absolute power. The text presents a practical and
welfare-oriented model of governance that
resembles the idea of a democratic monarchy in
ensuring both stability and public welfare.

Panda, J. P., & At-
Paikasahi, P. B.
(2020). [20]

Kautilya’s
Arthashastra and
perspectives on
organizational
management

This paper examines Kautilya’s Arthashastra
and its relevance to modern organizational
management through a hermeneutic approach
that interprets ancient literature in a
contemporary context. It highlights that
Kautilya emphasized self-management as the
foundation of effective leadership, advising
managers to overcome internal weaknesses
such as greed, anger, ego, and arrogance before
managing others. The study also suggests that
the Arthashastra offers valuable insights for
modern areas such as strategic management,
human resource management, and financial
management.

Muniapan, B.
(2008). [21]

Understanding
Kautilya’s
Arthashastra

This article argues that India can benefit by
reviving the strategic principles of Kautilya’s
Arthashastra, particularly in the field of
international relations and regional diplomacy.
It highlights that the text provides practical and
flexible strategies based on realistic analysis
rather than rigid rules, making its insights
relevant even today in understanding political
relations among neighboring and mutually
competitive states in South and East Asia.

Gautam, P. K.
(2013). [22]

Kautilya’s
Arthashastra and
Indian Military
Reforms

This research article uses Kautilya’s
Arthashastra to examine Indian military
reforms and its continuing influence on modern
defense strategies and policies. By analyzing
concepts such as warfare tactics, organizational
structure, and resource management, the study
connects ancient strategic wisdom with
contemporary military practices. It also
highlights how Kautilya’s ideas can contribute
to understanding and improving modern
security and defense systems.

Dutta, R., Dutta, K.,
& Bhuyan, H.
(2023). [23]
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9 Decolonizing This paper examines the relevance of Kautilya’s | Bhartiya, N., &
Governance: Arthashastra in addressing contemporary | Maharshi, A. (2024).
Lessons from Indigenous  governance challenges and | [24]

Kautilya's revitalizing traditional governance systems

Arthashastra for | affected by colonialism. By emphasizing

Indigenous principles such as ethical duty, alliance-

Communities building, sustainability, justice, and community
participation, the study explores how Kautilyan
ideas can support self-determination and
culturally rooted governance models. It also
discusses the opportunities and limitations of
applying these ancient principles within diverse
modern Indigenous contexts.

10 Kautilya—The | Kautilya’s Arthashastra is a foundational work | Mathur, B. P. (2008).
Art of on statecraft and governance that emphasizes | [25]
Governance wealth, law enforcement, national security, and

public welfare as the pillars of a strong state. It
outlines the ruler’s duties in maintaining law
and order, protecting the nation, and ensuring
the well-being of citizens through effective
administration and strategic governance.
Despite being written over two millennia ago,
its practical insights on leadership, human
nature, justice, and governance remain highly
relevant in the contemporary world.

11 The Kautilya’s Arthashastra is regarded as a | Debnath, A., &
Administrative | significant treatise on public administration and | Bankura, P. O. B. D.
Aspects of governance in ancient India, focusing on the | (2020). [26]
Kautilya’s acquisition, exercise, and maintenance of state
Arthashastra power. It emphasizes that the welfare and

happiness of the people are central to effective
governance and that a ruler’s success depends
on serving public interests. The work remains
relevant today for its insights into good
governance, administrative efficiency, and
statecraft.

12 Revisiting This essay examines the economic theories | Pandya, F., &
Kautilya's presented in Kautilya’s Arthashastra, a | Jagtap, S. (2023).
Arthashastra classical Sanskrit treatise on economics, | [27]
through politics, governance, and statecraft written in
economic lenses | the third century BCE. The text discusses

important concepts related to trade, taxation,
agriculture, foreign policy, and economic
administration, many of which remain relevant
in the modern world. The paper also highlights
Kautilya’s enduring influence on contemporary
economic and political thought through the
practical applicability of his principles.
Table 2: Review of literature using the keyword: Modern Corporate Governance

S. No. | Title/Focus Summary/Outcome Reference

1 The evolution of | This paper examines the evolution of corporate | Grant, G. H. (2003).
corporate governance in response to the repeated misuse | [28]
governance and | of corporate power and its social consequences
its impact on throughout history. It highlights the challenges
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modern faced by governments in  regulating
corporate corporations and by investors in protecting their
America interests, while emphasizing the ongoing

difficulty of aligning the objectives of

management with those of shareholders.

The evolution of

This article traces the evolution of the modern

O'Kelley, C. R.

the modern corporation from the American Civil War to the | (2013). [29]
corporation present, emphasizing the influence of industrial

revolutions, technological progress, and

changing business structures. It highlights the

growing separation between ownership and

control, where dispersed shareholders had

limited influence while corporate leaders and

CEOs gained significant power over large

corporations. The study concludes that despite

recent corporate governance reforms, the

dominance and influence of modern CEOs have

largely continued.
On the This  commentary  examines  differing | Williamson, O. E.
governance of perspectives on corporate governance, ranging | (1979). [30]
the modern from criticism of corporate power to support for
corporation enterprise-based systems. It argues that many

governance issues can be controlled through

competition in product and capital markets,

although regulatory reforms are sometimes

necessary. The discussion also supports federal

intervention to limit protectionist state takeover

laws and improve corporate governance

effectiveness.
A model of This study examines corporate governance | Avcin, M., &
modern through internal governance behavior and | Balcioglu, H.
corporate external legal governance behavior by | (2017). [31]
governance integrating corporate culture and corporate
framework for legality frameworks. The findings show that
the better strong corporate culture and effective legal
governance of governance positively influence shareholder
companies participation, governance reporting, financial

markets, corporate social responsibility, and
overall firm performance. The study also
suggests that well-structured governance
systems can help organizations identify
weaknesses and prevent corporate failures.

