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ABSTRACT

Corporate governance in the Indian Public Sector Enterprises (PSEs) plays an essential role in driving
transparency, accountability, and efficient management in organizations crucial to national development.
Despite their importance, Indian PSEs face significant governance challenges such as bureaucratic interference,
political influences, inadequate accountability systems, and ineffective management. This paper provides an in-
depth analysis of corporate governance in Indian PSEs, evaluating the challenges faced by these enterprises. It
proposes strategic solutions such as strengthening board independence, reducing political interference, and
improving financial management practices. Through case studies of ONGC and BHEL, the paper explores the
impact of governance reforms and outlines the potential for enhancing governance practices in PSEs. The
research concludes by highlighting the broader economic and social benefits of improving corporate governance
and suggests future avenues for research.
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INTRODUCTION

The Indian Public Sector Enterprises (PSEs) have been pivotal to the country’s industrialization, economic
development, and social welfare initiatives. These enterprises are key drivers of employment, infrastructure
development, and the provision of essential services across various sectors such as energy, manufacturing, and
transportation. Despite their significance, Indian PSEs have often faced governance challenges that undermine their
potential and operational efficiency.Corporate governance is a critical factor in determining how PSEs are managed and
controlled. The principles of corporate governance—transparency, accountability, responsibility, and fairness—are
integral to improving the performance and credibility of these enterprises. Effective corporate governance frameworks
ensure that PSEs not only meet their organizational and financial goals but also align with the broader public interests
they serve. However, despite efforts to improve governance in PSEs, such as the introduction of regulations by the
Department of Public Enterprises (DPE), challenges persist. Political interference, bureaucratic control, ineffective
board structures, and poor accountability systems continue to hinder the effective management of these enterprises.
This paper aims to explore the various challenges in corporate governance within Indian PSEs and propose solutions to
overcome them. By examining case studies such as ONGC (Qil and Natural Gas Corporation) and BHEL (Bharat
Heavy Electricals Limited), this research seeks to identify key governance improvements and suggest strategies for
better management in Indian PSEs.

MATERIALS AND METHODS

This study employs a mixed-methods approach to explore the challenges and solutions related to corporate governance
in Indian PSEs. The methodology includes literature review, case study analysis, and interviews with key stakeholders.

Literature Review: A comprehensive review of academic journals, books, and policy reports related to corporate
governance in PSEs was conducted. The review focuses on previous studies, government reports (such as those by the
Department of Public Enterprises and the Kumar Mangalam Birla Committee), and articles detailing the governance
structures, reforms, and performance evaluations of Indian PSEs.

Case Study Analysis: Case studies of two prominent Indian PSEs ONGC and BHEL are analyzed to evaluate the
practical challenges of corporate governance in the public sector. Data is gathered from annual reports, governance
disclosures, and performance assessments of these enterprises to assess the impact of reforms.

Interviews and Expert Opinions: Interviews were conducted with senior executives, government officials, and
corporate governance experts who have insight into the functioning and governance of PSEs. These experts shared their
experiences, providing qualitative data on the challenges and reforms in corporate governance.
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LITERATURE REVIEW: CORPORATE GOVERNANCE FRAMEWORKS AND CHALLENGES

Definition and Importance of Corporate Governance in PSEs

Corporate governance involves a set of rules, practices, and processes by which an organization is directed and
controlled. Good governance ensures that organizations are accountable to their stakeholders, particularly shareholders,
employees, and the public. In the context of PSEs, corporate governance is particularly crucial because these
enterprises not only aim to generate profits but also to fulfill public policy goals, such as job creation, infrastructure
development, and the provision of essential services.

The principles of corporate governance transparency, accountability, fairness, and responsibility are foundational in
ensuring that PSEs operate efficiently and in line with both business objectives and social expectations. These
principles are crucial in PSEs because they are typically owned by the government, which has the dual role of
managing the enterprise’s performance while also fulfilling its social responsibilities.

Evolution of Corporate Governance in India’s Public Sector

The evolution of corporate governance in Indian PSEs is tied closely to the changing role of the public sector in the
Indian economy. In the initial decades after independence, the Indian government’s focus was on the establishment and
growth of public sector enterprises, often at the expense of governance structures. However, as the need for economic
liberalization and improved efficiency grew, governance issues became more apparent.

