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23.0 LEARNING OUTCOME

After studying thisUnit, you should beableto:

Understandthepolicy processaf disinvestmentsin India-itschange over the years;
Discussthedisinvestmentsof Central PublicEnterprises;

Explainan overview d disinvestrnentsand restructure of theState-L evel PublicEnterprises
invariousstatesin India; and

Bring out major recommendations and analysisd thedisinvestmentpolicyprocessin India

23.1 INTRODUCTION -

This

Unitanaysesthestrategy,economics, and administrativeexercisebehind the policy process

st disnvestmentsof publicenterprises. It discusses, in brief, themethodsof disinvestments and
providesaprofiledf thenatureof enterprisesandthefinancia gainsto thegovernment. | n addition,
thisUnit highlightsthe progressmadesofar and what liesahead on theroad to privatisation and
dignvestments.

Publi

centerprisesareincorporated organisations, Set up under variousstatutes, whereéingovernment

hasequal to or morethan 51 per centd thesharecapitd. Thereare 236 Centra Public Enterprises
(CPES), havingacapital o Rs.2,02,000 croresand grossprofitability of 14.53percent; and 911
State-L evel Public Enterprises(SLPES) withRs.2,21,600 crorecapital, mostof themwith negative
contribution. In addition, thereare departmenta enterprises, which are not incorporated; these
includeRailways, Postal Department, and OrdinanceFactories. ThisUnit rel atesto disinvestments
of CPEsand SLPEs only.

Disinvestmentof shareholding in publicenterprisesby government may beapartof economic

refor

mof thecountry or/and iSin responsetothedemandsof variousfinancingor donor agencies.

Disinvestment,aform o privatisation, has been resortedto by anumber of countriesincluding |
India It refersto theoffer of sharesor equity tothefinancial institutionsor thepublic. Thereare |
various methodsof disinvestments, which are presented as under:

|
|
|
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Disnvestment- Methods

» Public Floatation=>requires % Developed Capital Market
+ ProfitablePE

Private Placement => by offering.* Mutual Funds/Flls
daresto = Voucher System

* Employee/ MGT Buyout

Strategic Sale
ShareBuy-back

ShareCross-holding

« TradeSale

LE S L

Theauction disinvestmentsprocessisrel atively lesscumbersome; itinvolveslessadministrative
expenses, and resultsin higher realisation. Among the disinvestmentsmethods, private sector
companiesthat involvehigh publicity, other fl oatationexpenses, and net proceeds normally follow
publicfloatation. Tradeinvestment method issuitablefor industries of specialised nature, like
telephoneor telecommuni cation, el ectricity generation, or airline. Piggyback methodincreasesthe
sizeof theissueand isreportedto bequicker and lessexpensive.

ThisUnit attempts,in thefirst part, to portray and analyse thedisnvestmentsof CPEs.Further, in
the second part, it: presentstheanalysisdf restructureand disinvestmentmeasuresof SLPEs in.
variousgetes.

23.2 DISINVESTMENTS: CENTRAL PUBLIC
ENTERPRISES

Disinvestments of government sharehol dingsin Central PublicEnterprises(CPES) started in
1991-92 as an integral part of the process of economic reforms. The totd realisation from
disinvestmentsup to 2004-05, from about SOenterprises, had been Rs. 47,645croresagainst the
target of Rs. 96,800crores.

Aprofile of theCPEsinterms of their profitability and seryice or manufacturingactivityisgivenas
under:

Table 23.1: Number of Central Public Enterprises

Public Enterprises Manufacturing Services Total.
Profit Making g 51 | 132
LossMaking 7% 23 102
No-profit no-loss 1 1 2
Totd 161 & 236

Throughout, disinvestmentshad beenapart of annua budgetary exercised thegovernment,and
year-wise realisation and target aregivenintable 23.2
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Table 23.2: Disinvestment in Central Public Enterprises (CPES)

297

Year Target (Rs. Crore) Achievement (Rs..Crore)
1991-92 2,500 3,038
1992-93 2,50 1,913
1993-94 3.50 @disinvestmentsproceeds

received in 1994-05
1994-95 4,000 4843
1995-96 7,000 168
1996-97 5,000 330
1997-98 4,800 910
1908-99 5,000 5,3,71
1999-2000 10,000 1,860
2001-01 10,000 1,871
2001-02 12,000 5,632"
2002-03 12,000 3,348
2003-04 14,500 15547
2004-05 4,000 2,764
TOTAL 96,800 47,645

@Disinvestrment proceeds of Six enterpriseswere received next year, i.e.1994-05

"'Includesamount realised by way of control premium, special dividenclsand transfer of surplus cash
reserves prior to disinvestments:

Sources: ' Department of Disinvestmentweb-site- www.disinvest. gov.in/disinvest/Economic Survey,

Governmentof India

Disinvestments of theCentral Public Enterprises (CPES) holdingsby the government over the
yearscould beanalysed by grouping them under four periods, as presented in thefollowing table.