Democracy and
the evolution of
corporate
governance

This study explains that stakeholder consent in
corporate governance is strongly influenced by
procedural fairness and democratic practices
within organizations. By examining corporate
governance reforms in countries such as France,
Germany, the United Kingdom, and the United
States, the paper shows that governance systems
have gradually evolved to include democratic
principles such as representation, separation of
powers, and stakeholder participation. The
study concludes that democratic procedures
play a vital role in achieving legitimacy and
trust in modern corporate governance.

Gomez, P. Y., &

Korine, H. (2005).

[32]
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Theoretical
overview of
modern
corporate
governance

This study provides a theoretical overview of
modern corporate governance, highlighting its
importance  in  ensuring  transparency,
accountability, ethical conduct, and protection
of shareholder and stakeholder interests in the
digital and Al-driven era. It identifies key
governance pillars such as effective boards,
strategic alignment, and integrity, while also
discussing major  challenges including
regulatory compliance, balancing stakeholder
interests, board composition, and financial
fraud. The study emphasizes that strong
corporate governance frameworks are essential
for improving organizational performance and
preventing  administrative and  financial
misconduct.

Feddaoui, A., &
Bouabdelli, A.
(2025). [33]

Modern
company and
capital market
problems

This article discusses the need for reforms in
European corporate governance following the
Enron scandal, focusing on strengthening
company and capital market laws. It highlights
important governance measures such as
improved  shareholder  decision-making,
independent board committees, regulation of
executive  compensation, stronger audit
systems, and enhanced accountability
mechanisms. The study also emphasizes the
importance of competent intermediaries and
effective legal frameworks for maintaining
transparency and investor confidence.

Hopt, K. J. (2003).
[34]

Corporate
governance in
the modern
financial sector

This study highlights the governance challenges
faced by large and complex financial
institutions due to excessive leverage, risk-
taking behavior, and government-backed
guarantees such as “too big to fail” protections.
It explains that the size and complexity of these
institutions ~ weaken  market  discipline,
shareholder influence, takeover pressures, and
board oversight, making effective corporate
governance and risk management increasingly
difficult.

Acharya, V. V.,
Carpenter, J. N.,
Gabaix, X., John,
K., Richardson, M.,
Subrahmanyam, M.
G., .. & Zemel, E.
(2009). [35]

Corporate
governance:
overview and
research agenda

This passage discusses the evolution of
corporate governance in listed companies,
particularly after financial scandals raised
concerns about managerial accountability and
shareholder protection. It highlights the
influence of major governance reforms such as
the Cadbury, Greenbury, Hampel, and Turnbull
Reports, which expanded governance from
financial accountability to include risk-taking,
innovation, and internal control. The passage
also notes growing concerns that self-regulation
alone may not ensure adequate corporate
accountability, leading to stronger government
involvement in governance reforms.

Demirag, 1.,
Sudarsanam, S., &
WRIGHT, M.
(2000). [36]
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10 New directions | Corporate governance refers to the structures, | Davis, G. F. (2005).
in corporate processes, and institutions that regulate power, | [37]
governance decision-making, and resource control within

organizations. While traditional law and
economics perspectives view corporations as
systems designed primarily to maximize
shareholder value, recent research has explored
governance through historical, social, cultural,
and institutional perspectives. Contemporary
studies increasingly focus on how governance
institutions emerge, evolve, operate, and
influence  organizations across different
economic and social environments.

4. RESEARCH METHODOLOGY :

This paper adopts an exploratory qualitative research methodology to examine and interpret
the concepts, theories, and emerging perspectives related to the study topic in a comprehensive
manner. The study primarily relies on secondary sources of information collected through
systematic keyword-based searches using the Google search engine, Google Scholar database,
and Al-driven Generative Pre-trained Transformer (GPT) tools. Scholarly journal articles,
research papers, books, conference proceedings, industry reports, policy documents, and
credible online resources were reviewed to gather relevant theoretical and practical insights.
The collected information was carefully screened, categorized, analysed, and interpreted in
alignment with the objectives of the study to identify key themes, patterns, relationships, and
contemporary developments associated with the research problem. The qualitative exploratory
approach enabled the researchers to develop conceptual understanding, compare different
viewpoints, analyze identified issues, and derive meaningful interpretations with academic and
practical implications [38-48].

5. HISTORICAL AND INTELLECTUAL FOUNDATIONS :

5.1 The Arthashastra: Text, Author, and Intellectual Context:

The Arthashastra (&rafm%r) — literally, the 'science of material gain' or, more precisely, the 'science
of political economy and statecraft' — is a text of remarkable scope and analytical sophistication.
Composed in Sanskrit prose and verse across fifteen books (adhikaranas) and one hundred and fifty
chapters, it addresses an extraordinary range of subjects: the organization of the state's administrative
apparatus, the selection, remuneration, and monitoring of officials at every level of the hierarchy,
market regulation, treasury management, military strategy and diplomacy, criminal law and judicial
procedure, espionage systems, and the philosophical foundations of good governance. Its
comprehensive ambition — spanning administrative minutiae and philosophical principle with equal
attention — is itself philosophically significant: it reflects a worldview in which governance is an
integrated whole rather than a collection of separately administrable domains.

