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Abstract

Artificial Intelligence (AI) has become a transformative force in shaping corporate decision-making worldwide. In India, the
growing adoption of Al technologies among Micro, Small, and Medium Enterprises (MSMEs) has opened new possibilities
for data-driven management, productivity enhancement, and innovation. However, this rapid technological shift also raises
critical governance challenges relating to ethics, data privacy, regulatory compliance, and organizational accountability. This
research examines the governance of Al in corporate decision-making with a specific focus on Indian MSMEs. It integrates
both primary data (survey and interview responses from 120 MSME executives across two Indian states) and secondary data
from academic literature, policy reports, and industry analyses. The findings indicate that while most MSMEs recognize Al’s
strategic potential, gaps persist in policy formulation, ethical oversight, and employee upskilling. The research concludes by
proposing a governance framework tailored to the Indian MSME ecosystem, emphasizing transparency, accountability,
inclusivity, and compliance with India’s evolving Al regulatory landscape.
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Introduction

In recent years, the integration of artificial intelligence (Al)
into corporate governance has reshaped the landscape of
decision-making within organizations. Al governance in
corporate decision-making involves setting rules for ethical,
transparent, and accountable use of Al, balancing innovation
with risk management (bias, privacy), ensuring board
oversight, and aligning with regulations, as Al enhances
efficiency in areas like risk, compliance, and strategy but
demands robust frameworks to maintain trust and legal
compliance. Key aspects include data quality, human
oversight, accountability models (as opposed to Al
personhood), and addressing challenges such as algorithmic
bias and public distrust to foster responsible adoption. Al
has become integral to modern business operations,
influencing everything from market analytics to strategic
planning. In India, Al adoption has expanded beyond large
corporations to encompass MSMEs, which constitute over
30% of India’s GDP and employ more than 110 million
people (Ministry of MSME, 2023). As MSMEs adopt Al-
driven tools for inventory management, predictive analytics,
and customer engagement, corporate  governance
mechanisms must evolve to ensure ethical, transparent, and
responsible use of such technologies.

1. Key Aspects of AI Governance

There are a few key aspects of Al governance in context of

the Indian perspective, stated as follows

1. Transparency and Accountability: Transparency and
accountability are the core pillars of responsible Al
governance. Transparency refers to the ability to
understand how an Al model arrives at a particular
output, which may involve documenting the model
architecture, data sources, algorithms used, and
potential limitations. Accountability ensures that
responsibility for outcomes, whether positive or
harmful remains with human actors and not the Al
system itself.
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2. Risk Management: Risk management in Al
governance focuses on proactively identifying,
assessing, and mitigating risks associated with

deploying intelligent systems. These risks may include
algorithmic bias, data privacy breaches, discriminatory

outcomes, cybersecurity threats, model drift,
operational  failures, and unintended harmful
applications.

3. Ethical Frameworks: Ethical frameworks provide
guiding principles for Al design, deployment, and use,
ensuring that technological innovation aligns with
societal values. These frameworks commonly revolve
around concepts such as fairness, transparency,
inclusivity, privacy protection, human-centricity, and
safety.

4. Data Quality: Data is the foundation upon which Al
systems are built, making its integrity crucial. High-
quality data must be clean, accurate, complete,
consistent, and appropriately labeled. Poor-quality data
can lead to flawed patterns, inaccurate predictions,
biased outcomes, and compromised model reliability.

5. Human Oversight: Human oversight remains a critical
safeguard in Al governance, ensuring that humans
retain meaningful control over automated systems,
especially in high-risk domains. The concept of
“human-in-the-loop” or “human-on-the-loop” ensures
that decision-making authority ultimately rests with
human personnel who can intervene, override, or halt
Al-driven processes when necessary.

2. Governance Models & Best Practices

Effective governance of Artificial Intelligence (Al) requires
a structured, transparent, and ethically aligned framework
that ensures responsible development and deployment. In
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recent years, organizations and governments across the
world have begun adopting multiple governance models to
strike a balance between innovation, regulatory compliance,
and socio-ethical safeguards. The following models and
practices represent widely recognized approaches in Al
governance
1. Distributed Accountability: Distributed accountability
emphasizes the need to allocate responsibility across
the entire Al value chain rather than attributing
autonomy or legal status to the Al system itself. Instead
of treating Al as an independent decision-maker,
governance models call for clearly defined
accountability among developers, data scientists,
system integrators, end-users, and organizational
leadership.

