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Corporate India not ready with succession plan, says Assocham Business Barometer 
 

India Inc. has a long way to go for putting in place its succession plan at top level, which has an important bearing on the market valuations of the companies, confidence of the business associates and morale of their employees, an Assocham Business Barometer Survey has revealed.

 
The ABB Survey of 275 leading management consultants, corporate, academicians and professionals on ‘Missing Link in Succession Plan’ found that a select few companies in India formulate and effectively implement succession plan for the key positions in their organization structure. This was confirmed by 75 per cent of the ABB respondents. They rated Indian companies four on a scale of 10 in terms of long term planning and grooming of the successor to the head of a firm.  

 
Ninety two per cent of those surveyed said a considerable weightage is being given to the companies, which have a hierarchy in place top-down. The analysts rate succession planning as a crucial component of an impeccable management structure. 

 
The leadership acts as a catalyst in building goodwill and brand valuation of an organization. Such factors play deciding role in determining the worth of a company in the bourses.  The share market has rewarded the corporate entities having properly structured succession plan with higher valuations. 

 
Eighty-nine of the management consultants and academicians said a well-placed succession plan is an important component of corporate governance. Non-existence of a second in command of a business entity could harm the interests of minority and widely dispersed shareholders as an element of ‘uncertainty’ prevails.  

 

“Leadership performs an instrumental role in laying down the long-term foundation and imparts strength to the organization. As a good corporate governance practice the board of directors and management should set up a clearly defined succession policy defining the number two and three positions in an enterprise, even among the family-owned and run businesses”, Mr. Venugopal Dhoot, President, ASSOCHAM said. 

 
Corporate governance calls for setting of guidelines to be followed by the Board of Directors and the management of the company in order to safeguard the interest of stakeholders, which include shareholders, investors, employees, consumers, suppliers and the society.   

 
The long-term competitiveness and efficiency level of a firm could get adversely affected due to lack of a succession plan, according to 83 per cent of the experts surveyed by ABB. The performance of a company gets hampered without a well-defined hierarchy and affects the team spirit of the staff.
 

As many as 67 per cent of the respondents expressed their concern that employees' morale gets affected in the absence of uncertain management chart. They feel that a question mark is put after a stage in the growth path of even the best performing official due to the absence of clearly laid succession policies.   

 
Management line of command becomes highly concentrated in a company with a single individual at the helm. It does not trickle down through a well-defined structure. Fifty-nine per cent experts felt that in a highly concentrated command structure, a ''coterie'' is established among the CEO who is not fed the true picture by those who benefit from such a situation. Well performing   employees with self-dignity get demoralized lot and become vulnerable to high attrition.   

 
About 55 per cent of the consultants were convinced that the movement of professionals across the companies is to some extent influenced by the succession plan and overall hierarchy structure of these organizations. 

 
Family run business is a way of life for India Inc. However, it has not come as a hindrance for the growth of these business concerns. Although it is easy to define succession planning in such firms, off late instances of intra-family disputes are being increasingly witnessed. This could hurt the interest of minority shareholders, as this is an evidence of gaps in corporate governance among such companies, 72 per cent of the ABB respondents felt.   

 
Around 60 per cent of the survey respondents were optimistic that the family run businesses in India are moving fast towards professionalising their organization set up. Twenty five per cent of them believed that the change in the management set up of these companies is taking place at very slow pace. Some of the IT companies in India have set excellent example of timely identifying, planning and grooming of the successor to the key person leading the organization. 

 
The factors like lack of long-term vision, self-confidence of existing CEO, majority shareholders exercising control over management, are responsible for absence of successors at top position in large number of Indian companies, the ABB found. 

 

When asked about the performance of India vis-à-vis other mature economies like US, UK, Germany, Japan in terms of corporate head selection, 59 per cent of the ABB respondents said that India Inc is catching up fast . As the Indian companies are going global making their presence is felt around the world with large number of overseas mergers and acquisitions taking place, it is imperative for the Indian business houses to realize the need and importance of identification and grooming of the heir to their leaders. 
 

The management of a business enterprise is not driven by an individual. Companies commanded solely by one person holding top position can run into the risk of ill health, natural disaster, possibility of frauds, dispute with the Board.  
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