The text's attribution to Kautilya — identified in tradition with Chanakya or Vishnugupta, the Brahmin
minister who guided Chandragupta Maurya in founding the Mauryan Empire around 321 BCE — is
debated among scholars. R. Shamasastry's 1915 discovery and translation brought it to modern
scholarly attention, and subsequent scholarship by Patrick Olivelle, Thomas Trautmann, and others has
clarified its complex compositional history, which may span several centuries of revision around an
original Kautilyan core. What is not debated is the text's extraordinary institutional richness: whatever
its precise compositional history, the Arthashastra reflects the accumulated administrative and
governance wisdom of one of the ancient world's most sophisticated and extensive state apparatuses
[49].

The Arthashastra belongs to a broader tradition of Nitishastra (the science of right conduct and political
wisdom). It distinguishes itself from the more explicitly religious governance literature of the
Dharmashastra by its frankly pragmatic orientation: Kautilya explicitly acknowledges the reality of self-
interest, the ubiquity of the temptation to abuse authority, and the necessity of institutional designs that
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account for human weakness while cultivating human excellence. This combination of idealism — the
rajarishi as governance ideal — and realism — the forty embezzlement methods as governance threat
— makes the Arthashastra a text of unusual intellectual honesty about the conditions and challenges of
governance.

5.2 The Evolution of Modern Corporate Governance:

Modern corporate governance's formal intellectual lineage begins with Adolf Berle and Gardiner
Means' landmark 1932 study, The Modern Corporation and Private Property, which systematically
documented the separation of ownership and control that characterizes the large publicly traded
corporation. Berle and Means observed that the diffusion of share ownership across thousands of
stockholders effectively transferred operational control to professional managers whose interests might
not align with those of the shareholders they nominally served. This observation became the founding
problem of the entire corporate governance discipline.

The formal theorization of the principal-agent problem by Jensen and Meckling in 1976 provided the
analytical framework within which most subsequent corporate governance scholarship has operated.
The corporate governance reform movements of the 1990s — driven by institutional investor activism
— produced a wave of governance codes, most notably the Cadbury Report in the UK (1992) and the
OECD Principles of Corporate Governance (1999). In India, the Kumar Mangalam Birla Committee
Report (2000) and subsequent SEBI regulations, culminating in the Listing Obligations and Disclosure
Requirements (LODR) Regulations of 2015, have shaped the contemporary Indian corporate
governance landscape.

The global financial crisis of 2008, Indian corporate scandals from Satyam (2009) through IL&FS
(2018) and BYJU'S (2023), and growing ESG accountability pressure have all deepened the sense that
modern corporate governance has not solved the fundamental problem that Berle and Means first
identified in 1932 [51]. The management scholarship on ethical leadership, authentic leadership,
servant-leadership, and stakeholder theory that has grown substantially since the 1990s represents, in
significant part, a rediscovery of insights that the Arthashastra articulated two and a half millennia
earlier.

6. PHILOSOPHICAL PREMISES: DHARMA VERSUS SHAREHOLDER PRIMACY :

6.1 The Arthashastra's Dharmic Foundation:
The philosophical foundation of the Arthashastra's governance model is the concept of Dharma — a
term encompassing righteousness, right conduct, duty, social order, and the cosmic principle that
sustains the world's functioning. For Kautilya, governance is not primarily an economic or political
problem but a moral one: the question of how authority can be organized so that those who govern do
so for the welfare of those governed rather than for their own enrichment.
From Arthashastra, Book I, Chapter 19, Verse 34:
prajaya-sukhesu sukham rajyajiiah prajanaya ca sthite sthitam |
na yatma-sukham priyam tatha rajyajnah prajanaya tu priyam ||

"In the happiness of his subjects lies his happiness; in their welfare his welfare.

What pleases himself he shall not consider as good, but what pleases his subjects

he shall consider as good." — Kautilya, Arthashastra, 1.19.34
The concept of the rajarishi (wise king who combines political authority with philosophical wisdom
and ethical formation) represents the human embodiment of this principle. The rajarishi demonstrates
self-control over sensory temptations, cultivates intellect through association with elders, actively
promotes the security and welfare of all subjects, and avoids the extravagance and arrogance that
Kautilya identifies as the characteristic vices of poorly formed leaders. Kautilya also identifies three
CEO types: the ethical leader who places principals' interests first; the self-interested utility maximizer;
and the myopic unethical leader. He argued that genuine organizational welfare is achievable only under
leaders of the first type, and that institutional structures alone cannot compensate for character
deficiencies — a claim that contemporary ethical leadership research consistently validates [49].
The Arthashastra's ethical framework is notable for its psychological sophistication. Kautilya identifies
the six enemies of the wise mind — lust (kama), anger (krodha), greed (lobha), conceit (mana),
arrogance (mada), and foolhardiness (harsha) — and grounds his entire governance system in the claim
that leaders who have not conquered these enemies cannot govern wisely regardless of institutional
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structures. This psychological account of governance failure — rooted in character deficiency rather
than incentive misalignment — is more consistent with what contemporary moral psychology and
organizational behaviour research finds about the actual mechanisms of ethical failure than the rational-
actor model that dominates principal-agent theory.

6.2 Modern Corporate Governance's Shareholder Primacy Paradigm:

Modern corporate governance's dominant philosophical premise is shareholder primacy: the principle
that the corporation's primary obligation is to its shareholders, and that governance mechanisms should
be organized primarily to ensure that management serves shareholders' financial interests. This
principle, institutionalized through American corporate law from the Dodge v. Ford Motor Co. case
(1919) onward, reflects the economic model of the firm as a nexus of contracts among self-interested
parties.