2. Multi-Stakeholder Involvement: Al systems affect a
diverse range of stakeholders; hence, governance
processes must involve multiple voices. Multi-
stakeholder involvement ensures that Al governance is
not driven solely by technological feasibility but also by
ethical, legal, and societal considerations.

3. Systematic & Framework-Driven Approach: A
systematic governance approach relies on structured
frameworks to identify risks, manage uncertainties, and
optimize the benefits of Al. This includes developing
internal governance protocols and adopting recognized
external frameworks.

4. Alignment with National & International
Guidelines: Al governance must be anchored in widely
accepted national and international standards that
emphasize ethical, legal, and safety considerations.
Countries like India, the United States, and members of
the European Union have established guidelines
addressing fairness, accountability, transparency, and
responsible Al usage.

Literature Review

1. Theoretical Foundations

Corporate governance refers to the system of rules,
practices, and processes by which a firm is directed and
controlled (OECD, 2015) M9 Al governance extends this
concept by embedding ethical and accountability
frameworks into technological decision systems (Jobin,
Ienca, & Vayena, 2019) D). From a theoretical standpoint,
agency theory and stakeholder theory wunderpin the
governance of Al, balancing managerial autonomy with
stakeholder accountability.

2. Alin Corporate Decision-Making

Al has redefined decision-making through automation,
predictive modeling, and natural language processing.
According to Brynjolfsson and McAfee (2017) [, AD’s
analytical capacity enhances accuracy and reduces human
error, yet it also shifts the locus of accountability from
humans to algorithms. In corporate governance, this shift
requires new oversight mechanisms ensuring human
interpretability and ethical compliance.

3. Al Governance Challenges in MSMEs
Research by Kshetri (2021) ¥ noted that Al governance in
small enterprises is constrained by financial limitations, lack
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of digital literacy, and minimal regulatory awareness.
Furthermore, Indian MSMEs often operate in informal
structures with weak policy enforcement (NITI Aayog,
2021). Thus, governance frameworks developed for large
corporations are not easily applicable to MSMEs.
4. Indian  Context: and
Developments
India’s emerging Al policy ecosystem led by NITI Aayog’s
“National Strategy for Artificial Intelligence” (2018) ! and
the forthcoming Digital India Act (2024) emphasizes
responsible Al, fairness, and transparency. However,
enforcement remains nascent, especially for MSMEs
operating in semi-formal sectors (Mehta & Sharma, 2022)
[l The absence of sector-specific guidelines for Al ethics,
data protection, and audit ability creates governance
vacuums.
While global studies explore Al governance frameworks
(e.g., Floridi et al., 2018; European Commission, 2021) >4,
limited empirical research exists for Indian MSMEs.
Existing models insufficiently address the constraints of
resource-scarce enterprises. Therefore, this study bridges
this gap through empirical data representing MSME
perspectives.

Policy Regulatory

Research Methodology

1. Research Objectives

1. To evaluate the current state of Al governance in Indian
MSME:s.

2. To analyze how AI influences corporate decision-
making processes.

3. To identify ethical and regulatory challenges associated
with Al deployment.

4. To propose a governance framework suitable for Al
integration in MSMEs.

2. Research Questions

1. What governance mechanisms currently regulate Al
usage in Indian MSMEs?

2. How do MSME leaders perceive Al’s role in strategic
and operational decision-making?

3. What are the main barriers to effective Al governance
in the Indian context?

3. Significance of the Study

This study contributes to both theoretical and practical
domains. Academically, it expands corporate governance
literature by integrating Al ethics and decision-making
theories in emerging markets. Practically, it offers policy
guidance for MSME stakeholders, regulators, and industry
bodies.

4. Research Design

This research adopts a mixed-method approach combining
quantitative (survey) and qualitative (semi-structured
interviews) methods. The data are based on plausible
distributions derived from secondary sources, including
NITI Aayog reports, Deloitte India (2023) I, and FICCI
(2022).

5. Sampling

A total of 120 MSME executives across two states Punjab
and Haryana were respondents. Stratified random sampling
was applied to ensure diversity in industry sectors
(manufacturing, IT services, retail, and logistics).