Table 23.3: Disinvestments of CPEs
During 1991-92 to 2004-05

Period Targets (Rs. Crore) Actual Receipts(Rs. Crore)
Phase | 29,300 11251
1991-92t0 1997-98 : :
Phase 1 5,000 5,371
1998-99 .
Phase ITT . 58500 . 282588
1999-00to 2003-04
Phase IV 4,000 2768
2004-05 onwards
TOTAL 96,800 -
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Characteristicsof disinvestmentsfor thefour periodsareas under:

i) Period| -1991-92 t01997-98

CPEs disinvestmentsgot aboost from thelndustrial Policy of 1991, and asapart of economic
reforms,government hol dingsin selected public enterpriseswereto be disinvestedup to 20 per cent
af equityin mutud funds, investment ingtitutionsin publicsector,induding sdeor transfer toemployees
of theseénterprises. Disinvestment was pursued in order to raiseresources; introduce market
sengtivitytoimprovetheperformance of theenterprisesand; for attractingwide public participation.

Disinvestment processi nvol vedauiction under which bidswereinvited for shareshaving a minimum
reserve pricefor each script — except that in thefirst year, bidswereinvitedfor a'bundle’ of
shares, with each bundlecomprisingdf nine'very good’, 'good’ and ‘average’ companies. Bids
wereinitially opened to public sector banks, insurancecompanies, UTI. Bidswereopened to
private agenciesduring 1992-93 and to approved Foreign I nstitutional Investors (Flls) alsofrom
1993-94onwards. Thegovernment had not | aid-down any minimum number of sharesofferedfor
saleand therewasho underwriter, ashad been the practicein the UK.

Disinvestment wasa part of annual budgetary exerciseand the saleprocesswas to be carried out
during theperiod of validity of thebudget. A Disinvestment Commission wasset upin 1996 asan
advisory body todraw up an overall long-term disinvestmentprogrammefor the PublicEnterprises
(PEs) referredtoit; or to determine theextent of disinvestmentsand to recommend thepreferred
model(s) of disinvestmentsintheoverdl interestd shareholders, employeesand other stakehol ders.
Asan advisory body, the Commission identified enterprisesfor disinvestments;laid down the
extent and modeof disinvestmentsandissuesrelatingto grant of autonomy.By August 1999, the
Commission maderecommendations on 58 PEs and therecommendations indicated, asdiscussed
later, ashift from public offeringstostrategic/trade saleswith transfer of management.

Disinvestmentduringtheearly periodled only tosaled ‘fractional equity' of selected enterprises
withoutany change of management, control or ownership. Infact, disinvestmentshad been confined
mainly to profitableenterprises and that too about half of thetotal realisationhad beenfromthe
disinvestments of fiveenterprises, namely, BPCL, HPCL, SAIL,ONGC,MTNL,Still, suchsale
of fractional equity did not result inprivatisation of PEs, nor didit bringin positive effectslike
managerial autonomy, or introduction of marketforces, astherewasvery littletradingfor such
securitieslisted on stock exchanges.

To quote fromTheEconomist (1995), " Partid disinvestmentsdf equity in the public sector enterprises
failsto addresstheefficiency problem,it hasnoimpact on ownership, control and management. . ..It
has been used moreasafiscal tool in order to raisecashtofinancethegovernment deficit, rather
than toimprovetheefficiency af enterprisesoperations.. .. Thereisasothedanger that such an
approach can beatemptation to privatise badly, and to postponethemoredifficult but much
neededlonger termfiscal reforms”.

In short, thisperiod of disinvestments had a'passive' or 'silent' approach having novisibleor
significantimpact oneconomicreforms.

i) PeriodII - Year 1998-99

I n the budget speechfor the year 1998-99, thethen FinanceMinister alsoreferredto government
decisionof bringing downthegovernmentsharehol dingsin publicenterprisesto 26 per cent other
than enterprises of strategic importance and in the case of enterprisesinvolving strategic
considerations, thegovernment wasto continueto retain mgority holding.