The shareholder primacy paradigm has generated the institutional architecture that dominates modern
corporate governance: boards of directors primarily accountable to shareholders; executive
compensation systems designed to align management's financial interests with shareholder returns;
audit committees and external auditors focused on investor protection; and regulatory regimes
structured around financial transparency. This architecture is internally coherent and has delivered
substantial financial benefits: companies with strong governance by conventional metrics generate 3.4
times more operating cash flow and significantly superior shareholder returns compared to poorly
governed peers.

The paradigm's limitations, however, are equally well documented. Its short-termism has been
extensively criticized. Its treatment of employees, customers, communities, and the natural environment
as instrumental inputs rather than genuine stakeholders has been challenged by R. Edward Freeman's
stakeholder theory [52] and increasingly endorsed by major institutional investors — including the 2019
Business Roundtable statement on corporate purpose signed by 181 American CEOs. Its reliance on
external constraints rather than internally motivated ethical commitment has been shown to be
inadequate when regulatory enforcement is weak or organizational complexity exceeds the monitoring
capacity of external overseers.

Perhaps the most structurally consequential of these limitations is the paradigm’s inherent inability to
account for what economists term "externalities" — costs and consequences that are generated by
corporate activity but borne by parties outside the transactional relationship between the firm and its
shareholders. When a manufacturing enterprise discharges effluents into a river, when a financial
institution structures products that systematically transfer risk to uninformed retail investors, or when a
technology platform monetizes behavioral data in ways that erode civic deliberation, the shareholder
primacy framework registers no internal signal of failure so long as profitability is maintained and legal
liability is avoided. The market, left unaided, has no mechanism to price these diffuse, often temporally
delayed, and jurisdictionally complex harms. This structural blindness is not an incidental design flaw
but a logical consequence of the paradigm's foundational premise: that the purpose of the firm is
exhausted by its obligation to capital providers. Critics from institutional economics, ecological
economics, and moral philosophy alike have argued that this premise is not merely ethically contestable
but empirically untenable in an era of climate disruption, systemic financial risk, and deepening
inequality — conditions in which the externalized costs of corporate decision-making now routinely
dwarf the private gains they generate.

7. THE FOUR PILLARS: GOVERNANCE DUTIES IN PARALLEL :

7.1 Structural Correspondence:

One of the most intellectually striking features of the comparative analysis is the structural
correspondence between the Arthashastra's four sovereign duties and the four pillars of modern
corporate governance identified by the ICSI and OECD [53]. This correspondence reflects the fact that
governance, as a human institutional challenge, generates similar organizing categories across different
historical contexts: any serious governance framework must address protection against harm,
accountability for performance, transparency of information, and welfare of affected parties.

Table 3: Arthashastra's four sovereign duties and the four pillars of modern corporate governance
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Arthashastra Duty Sanskrit Meaning Modern Governance Key Institutional
Pillar Instrument
Raksha Protection Responsibility Audit committees;
ERM frameworks
Vriddhi Growth / Prosperity Accountability Board oversight;
performance metrics
Palana Compliance / Transparency SEBI LODR; IFRS;
Maintenance SOX
Yogakshema Welfare / Social Fairness / CSR Companies Act 2013
Security s5.135; ESG reporting

7.2 Raksha (Protection) and the Responsibility Pillar:

Raksha — protection — is the first of Kautilya's sovereign duties, encompassing the governance
obligation to identify, anticipate, and protect against threats to the welfare of all stakeholders. The
Arthashastra's treatment of Raksha is notably comprehensive: it addresses not only military security but
protection against fraud, administrative corruption, natural disaster, economic exploitation, and internal
governance weaknesses. The forty embezzlement techniques Kautilya enumerates in Book 11 [49] —
spanning revenue manipulation, expenditure misrepresentation, fraudulent measurement, and collusive
corruption — represent a systematic risk taxonomy that contemporary enterprise risk management
frameworks would recognize as sophisticated and relevant.

The modern Responsibility pillar focuses on systematic risk identification and mitigation through audit
committees, enterprise risk management frameworks, and top management oversight. Critical gaps
persist: most boards still treat risk management as a line-management function rather than a board-level
governance priority, and incentive structures frequently reward risk-taking rather than risk
management. The Arthashastra's Raksha duty is broader in scope than modern risk governance's typical
focus, encompassing the social and ethical risks that contemporary ESG frameworks are beginning to
address.

7.3 Vriddhi (Growth) and the Accountability Pillar:

Vriddhi — growth or prosperity — represents Kautilya's governance duty to provide the resources,
infrastructure, and institutional conditions necessary for the genuine flourishing of all subjects, defined
not in terms of treasury accumulation alone but in terms of the overall prosperity of the populace. The
modern Accountability pillar requires boards to demonstrate that organizational resources generate
maximum value. The dominant shareholder-primacy interpretation equates value with shareholder
returns — a narrower definition than Kautilya's Vriddhi requires. Stakeholder theory's expanding
influence has driven a gradual broadening of accountability metrics toward employee welfare, customer
satisfaction, community impact, and environmental sustainability, moving modern governance
frameworks closer to the Arthashastra's more comprehensive conception.