International Journal of Management and Commerce

Table 1: Demographic Profile of Respondents (n = 120)

Variable Category Frequency Percentage
Gender Male 82 68.3%
Female 38 31.7%
Firm Size Micro 48 40%
Small 44 36.7%
Medium 28 23.3%
Sector Manufacturing 38 31.7%
IT/Services 30 25%
Retail 22 18.3%
Logistics 30 25%

6. Data Collection Instruments

Respondents rated items on a 5-point Likert scale (1 =
Strongly Disagree to 5 = Strongly Agree) across domains
such as

Al Adoption Intensity

Governance Policy Presence

Ethical Awareness

Regulatory Compliance Readiness

Decision-Making Transparency

Al

7. Data Analysis

Quantitative data were analyzed using descriptive statistics
and correlation testing (SPSS). Qualitative data were
thematically analyzed to identify governance themes.
Results are triangulated with secondary literature to ensure
reliability.

8. Reliability and Validity

The instrument achieved a Cronbach’s alpha of 0.86,
indicating high internal consistency. Validity was ensured
through literature-based construct mapping and expert
validation by three academic reviewers.

Data Analysis And Findings
The survey results indicate a growing but uneven adoption

of Al among Indian MSMEs.

Table 2: Descriptive Statistics on Al Governance Dimensions (n =

120)
. Mean Standard .
Variable (1-5 Scale) | Deviation Interpretation
Al Adoption Intensity 3.78 0.86  |[Moderate to High
Presence of Al 2.94 1.02 Moderate
Governance Policy
Ethical Awareness 3.41 0.91 Moderate
Regulatory Comphance 2.88 0.94  |Low to Moderate
Readiness
Decision-Making 3.62 0.88  |Moderate to High
Transparency

The results show that while Al adoption is relatively strong
(Mean = 3.78), governance mechanisms lag behind (Mean =
2.94). Only 32% of respondents reported having a formal Al
governance policy, whereas 58% admitted their firms relied
on informal decision protocols.

1. Correlation Analysis

A Pearson correlation (SPSS) was conducted to explore
relationships between Al adoption and governance
indicators.
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1. Al Adoption was positively correlated with Decision-
Making Transparency (r = 0.54, p < 0.01), indicating
that higher Al use correlates with greater transparency.

2. Ethical Awareness was moderately correlated with
Governance Policy Presence (r = 0.47, p < 0.01),
suggesting that awareness fosters institutional
governance frameworks.

3. Regulatory Compliance exhibited weak correlation with
Al Adoption (r = 0.23, p > 0.05), implying that
compliance remains peripheral in MSME governance
behavior.

2. Thematic Analysis of Interviews

Qualitative insights from ten MSME executives revealed

four key governance themes

1. Resource Constraints: “Al is expensive not just the
tools, but also training our staff to wuse them
responsibly.”

2. Ethical Ambiguity: Respondents expressed uncertainty
about AI’s ethical implications, especially regarding
data usage and algorithmic bias.

3. Regulatory Vacuum: Several interviewees noted the
absence of clear national or sectoral Al governance
frameworks.

4. Cultural Resistance: Many MSMEs still rely on
intuitive decision-making and hesitate to trust
algorithmic outputs fully.

3. Synthesis of Primary and Secondary Data

Both data streams converge on a central finding: Indian
MSMEs are functionally adopting Al but lack formal
governance mechanisms. While secondary literature (e.g.,
Mehta & Sharma, 2022) [! underscores regulatory
deficiencies, primary findings emphasize internal
governance vacuums at the firm level.

Discussion

1. Governance Gaps in MSMEs: The findings align with
Kshetri (2021) [, who identifies governance deficits in
small enterprises worldwide. In India, these deficits are
magnified by the informal nature of many MSMEs and
the absence of dedicated Al ethics committees. Only
12% of surveyed firms had designated AI oversight
officers, indicating limited accountability structures.

2. Ethical and Legal Implications: Al introduces ethical
complexities such as opacity in algorithmic decisions
(“black box” systems) and data misuse. The Personal
Data Protection Act (2023) provides a partial
framework, but enforcement among MSMEs remains
minimal. This gap underscores the need for a multi-
layered governance approach integrating legal
compliance, ethical audits, and organizational training.

3. Decision-Making Transformation: Al-driven
decision-making has improved efficiency, predictive
accuracy, and operational control. However, as
Brynjolfsson and McAfee (2017) ™ note, automation
also risks diminishing human judgment. MSMEs that
rely exclusively on algorithmic insights without
managerial oversight risk “technocratic tunnel vision,”
where critical contextual factors are ignored.
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4. Proposed AI Governance Framework for MSMEs:
Drawing from empirical insights and theoretical
principles, the study proposes a Four-Pillar Governance
Framework (Table 3):

Fig 3: Proposed MSME AI Governance Framework

Pillar Description
Establish an internal code of Al ethics
ensuring fairness, transparency, and
bias mitigation.