Duringthe year, thereweredifferentaternativeproposalsof disnvesmentswhichincludedSpecial
PurposeVehicle(SPV),sal eof sharestofinancial institutions, buy-backof sharesand sharecross-
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holdings. Disinvestment during theyear was mainly through sharescross-holdingamong | OC,
ONGC andGAIL.

Thisstrategy of equity swap, first of itskind, which wasexpected to havesynergic effect on the
enterprises operations, had adampening effect onthe pricesof thescriptsswapped.

Further, asin theearlier period, thedisinvestmentshad no positiveeffect on economicreforms.

iii) Period111~1999-00t02003-04

Theexpression ‘privatisation' wasused-forthefirsttimein thebudget speechfor theyear 1999-
2000. The policy towards public sector enterprises was to encompass a judicious mix of
strengthening strategic units, privatisingnon-strategiconesthrough gradual disinvestrnentsor a
strategic sale, and devising viable rehabilitation package for weak units. For purposes of
disinvestments, publicenterprises(PEs) wereclassified as strategic and non-strategic,and following
werereserved asstrategic areas:

Armsand ammunitions and alieditemsd defenceequipment,defenceair craftsand warships,
e Atomicenergy (exceptincertainareas);and
e Railway transport.

Listof CPEsunder thestrategiclist aregiven in table 23.4.Thirteen CPESin thestrategic list
includefour enterprises, which wereearlier (1996) referred tothe Disinvestment Commission (but
later withdrawn) and of which one had been referredtothe BIFR. .

Table 23.4: List of CPEs Under the Strategic List

SLNo. | Name _ Industry
1 +*Hindustan Aeronautics Lid. Transp. Equip.
2. Airports Authority of India. Transp. Equip.
3 *Bhatat ElectronicsL:td. "+ " M & L Engg.
4 Nuclear Power Corpn. of fndia Ltd. Power
S. Bharat DynamicsLtd. M & L Engg.
6. "' Garden Reach Shipbuilders. and Engg. Ltd. Transp. Equip.
7 Indian Rare Earth Ltd. Minerds& Metds
8 *Bharat Earth Movers Ltd. Transp. Equip.
-9 | Mazagon Dock Ltd. Transp.Equip.
10. Uranium Corporation of IndiaLtd. Minerds & Metds
1. Antrix Corporation Ltd. M & L Engg.
12. MishraDhatu Nigam Ltd. Stedl
13, Konkan Railways Corp. Ltd. Contr. & Constr. Serv.

* Withdrawn from the First ig (September 1996) to Disinvestment Commission.
** \Withdrawn from the First List (September 1996) to Disinvestment Commisson. Referréd to BIFR.
Sour ce: hitp://www.disinvest.gov.in/disinvest/

All other PEs wereto beconsidered non-strategic and for thesereduction of government stake
would not be automatic and the manner and pace of disinvestmentswould bedecidedon acase
by casebasis, However, decision asregardsthe percentage of disinvestments, that is, to bring
down government staketo less than 51 per cent or to 26 per cent wereto betaken on the basisof
thefollowing considerations:
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e Whether theindustrial sector requiresthe presenceof the public sector asacountervailing
forceto prevent concentration of power in private hands?

e  Whethertheindustrial sector requiresaproper regulatory mechanism to protect theconsumer
interestsbeforepublic enterprisesareprivatised?

Further, during 2000-01, it was decided to reduce governmentstakein non-strategic CPEs even
bel ow 26 per cent. However, disinvestmentsduring thisperiod werecharacterisedas 'strategic'
sale, whereby, asubstantial stakein an enterprise was sol d aong with the management control to
abidder who was expected to complement theexisting strength of theenterprisewithaview to
impart along-termviability.

A Department of Disinvestment was established in 1999 under thechargeof aMinister tolay
down asystematicpolicy approach to disinvestmentsand privati sation,and to givean impetusto
the disinvestment programme. After this, there had been astrategicsaeof shares, of anumber of
PEs, resultinginthetransfer of managementcontrol and also privatisationof enterprises. These
enterprisesincluded, M odern Food Industries, Hindustan Zinc, IPCL, BAL.CO, CMC, VSNL,
IBP, PPL,HTL. Detailsof strategicsaled PEs arepresen'ted in Table23.5.1n addition, thereare
anumber of enterprises, which areon theanvil of disinvestment; thesearelistedintable23.6.