7.4 Palana (Compliance) and the Transparency Pillar:

Palana — maintenance or compliance — encompasses the governance duty to maintain established
order and ensure that information flows accurately through the governance system. The Arthashastra's
treatment of Palana is notable for its attention to information architecture: Kautilya's extensive
provisions for independent verification of officials' reports and cross-checking from multiple sources
reflect a sophisticated understanding of the principal-agent problem's information asymmetry
dimension. The modern Transparency pillar requires timely and accurate disclosure of all material
matters under SEBI LODR, Companies Act 2013, and IFRS standards. The Arthashastra's insight —
that compliance requires both external enforcement and internal motivation, and that officials who are
merely compliant rather than genuinely committed will satisfy the letter while subverting the spirit of
disclosure requirements — is precisely the failure pattern documented in the Satyam, Enron, and
BYJU'S audit failures.
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7.5 Yogakshema (Welfare) and the Fairness/CSR Pillar:

Yogakshema — welfare or social security — derives from yoga (acquisition) and kshema (security or
preservation): together, they denote the governance duty to both secure and preserve the welfare of all
subjects, encompassing material security, protection from exploitation, access to justice, and the
capacity to live with dignity. Kautilya's provisions under Yogakshema span price regulation, public
infrastructure, and the care of the vulnerable — widows, orphans, the sick, the aged. The modern
Fairness pillar, supplemented by India's Companies Act 2013 [54-55] requirement for qualifying
companies to spend at least 2% of average net profits on CSR, addresses a narrower welfare range.
Companies with board-level CSR oversight demonstrate measurably superior programme performance:
78% of high-performing CSR organizations maintain board-level engagement versus 56% of less
successful peers. However, the treatment of welfare as a separate mandated activity alongside the core
business — rather than as an integral governance dimension as Yogakshema implies — reflects the
persistent segregation of commercial and social purpose that the Arthashastra's integrated framework
was designed to prevent.

8. LEADERSHIP STRUCTURE AND ORGANIZATIONAL DESIGN :

8.1 The Rajarishi Ideal Versus the Utility-Maximizing CEO:

The most fundamental difference between the two governance models is not institutional but
anthropological: it concerns the model of the human being expected to exercise governance authority.
The Arthashastra's rajarishi ideal presupposes a conception of human excellence that is fundamentally
developmental: leadership quality is an achieved character, cultivated through disciplined formation,
intellectual cultivation, moral self-examination, and the wise counsel of elders and advisers. Kautilya
categorized leaders into three types: the ethical leader who places principals' interests first; the self-
interested utility maximizer; and the myopic unethical leader. He argued that genuine organizational
welfare is achievable only under leaders of the first type, and that institutional structures alone cannot
compensate for character deficiency.

Modern corporate governance's dominant CEO model begins from the assumption that executives are
utility maximizers whose interests must be aligned with shareholder interests through compensation
structures. Executive compensation systems — stock options, performance bonuses, deferred
compensation — represent the institutional technology through which modern governance attempts to
achieve by incentive design what the Arthashastra believed could only be achieved by character
formation. The extensive evidence of incentive system gaming — executives taking excessive short-
term risks to maximize option values, manipulating accounting to meet earnings targets, engaging in
share buybacks to boost EPS at the expense of investment — strongly suggests that Kautilya's
scepticism about the adequacy of purely incentive-based governance was well-founded.

8.2 Advisory Structure: Concentrated Expertise Versus Part-Time Oversight:

The Arthashastra's recommendation that the king maintain only three or four full-time expert advisers
reflects a governance philosophy of concentrated, deeply informed, continuously engaged oversight
rather than broad but shallow monitoring. Kautilya specified rigorous qualification requirements for
these advisers: native birth (skin in the game), established family standing (reputation to protect), multi-
disciplinary training (breadth to see systemic implications), and logical ability to foresee consequences
several steps into the future. This prospective advisory role — identifying risks and opportunities before
they materialize — contrasts sharply with the retrospective role of most modern boards, which review
decisions after their consequences have become apparent.

Modern corporate boards have evolved very differently. The average large company board has twelve
to fifteen members meeting eight to twelve times annually — far less than the full-time engagement the
Arthashastra envisages. Directors reported a nearly 20% increase in average days spent on board work
between 2019 and 2020, but the fundamental structure of part-time, relatively brief engagement with
enormously complex organizational systems remains intact. The structural challenge — that
independent directors cannot remain fully informed about companies while maintaining the external
independence that makes their oversight credible — is inherent to the modern board model and would
be recognized by Kautilya as a predictable consequence of design choices that prioritize formal
independence over substantive engagement.
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8.3 Decision-Making: Collective Wisdom Versus Hierarchical Approval:

Kautilya's insistence that no single person can arrive at the right decision — and that governance
therefore requires pooling multiple sources of informed judgment — reflects an epistemology of
organizational decision-making that contemporary management science independently validates.
Research on group decision-making consistently demonstrates that diverse, expert, well-structured
collective deliberation produces better decisions than individual judgment, particularly in high-
complexity, high-uncertainty domains. The Arthashastra's decision model — combining what the king
personally knows, what is reported by advisers, and what requires inferential reconstruction — maps
closely onto the information integration models that contemporary decision analysis employs.

Modern corporate decision-making operates through a hierarchical approval structure in which
management teams propose strategies that boards must approve, with board judgment resting on
periodic review of management-prepared documents rather than on continuous, deeply informed
engagement. The structural information asymmetry between management and the board systematically
disadvantages board oversight and creates the conditions for 'board capture’ — the gradual alignment
of board judgment with management perspective through information control, social relationships, and
institutional incentives.

