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“Corporate Governance in state-owned enterprises” by S L Rao
Corporate governance and some rules to ensure it came into vogue in India with Clause 49 of the listing agreement issued by SEBI. The amended Indian Companies Act incorporates many of its provisions. The SEBI rules applied only to enterprises listed on the stock exchange, to limited companies in the private sector. Government owned enterprises were not required to follow. Presumably government ownership assured fairness, transparency, and accountability to all stakeholders. The actual fact was opposite in many cases.  

Corporate governance relates to the ways in which a company is directed and controlled. The Cadbury Committee in the United Kingdom set out the detailed guidelines and similar reports were prepared at about the same time (early 1990’s) in South Africa and Australia. In effect it is about accountability of the company’s management and owners to various stakeholders.  For this purpose it lays down for each company institutional mechanisms including independent directors to ask the right questions, an audit committee to scrutinize accounting policies and procedures to ensure transparency and fairness, a remuneration committee to decide on remuneration to the Managing Director and other top management, a nominations committee to propose new entrants to the Board, and a shareholders’ grievances committee to ensure that shareholders’ complaints and grievances are dealt with satisfactorily. Related party transactions had to be reported regularly. Good corporate governance aims to guarantee that the company is directed and controlled responsibly, professionally, and transparently, so that it remains successful. Essentially it adds to the confidence of the shareholders and investors, in the company. .
   Private sector companies in India in most cases have controlling shareholding stakes (many times over 50%) with promoters. In some of them, the SEBI clause 49 requirements are followed in appearance but not all companies take them seriously. Thus independent directors are many times old friends (or celebrities).  For many, the fees constitute an important source of income that they do not wish to jeopardize, and they do not contradict top management. They are selected so that they can be trusted to be compliant with the majority shareholders’ wishes. Board meetings are held regularly but are of short duration and with perfunctory discussions. This applies to audit committees as well. Remuneration and Nomination committees might exist but would follow the wishes of the promoters. The majority shareholders run the company as they desire and independent directors have little knowledge or say. But institional rules for corporate governance are followed.

   There are many (and an increasing number) of private companies that take the principles of corporate governance seriously. They find it useful and profitable to have third parties that independently examine and advise on various matters relating to the company and who as Directors have access to all information. With increasing demands for corporate governance to provide a sustainable environment and be socially responsible, the independent directors provide strong support. Good corporate governance has helped to improve corporate performance.  

   The 2010-11 Public Enterprises Survey says that central government owned public enterprises made a gross value addition in GDP at current market prices of “5.96%in 2010-11 against a share of 6.44 % in 2009-10. If we include under-recoveries of the oil marketing companies the shares in GDP go up to” 6.45 % and 6.75% respectively.   

   Thus CPSE’s are declining in the GDP, showing that their growth is slower than the rest of the GDP. Oil Marketing companies have under-recoveries of Rs 37190 crores in 2010-11 and Rs 29951 crores in 2009-10. They were not allowed to pass on to the consumer the higher costs of raw materials. As a company owned and controlled by government there are no truly ‘independent’ directors or private shareholders to protest at this erosion in the value of their company.

Coal India Limited does have private shareholders including a British investment fund. The fund protested when government imposed a supply obligation on Coal India irrespective of whether they could mine as much supply, and even if it meant imports. Independent directors had earlier protested and government issued a Presidential directive and now says that if the private shareholder is not happy, he can sell his shares. Clearly this is antipathetic to the whole concept of corporate governance. One would expect government as owner to follow the highest standards of corporate governance.

   Coal India is an inefficient company that could mine more coal at lower costs if there was enough motivation to use technology and incentives. But the awkwardness is because it is a monopoly. Its poor efficiencies  depress power and fertilizer production and economic growth. Being largely government owned it is controlled by the Ministry. 

In coming years we can expect similar protests from private shareholders in “disinvested” companies that perform porrly. They can rightly demand better performance, without government interference, as one British shareholder has done in Coal India.  

   Recently government has asked all cpse’s to have independent directors on their Boards. Ostensibly this is to bring objective advice to the company. However that presumes that the directors are selected for their capability and independence, and will speak out when they disagree with management. On past experience of such appointments by government of “independent” regulators, etc, the appointments are more likely to be of retired government officers. They are likely to be compliant to the wishes of government, rather than the interests of the company.

In many cpse’s, major decisions are not left to the management and the Board of Directors but are taken by the bureaucracy in charge of the enterprise in the Ministry.

   The decision to merge Indian Airlines Corporation with Air India was taken with little or no prior preparation. It led to such human relations problems that in effect the merger was only in name but not in practice. By contrast for example, Mahindra Tech and Satyam,  merged and within 2 years function well as a single company. In Air India, management decided on purchasing a certain number of planes, but government substantially increased the number, committing Air India to huge debt. There was no utilization plan for these aircraft.  Indeed many lucrative routes of both Air India and Indian Airlines were instead given away to domestic and foreign airlines. There is a litany of bad governance and management decisions which illustrate how there has been atrocious corporate governance in these airlines, with Ministers and bureaucrats taking decisions that should have been taken by Boards of Directors and professional mangers after careful consideration. 

   There have been unsuccessful attempts to distance Ministries and bureaucrats from public enterprises at the central level. However, the situation in states is worse since state government owned enterprises rarely receive the attention of media or the public. 

 Ministers claim that public enterprises are part of the “state” and hence Ministers have to be fully briefed in order to answer to legislatures and Parliament when required. Bureaucrats claim that they provide oversight of government owned enterprises on behalf of the Minister and to ensure that all policies and procedures are followed. The end result is that professional managers in these enterprises are subservient to government and have little flexibility in major decisions on strategy, investment, diversification, pricing, marketing, top appointments, etc. 

 The best answer to free resources and talent in public enterprises for faster economic development is for central and state governments to quit ownership of public enterprises. Until governments muster political will to do that, they should strictly follow rules of corporate governance. (1249)  