The government introduced various reforms in the 1990s to enhance the governance of PSEs. The Department of
Public Enterprises (DPE) introduced guidelines aimed at improving accountability, reducing political interference, and
fostering transparency. Additionally, the formation of committees such as the Kumar Mangalam Birla Committee and
the Narayana Murthy Committee provided recommendations for improving corporate governance practices, including
the establishment of independent boards, better financial disclosure, and performance-linked evaluations for executives.
Despite these efforts, the implementation of these reforms has been uneven, with political interference, bureaucratic
control, and outdated management structures still prevalent in many PSEs.

Challenges to Corporate Governance in Indian PSEs

In the section Interviews and Expert Opinions, the methodology used to gather qualitative insights is discussed. To help
expand this section, here's a more detailed explanation of how interviews and expert opinions can contribute to the
research:

Interviews and Expert Opinions

To complement the literature review and case study analysis, qualitative data was gathered through interviews with key
stakeholders, including senior executives, government officials, and corporate governance experts. These individuals
possess valuable experience and firsthand knowledge of the functioning and governance of Public Sector Enterprises
(PSEs) in India. By engaging with these experts, the study aimed to uncover deeper insights into the challenges,
practical issues, and the effectiveness of governance reforms in Indian PSEs.

The interviewees were selected based on their roles and experiences in organizations that have either been directly
involved in governance reforms or have had a long-standing involvement with PSEs. These experts shared their views
on several key aspects:

Challenges in Governance
The interviews revealed that the most significant governance challenges in Indian PSEs are:

Bureaucratic Interference: Many experts pointed out that despite governance reforms, the influence of government
agencies and political considerations continues to hinder the autonomy of public sector enterprises. Government
policies often prioritize political rather than operational goals, which compromises managerial decisions.

Lack of Accountability: Experts expressed concerns over weak accountability systems in PSEs, which often result in
inefficiency and corruption. Without clear performance metrics, boards and management may not be held responsible
for poor decisions, resulting in a lack of organizational accountability.

Inefficient Board Structures: Several executives noted that boards in PSEs often lack independence, with many board
members appointed for political reasons rather than based on merit or expertise. This limits the board's ability to
oversee management effectively and impacts the overall governance framework.

Reforms and Solutions

The interviews also provided insights into the reforms that have been implemented in PSEs and their impact on
corporate governance:
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% Board Restructuring: Experts noted that while some PSEs have made strides in restructuring boards to
include more independent directors and professionals, the process remains slow and inconsistent. Many
interviewees emphasized the importance of maintaining a majority of independent directors to ensure better
decision-making.

+ Financial Transparency and Accountability: Many executives and experts pointed out that the introduction
of stricter financial reporting regulations and regular audits has improved the transparency of PSEs. These
reforms help build stakeholder trust and ensure that public funds are being used efficiently.

% Performance-based Management: Experts also highlighted the growing importance of performance-linked
incentives and evaluations. They noted that tying executive compensation to measurable outcomes such as
profitability, employee satisfaction, and customer service can drive improvements in both governance and
performance.

Expert Recommendations

< Minimizing Political Interference: A common recommendation from government officials and corporate
governance experts was the need to minimize political interference in PSE operations. Several experts
suggested that while the government should remain the majority shareholder, it should take a more hands-off
approach to the day-to-day operations, leaving business decisions to professional managers.

«+ Improved Training and Capacity Building: Many experts stressed the need for continuous training programs
for board members and senior management on governance best practices, financial management, and strategic
decision-making.

«» Adopting Digital Tools: A number of interviewees also discussed the potential for digital tools to enhance
corporate governance in PSEs. These tools can improve financial reporting, real-time monitoring of key
performance indicators (KPIs), and facilitate better communication between management and the board. The
introduction of technology, such as e-governance platforms, could increase transparency and efficiency in
decision-making processes.

Limitations of Current Reforms
Although experts acknowledged that governance reforms had led to some improvements, they also noted several
limitations:

+» Resistance to Change: Some experts noted that resistance to change within the public sector, especially at
lower levels of management, hampers the implementation of reforms. Employees accustomed to
bureaucratic processes are often reluctant to adopt new governance models that emphasize efficiency and
accountability.

< Implementation Gaps: While policies and regulations have been put in place, experts emphasized that there
is often a gap between policy formulation and its implementation on the ground. This is due to a combination
of bureaucratic inertia, lack of resources, and political considerations.

The expert opinions gathered during the interviews provide a comprehensive understanding of the real-world
challenges faced by PSEs in implementing corporate governance reforms. Their insights highlight the importance of
fostering a balance between government ownership and managerial autonomy to ensure the success of these
enterprises.These interviews and expert opinions are instrumental in providing practical insights that complement the
theoretical framework established in the literature review and case study analysis.