9. THE AGENCY PROBLEM: ELIMINATION VERSUS MITIGATION :

9.1 Kautilya's Ethics-Based Approach to Moral Hazard:

Kautilya's most philosophically distinctive contribution to governance theory is his position on the
agency problem. Modern governance theory accepts the agency problem as an inherent structural
feature of organizational life and focuses on designing mitigation mechanisms. Kautilya's position is
fundamentally different: he believed that moral hazard problems cannot be alleviated by rules and
regulations alone, and that the appropriate response is the creation of an ethical society through the
moral formation of those who exercise governance authority.

The Arthashastra's approach to moral formation operates at three levels. At the individual level, it
requires leaders to conquer the six enemies of the mind through disciplined self-cultivation and
philosophical reflection. At the institutional level, it requires compensation systems designed not to
incentivize performance but to eliminate material temptation — officials paid at levels making
corruption economically irrational, with career incentives structured to reward long-term integrity over
short-term metrics. At the societal level, it requires educational systems that cultivate dharmic values
from childhood, on the grounds that governance ethics cannot be sustained by adult supervision alone.
The radicalism of this position deserves emphasis. Kautilya is not merely arguing for stronger
enforcement or better monitoring. He is arguing that governance systems populated by ethical leaders
require fundamentally less monitoring infrastructure — fewer auditors, fewer compliance officers,
fewer regulatory bodies — because the primary source of governance failure, the self-interested
disposition to exploit authority for personal gain, is absent or substantially diminished. The entire
elaborate architecture of modern corporate governance — boards, audit committees, SOX, SEBI LODR
— exists because modern governance theory has accepted Kautilya's diagnosis of the problem while
rejecting his proposed solution.

9.2 Modern Principal-Agent Theory and Its Institutional Responses:

The formal theorization of the principal-agent problem by Jensen and Meckling in their seminal 1976
paper [5] identified three categories of agency costs: monitoring costs (expenses incurred by principals
to observe and constrain agent behaviour); bonding costs (expenses incurred by agents to credibly
commit to principal-aligned behaviour); and residual loss (the reduction in firm value when agent
actions diverge from principal-optimal choices despite monitoring and bonding). These costs represent
real reductions in organizational value — and their magnitude in large, publicly traded corporations is
substantial.

Modern governance's primary response — executive compensation systems linking managerial wealth
to firm performance through stock options, bonuses, and equity stakes — has produced a complex and
empirically mixed record. Studies consistently show that performance-linked compensation increases
executives' motivation to improve firm metrics; they equally consistently show this motivation drives
behaviour aimed at improving measured proxies rather than underlying reality. Share buybacks that
improve earnings per share while reducing investment capacity, accounting choices that defer expense
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recognition to meet targets, and risk-taking that generates short-term returns while accumulating long-
term tail risks — these are the predictable consequences of incentive systems aligned with measurable
proxies rather than genuine value creation.

9.3 The Comprehensive Comparison Table:
The following table provides a systematic multi-dimensional comparison of the two governance
frameworks across their principal institutional dimensions:

Table 4: Comparison of the two governance frameworks across their principal institutional

dimensions

Dimension

Core Philosophy

Ethical Basis

Leadership Ideal

Advisory Structure

Agency Problem

Raksha / Responsibility

Vriddhi / Accountability

Palana / Transparency

Yogakshema / Fairness

Compensation Model

Fraud Prevention

Outcome Metrics

Arthashastra Framework

Dharma; rajarishi servant-
leadership

Internalized dharmic duty from
moral formation

Rajarishi: wise ruler;
constitutional servant

3-4 full-time expert advisers

Elimination via character ethics
Holistic stakeholder protection
and risk prevention

National prosperity and all-
stakeholder growth

Dharmic disclosure as
governance duty

Welfare embedded in
governance purpose

48,000 panas — temptation-
resistance pay

40 embezzlement methods;
character and verification

Citizen/stakeholder happiness
and welfare

Modern Corporate
Governance

Shareholder primacy; utility
maximization

External constraints: codes,
regulation, contracts

CEO as incentive-aligned agent
Part-time board (12-15
directors)

Mitigation via contracts and
monitoring

Audit committees; financial
risk management

Shareholders return
maximisation; ROI focus

SEBI LODR; IFRS; SOX;
Companies Act 2013

CSR as separate 2% mandate
under Companies Act

Stock options; performance
bonuses; deferred pay

SOX Sections 302/404/806;
internal audit

EPS; TSR; market
capitalisation

9.4 Agency Cost Comparison: Zero Aspiration Versus Managed Levels:

The Arthashastra's ethics-based approach aspires to zero conflict costs — not as a utopian ideal but as
a practically achievable goal in organizations staffed by leaders of genuine ethical formation. If
governance agents are genuinely committed to the welfare of those they serve, monitoring costs are
substantially reduced (agents can be trusted to report accurately without constant verification), bonding
costs are reduced (commitment is intrinsic rather than contractually manufactured), and residual losses
approach zero (agents' judgment and principals' interests converge through shared values). The
aggregate savings in governance infrastructure costs — in remuneration of independent directors,
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external auditors, compliance officers, regulatory agencies, and legal departments — would be
substantial.

Modern governance accepts and manages agency costs as inevitable organizational expenses, reflected
in the growing compliance infrastructure of large corporations. The aggregate cost of corporate
governance and compliance in large organizations — estimated at 3% to 7% of revenues in heavily
regulated industries — represents a significant permanent overhead that the Arthashastra's framework,
if its premises were realized, would substantially reduce. This economic argument for the Arthashastra's
ethics-based approach is separate from and additional to the ethical argument: even on purely efficiency
grounds, a governance system that successfully cultivates ethical leaders generates superior returns than
one that manages ethical failure through expensive monitoring infrastructure.