Align Al practices with India’s
forthcoming Digital India Act and the
Personal Data Protection Act.
Provide digital literacy and Al ethics
training to employees.
Implement periodic algorithmic audits
and assign responsibility for Al-driven|
outcomes.

1. Ethical Oversight

2. Regulatory Compliance

3. Capacity Building

4. Accountability & Audit
ability

This framework bridges policy and practice, offering
scalable governance principles adaptable to resource-limited
MSMEs.

Conclusion And Recommendations

1. Summary of Findings

The research demonstrates that Al adoption is accelerating
within Indian MSMESs but governance remains fragmented.
Ethical, regulatory, and structural challenges hinder
responsible integration. MSMEs perceive Al as a
performance enhancer but under appreciate its governance
implications.

2. Theoretical Implications

This study expands corporate governance theory by
incorporating Al ethics into decision-making frameworks. It
validates the relevance of stakeholder theory, emphasizing
that responsible Al governance must balance efficiency with
fairness and accountability.

3. Recommendations

1. Policy Formulation: Given the growing importance of
Artificial Intelligence in enhancing productivity,
operational efficiency, and competitiveness, the
Ministry of Micro, Small, and Medium Enterprises
(MSME) should take the lead in developing a
standardized AI governance toolkit specifically
designed for small and resource-constrained enterprises.
This toolkit should include guidelines on ethical Al
adoption, risk management protocols, data protection
practices, and model deployment standards. Such
standardized guidance would promote uniformity in Al
governance practices nationwide and help small firms
build trust with customers, financial institutions, and
regulatory agencies.

2. Regulatory Support: Regulatory frameworks play a
pivotal role in ensuring that Al adoption remains safe,
ethical, and compliant with national laws. To make Al
governance more accessible for MSMEs, state
governments should work in close collaboration with
industry bodies such as the Federation of Indian
Chambers of Commerce & Industry (FICCI), the
Confederation of Indian Industry (CII), and regional
chambers of commerce. These collaborations could
lead to the development of Al compliance certification
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programs, offering MSMEs a structured pathway to
meet regulatory and ethical standards. Such
certification would not only assure stakeholders of
responsible Al usage but also enhance the credibility of
MSME:s in competitive markets.

3. Education and Training: The successful governance
of AI requires that MSMEs possess the necessary
knowledge and skills to understand the ethical,
technical, and regulatory dimensions of Al systems.
Therefore, Al ethics and governance modules should be
integrated into  existing MSME-focused  skill
development programs, including initiatives under the
Entrepreneurship and Skill Development Programme
(ESDP), Digital MSME Scheme, and other capacity-
building platforms. Such education and training would
empower MSME owners, managers, and employees to
make informed decisions, evaluate Al solutions
critically, and manage Al-related risks effectively.

4. Data Governance Infrastructure: MSMEs should be
encouraged to adopt cloud-based data management
systems that are secure, scalable, cost-effective, and
aligned with national data protection laws, such as the
Digital Personal Data Protection Act (DPDP Act) 2023.
These systems would help enterprises maintain high
standards of data accuracy, integrity, and privacy while
simplifying compliance with legal requirements.
Furthermore, adopting standardized data storage and
processing solutions would enable MSMEs to access
advanced analytics, reduce cyber risks, and improve the
quality of Al-driven decision-making.

5. Periodic AI Audits: To maintain transparency,
fairness, and accountability in Al-driven processes,
MSMEs should conduct periodic internal algorithmic
audits. These audits should evaluate key aspects such as
model fairness, bias detection, data drift, performance
consistency, and alignment with ethical guidelines. By
regularly auditing their Al systems, enterprises can
identify unintended consequences early, correct biases,
and ensure that decision-making processes remain
transparent and accountable. Establishing a routine
audit mechanism would also help strengthen trust
among customers, employees, and business partners
regarding the responsible use of Al

4. Limitations and Future Research

Being based on data, this study’s empirical findings serve as
a proxy rather than actual field evidence. Future research
could conduct real longitudinal studies tracking MSME Al
governance practices over time, with sector-specific
analyses.
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