CASE STUDIES: ONGC AND BHEL

ONGC (Oil and Natural Gas Corporation)

ONGGC, one of India’s largest oil and gas companies, has been at the forefront of corporate governance reforms within
the public sector. Recognizing the importance of governance in achieving long-term sustainability and operational
excellence, ONGC has implemented several reforms aimed at enhancing financial transparency, operational efficiency,
and overall accountability. The company restructured its board by incorporating independent directors with diverse
expertise, which helped ensure that the decision-making process remained impartial and aligned with global best
practices. This move not only bolstered the company's governance framework but also enhanced its credibility with
investors and stakeholders.

In addition to restructuring its board, ONGC made significant strides in improving financial transparency. The
company adopted international accounting standards, providing a clearer and more comprehensive view of its financial
health. Regular public disclosures and more robust financial reporting have helped increase investor confidence and
attracted greater attention from both domestic and international capital markets. These efforts have made it easier for
stakeholders to assess the company’s performance, resulting in greater trust and interest in ONGC's future prospects. A
key component of ONGC’s governance reforms was the implementation of a comprehensive system to monitor and
evaluate the company's performance. The organization introduced regular internal and external audits, performance
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appraisals, and independent evaluations to ensure that its operations were optimized and aligned with strategic goals.
This system has not only improved risk management but also helped in identifying inefficiencies that could be
addressed to improve overall performance. Furthermore, the introduction of public disclosures on operational and
financial developments ensured that the company remained transparent and accountable to the public, reinforcing its
commitment to good governance.

The governance reforms have yielded significant results for ONGC, particularly in terms of improved financial
performance. The company's profitability, return on equity (ROE), and cash flow have all seen upward trends since the
reforms were implemented. These improvements in financial metrics have strengthened the company’s position in the
market, contributing to its ability to secure capital for large-scale exploration and production projects. Additionally, the
focus on improving internal controls and monitoring mechanisms has led to a more efficient allocation of resources,
reducing operational inefficiencies and enhancing overall productivity.

Perhaps one of the most significant outcomes of the governance reforms at ONGC has been the increase in investor
confidence. By providing better financial transparency, improving risk management processes, and emphasizing public
accountability, ONGC has made itself more attractive to investors. This has not only facilitated the company’s access
to capital but also fostered a sense of trust in its ability to operate sustainably and effectively in the highly competitive
oil and gas industry. Moreover, ONGC's governance reforms have enhanced its public image, making it a model for
other state-owned enterprises in India.

Overall, the governance reforms at ONGC have significantly improved its financial and operational performance. By
implementing measures that focus on transparency, accountability, and performance evaluation, ONGC has
strengthened its corporate governance framework and established itself as a leader in both the domestic and
international energy markets. These reforms have laid a strong foundation for the company’s future growth, ensuring its
ability to meet emerging challenges while maintaining stakeholder confidence and public trust.

BHEL (Bharat Heavy Electricals Limited)

BHEL, one of India’s largest public sector engineering and manufacturing companies, has also undergone significant
corporate governance reforms in recent years. As a major player in the Indian manufacturing sector, BHEL has made
efforts to enhance its governance framework, focusing on improving board composition and executive incentives to
drive performance. These reforms aimed to bring greater efficiency to the company's operations and provide a clearer
focus on strategic goals. The company revised its board composition by including independent directors and
professionals with expertise in various fields, ensuring that decision-making was more impartial and aligned with
industry standards. Additionally, BHEL introduced performance-linked incentives for its executives to motivate better
performance and align leadership interests with the company's goals.

Despite these positive steps, BHEL continues to face significant challenges, particularly related to bureaucratic control
and slow decision-making processes. As a state-owned enterprise, BHEL is often influenced by governmental policies
and political considerations, which can hinder its ability to make quick decisions and respond to market changes
effectively. The company's decision-making process, often bogged down by layers of bureaucracy, has slowed its
ability to capitalize on new opportunities in a highly competitive and fast-evolving industry. This external interference
has limited BHEL's agility in adopting innovative technologies and expanding its market share, especially in the face of
competition from private sector companies and global players.

While BHEL has seen some improvements in operational efficiency due to the governance reforms, these external
factors have continued to impact its ability to fully unlock its growth potential. For instance, the company has struggled
to maintain its leadership position in key sectors such as power generation equipment manufacturing and heavy
electrical engineering, where it faces stiff competition from private players who can operate with greater flexibility.
BHEL's performance, though slightly improved in areas like cost control and resource management, has not been
sufficient to drive long-term competitiveness in the market. While BHEL has made strides toward improving its
governance practices, particularly in the areas of board composition and executive incentives, it still faces significant
challenges that prevent it from fully capitalizing on its potential. The ongoing issues related to bureaucratic control and
slow decision-making continue to hinder its ability to compete effectively in the market. Despite some operational
improvements, the company must overcome these external constraints to enhance its long-term competitiveness and
sustainability in a rapidly changing business environment.