10. FRAUD PREVENTION, ETHICAL STANDARDS, AND EMPIRICAL PERFORMANCE :

10.1 The Forty Embezzlement Methods: Ancient Forensic Governance:

The Arthashastra's enumeration of forty embezzlement techniques in Book 11 [49] represents one of the
most remarkable passages in the history of governance literature: a systematic, analytically organized
taxonomy of the specific methods through which officials entrusted with organizational resources can
misappropriate them. The forty techniques are organized into two categories: twenty-eight
documentation-related techniques — involving the manipulation of records, receipts, accounts, and
administrative paperwork — and twelve physical goods techniques — involving the substitution of
inferior goods, false measurement, and the diversion of physical inventory.

The analytical sophistication of this taxonomy is considerable. Kautilya understands that embezzlement
is a family of related practices each requiring different countermeasures: documentation fraud requires
independent verification of records; measurement fraud requires calibrated oversight; collusive fraud
requires cross-checking between departments with divergent interests. The institutional responses he
proposes are conceptually identical to the internal control principles that the Sarbanes-Oxley Act of
2002 and its Indian equivalents in the Companies Act 2013 [54] institutionalize — arrived at through
systematic analysis two and a half millennia earlier. Contemporary corporate fraud — from Satyam's
Rs.14,000 crore accounting fraud (2009) to Wells Fargo's systematic unauthorized account creation —
illustrates precisely the embezzlement patterns Kautilya identified: documentation manipulation, false
performance reporting, exploitation of information asymmetries, and collusion.

10.2 The Tata Group Trusteeship Model: Arthashastra Governance in Practice:

The most compelling empirical evidence for the governance superiority of Arthashastra-aligned
principles in a contemporary corporate context comes from the Tata Group, India's largest and most
globally recognized conglomerate. The Group's governance model — in which philanthropic trusts hold
approximately 66% of the equity in Tata Sons, channelling a substantial portion of corporate profits
back to society through education, healthcare, and social development — directly embodies Kautilya's
Yogakshema principle of welfare as intrinsic to governance. J. N. Tata's founding philosophy — ‘what
comes from the people must go back to the people’ — is a direct expression of the servant-leadership
principle that the Arthashastra places at the centre of its governance framework.

Empirical outcomes of this governance model are striking across multiple dimensions. Employee
retention in Tata Group companies stands at 89% compared to an industry average of 76% — a 13-
percentage-point premium reflecting the alignment between organizational values and employees'
intrinsic motivations for purposeful work. Customer loyalty scores reach 82 versus an industry average
of 68. Community perception of positive organizational impact stands at 84% compared to 61% for
typical Indian conglomerates. Governance satisfaction metrics reach 78% against an industry average
of 65%. Carbon footprint reduction improved from 8.2% to 14.3% between FY 2020-21 and FY 2022-
23, reflecting genuine strategic environmental commitment rather than compliance window-dressing.
These outcomes are not achieved at the expense of financial performance — TCS is among the most
profitable IT companies globally.

10.3 Modern Governance Performance: Financial Strength with Ethical Gaps:

Companies with strong governance as measured by conventional modern metrics generate substantially
superior financial performance: 3.4 times more operating cash flow, double the shareholder returns of
poorly governed peers, 43% greater efficiency in product creation and sales. Grant Thornton evidence
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shows that companies progressing from bottom to top governance quartile experience 44% increased
operating cashflow, 46% higher free cashflow, and 10% improved EBIT margins — demonstrating that
governance quality has real and material financial consequences.

The incompleteness of this picture is equally evident. The 2008 global financial crisis was, in significant
measure, a governance failure: companies with sophisticated boards and rigorous compensation systems
failed catastrophically because their governance frameworks were designed to manage the agency
problem between shareholders and managers but not the broader systemic risks that highly leveraged,
complexly interconnected financial institutions posed. The subsequent decade of corporate scandals —
from pharmaceutical pricing abuses to emissions testing fraud to social media complicity in electoral
manipulation — involved companies with formally adequate governance that failed on the ethical
dimensions the Arthashastra places at the centre of governance quality.

11. TOWARDS AN INTEGRATIVE GOVERNANCE MODEL :

11.1 Elements of an Integrative Framework:

The comparative analysis supports the conclusion that neither the Arthashastra framework nor modern
corporate governance represents a complete and sufficient governance system in isolation. The
Arthashastra's ethics-based approach achieves superior outcomes when its premises are realized —
when leaders of genuine ethical formation govern organizations embedded in communities sharing
dharmic values — but its efficacy depends on conditions of character formation that cannot be assumed
in large, diverse, globalizing organizations. Modern governance's institutional infrastructure — its
transparency requirements, fiduciary duties, audit mechanisms, and regulatory oversight — provides
essential accountability guarantees that ethical aspiration alone cannot ensure at scale.

An integrative governance model should combine: the ethical formation emphasis of the Arthashastra
(investing seriously in selecting and developing leaders who embody genuine commitment to
stakeholder welfare); the servant-leadership philosophy of the rajarishi ideal (embedding the principle
that organizational authority is a trust, not a privilege, and measuring leadership quality by stakeholder
welfare rather than executive enrichment); the four-pillar structure expanded to encompass the
Y ogakshema welfare dimension alongside the shareholder-centric accountability that dominates current
practice; and the transparency and accountability mechanisms of modern governance (disclosure
requirements, independent oversight, audit functions) as institutional guarantees that ethical
commitments translate into verifiable conduct.

11.2 Specific Recommendations for Indian Corporate Governance:
The comparative analysis yields several actionable reform recommendations specifically for the Indian
corporate governance context:

 Expansion of the Companies Act CSR mandate beyond the 2% net profit spending requirement
to encompass a substantive Yogakshema accountability framework, requiring threshold
companies to report annually on stakeholder welfare outcomes across employee, community,
environmental, and supply chain dimensions.

* Reform of SEBI LODR board composition requirements to incentivize the appointment of
directors with deep operational knowledge of the company's industry and stakeholder
ecosystem, addressing the information asymmetry that structurally limits modern board
oversight quality.

» Development of leadership character assessment and development frameworks within corporate
governance guidelines, recognizing the selection and development of ethically formed leaders
as a board-level governance responsibility rather than merely an HR function.

* Integration of Arthashastra governance principles — particularly Yogakshema and the rajarishi

servant-leadership model — into IKS curriculum components of MBA programmes and
governance training modules for company directors and company secretaries, as mandated by
NEP 2020.

* Regulatory recognition of the Tata Group trusteeship model and analogous long-term stakeholder
accountability structures as governance excellence benchmarks, counterbalancing the short-
term shareholder primacy pressures that quarterly earnings reporting and institutional investor
activism create.
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11.3 Global Corporate Governance Implications:

The insights derived from this comparative analysis have implications extending beyond the Indian
context. The global corporate governance reform agenda — driven by the Business Roundtable's 2019
stakeholder capitalism statement, the EU's Corporate Sustainability Due Diligence Directive (2024)
[56], and the growing institutional investor consensus on ESG materiality — is moving toward broader
stakeholder accountability, longer time horizons, and governance metrics encompassing social and
environmental welfare alongside financial returns. This is the direction the Arthashastra pointed two
millennia ago.

The Arthashastra's systematic analysis of the conditions under which governance authority is exercised
ethically — its attention to character formation, psychological mechanisms of governance failure,
institutional designs that prevent temptation from becoming misconduct, and welfare frameworks
giving governance purpose beyond profit generation — offers a theoretically grounded and historically
tested set of insights that the global governance reform agenda can draw upon. The integration of Indian
Knowledge Systems wisdom into global management scholarship is an exercise in intellectual
enlargement: the world's governance challenges are better addressed with access to the full range of
human institutional wisdom than with the partial frameworks any single tradition provides alone.

12. CONCLUSION :

This research paper has conducted a systematic, multi-dimensional comparative analysis of Kautilya's
Arthashastra governance framework and the dominant paradigms of modern corporate governance,
moving from philosophical foundations through organizational architecture, governance duties,
leadership models, and agency theory to empirical performance evidence.

The first conclusion is that the Arthashastra is a serious contribution to governance theory that merits
engagement on its own terms. Kautilya's analysis of the agency problem, his taxonomy of governance
failure mechanisms, his servant-leadership ideal, his four-pillar governance duty framework, and his
ethics-based approach to moral hazard all represent genuine intellectual achievements that anticipate,
and in several important respects surpass, corresponding elements of modern corporate governance
theory.

The second conclusion is that the Arthashastra's central philosophical claim — that governance quality
depends ultimately on the character of those who exercise governance authority, not merely on the
institutional structures within which they operate — is supported by contemporary empirical evidence
from leadership research, organizational behaviour, and the documented outcomes of Arthashastra-
aligned governance models, including the Tata Group trusteeship framework. The persistence of
governance failures in organizations with formally adequate conventional governance structures
provides further evidence: if institutional design alone were sufficient, the post-SOX, post-Cadbury era
of elaborated governance regulation should have eliminated corporate fraud and ethical failure. It has
not.

The third conclusion is that the integrative governance model proposed in this paper — combining
Arthashastra ethical foundations with modern institutional transparency mechanisms — offers a more
complete and resilient governance framework than either system provides alone. Kautilya's ethics aspire
to eliminate agency costs; modern governance's transparency mechanisms provide the accountability
guarantees that ethical aspiration alone cannot ensure in large, complex, diverse organizations.
Together, they address the governance problem at its root (character formation and ethical culture) and
at its institutional surface (monitoring, disclosure, and accountability infrastructure) simultaneously.
The fourth conclusion concerns management education. The National Education Policy 2020's mandate
for Indian Knowledge Systems integration creates an institutional framework for bringing Arthashastra
governance principles into MBA programmes and governance training curricula. The intellectual
richness of the text — its analytical sophistication, institutional comprehensiveness, and combination
of ethical principle with practical realism — makes it an exceptional teaching resource for corporate
governance, business ethics, strategic management, and organizational theory. Management educators
in India have both a mandate and a genuine intellectual opportunity to develop this resource,
contributing to the formation of a generation of business leaders who understand governance not only
as a compliance obligation but as a moral and civilizational responsibility.

Kautilya's central maxim — that the king's happiness lies in the happiness of his subjects — is not
merely an ancient platitude. It is the governing principle that the most successful, most resilient, and

Ramanathan Srinivasan, et al, (2026); www.poornaprajnapublication.com PAGE 215



Poornaprajna International Journal of Management, Education & Social POORNAPRAJNA
Science (PIJMESS), ISSN: 3107-4626, Vol. 3, No. 1, January - June 2026 PUBLICATION

most genuinely trusted organizations of the twenty-first century are independently discovering to be the
foundation of sustainable organizational excellence.
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