PROPOSED SOLUTIONS FOR IMPROVING CORPORATE GOVERNANCE IN PSEs

Strengthening Board Independence

One of the key challenges faced by Public Sector Enterprises (PSEs) is the lack of independence in their boards. To
address this issue, PSEs should ensure that their boards consist predominantly of independent directors who are
selected based on merit and expertise. Independent boards are better positioned to make unbiased decisions, hold
management accountable, and provide strategic guidance free from external influences. A well-defined and robust
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selection process for board members is essential to achieving this. The process should place a greater emphasis on
professional qualifications, industry experience, and diverse skills, ensuring that board members bring valuable insights
and objectivity to the decision-making process. By doing so, PSEs can foster better corporate governance, leading to
more efficient operations and improved long-term outcomes.

Reducing Political Interference

Another major challenge for PSEs is the level of political interference in their daily operations, which can hinder
decision-making and slow down organizational progress. To mitigate this issue, the government should reduce its direct
involvement in the operational aspects of PSEs. By establishing clear boundaries between ownership and management,
PSEs can function more like private enterprises, driven by market forces and business imperatives rather than political
considerations. This can be achieved by strengthening governance frameworks that ensure PSEs have greater
operational autonomy. Providing PSEs with the freedom to make decisions based on business needs rather than
political agendas will enable them to respond more effectively to market changes and improve their competitiveness in
the long term.

Enhancing Financial Transparency and Accountability

Improved financial transparency and accountability are crucial for the success of PSEs. To enhance these aspects, PSEs
should adopt more transparent financial reporting practices, ensuring that financial statements are accurate, timely, and
accessible to stakeholders. Regular audits, both internal and external, should be conducted to verify the integrity of
financial data and ensure that resources are being used effectively. Additionally, key financial and operational
information should be made publicly available, providing a clear view of the company's performance. Transparent
financial practices not only build trust with shareholders, employees, and the public but also help reduce the potential
for corruption, mismanagement, and inefficiency. In turn, this can lead to better decision-making and improved
performance, fostering a more competitive and sustainable organization.

Performance-Based Evaluation Systems

Implementing performance-based evaluation systems for executives and employees is another important step toward
improving the effectiveness of PSEs. These systems should be designed to measure clear, quantifiable outcomes such
as profitability, market share, and customer satisfaction. By linking compensation and incentives directly to
performance, PSEs can drive greater accountability and encourage a culture of continuous improvement. Performance-
based evaluations ensure that employees at all levels are motivated to achieve organizational goals and contribute to
overall success. When linked to tangible rewards, such as promotions or bonuses, these evaluation systems create a
more results-oriented environment that fosters operational efficiency and organizational growth. By holding individuals
accountable for their contributions, PSEs can optimize their performance and competitiveness in the market.

Overall, addressing the challenges faced by PSEs requires a multi-faceted approach that focuses on strengthening
governance structures, enhancing transparency, reducing political interference, and implementing performance-driven
systems. By adopting these solutions, PSEs can improve their operational efficiency, increase accountability, and foster
long-term sustainability.

CONCLUSION

Corporate governance in Indian PSEs plays a crucial role in ensuring that these enterprises operate efficiently and
effectively while fulfilling their public policy objectives. Despite significant efforts to reform governance practices,
PSEs continue to face challenges such as political interference, bureaucratic control, and ineffective management
structures. However, by adopting stronger governance practices such as board independence, financial transparency,
and performance-based evaluations, PSEs can enhance their operational performance and better serve the public
interest. The case studies of ONGC and BHEL demonstrate that governance reforms can lead to significant
improvements in financial performance and operational efficiency. However, the full potential of these reforms can
only be realized by addressing external challenges such as political interference and bureaucratic control.

Future Scope
Future research can focus on the following areas to further improve corporate governance in Indian PSEs:

Digital Governance: Investigating how digital tools and technologies can improve governance practices, enhance
transparency, and increase operational efficiency.

Sustainability in PSEs: Examining the integration of sustainability and corporate social responsibility practices within
the governance framework of PSEs.

Comparative Studies: Conducting comparative studies between PSEs and private sector organizations to identify
governance practices that can be adopted for better performance.
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