Table 23.5: Strategic Sale = Central Public Enterprises

S. PublicEnterprise Equity | Accruy Buyer | Paidup Net | Employe
No. als Capital @ Worth@ es@
Sold % (Rs. (Rs. (Rs. (Nos.)
Crores) Crores) | Crores)
| | Lagan JuteMachinery A 253 653 | .5 e 5)
Company Ltd. (LTMC)
2 | Modern Food IndustriesLtd. (MFIL) 100 149 | HL.L ' 30 201
3 | Bharat Aluminium Company Ltd. 51 8265 | Stetlite 489 913 29
(BALCO) Inds
4 | CMCLtd. (CMC) Sl | 15807 | Tatas 5 46 3025
5 | HTL L. (HTL) T4 55 | Himachal 15 45 un
Futuristic
6 | IBPLtd. IBP) B8 | 11537 | IoC 23 310 2723
7 | VideshSancharNigam Ltd. (VSNL) 5 |. 3689 | Tatas 95 542 2975
8 | Indian Tourisn Devel opment Corpn. 4441 | BharatHotels 67 264 7890
(ITDC)19Hotels & Others
9 | Hotd Corp. of India Ltd. (HCI) 3Hotds 24251 Q0 57 4066
10 | Paradeep PhosphatesLimited (PPL) 74 | 1517 |Zuari- 37 337 1092
, Maroc
1 |Jessop 72 | 1818 |RuiaCotex 8r 88 3285
2 | HindustanZincLimited (HZL) 4492 | 77607 |StediteInds 42 980 11851
13 |IPCL 5 | 14908 |RIL 248 3030 13402
X |Maruti Udyog Limited (MUL) } 1000 | Suzuki
15 |STC 40%
16 MMTC 60*
1025719

* Sour ces. Department ad Disinvestment site- hitp://www.disinvest.gov.in/disinvest/

Economic Surveysprevious years
@ PublicEnterprisesSurvey - Vol | to TII- 1999
*Receipts on account of transfer of cash reserves
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Table 23.6 : Other CPEs which are on the Anvil for Disinvestment

.S1.No. Name of the Organisation
1. Air-IndiaLimited (Al)
2. EngineeringProject (India) Limited (EPIL)
3. Hindustan CablesLimited (HCL)
4, Hindustan Copper Limited (HCL)
5. Hindustan Organic ChemicalsLimited (HOCL)
6. Hindustan SaltsLimited (HSL)
7. Indian AirlinesLimited (1A)
8. Madras Fertilisers Limited:(MFL)
9. Miherals and Metds TradingCorporation of IndiaLtd. (MMTC)
10. Nationd FertilisersLimited (NFL)
1. Shipping Corporation of India Limited (SCI)
12. Sponge Iron IndiaLimited (SIIL)
13. State Trading Corporationaf IndiaLimited (STC)
14. MECON Limited
15. Nationa AluminiumCompany Limited (NALCO)
16. Tungabahadra Stedl ProductsLimited (TSPL)
17. Burn Standard Company Limited
18. * Braithwaite and Company Limited
19. BPCL
20. HPCL

Sour ce: Economic Surveys, Government d India

A strategic sal eagreement normally contained safety provisions like, ‘claw back' provision, or
'post-closure adjustment' or provisions for theuse of assets, or termsof employmentfor the
existing employeesaf the unitdivested. Theclaw back provisiongivesarightto thegovernmentto
shareinfutureprofitsand specify theperiod of such sharing. Similarly, thepost-closureadjustment
clause entitlesthesuccessful bidder toclaim refundfor thelossesincurred by theenterprise from
thedate of |ast publishedfinancial resultstill thedatewhen the bidswereinvitedfromthebidder.
Estimated refunds on account of post-closureadjustment in respect of BALCO and MFIL were
Rs.8croresand Rs. 16 crores, respectively, |n addition, the government hadcollected special

dividends from certain cash-rich enterprises, like VSNL, MMTC, STC, EIL, and also control

premiurn for MUL; these are includedin thedisinvestment realisationsshown intables23.2, 23.3
and 23.5. Strategic saleas shownin table 235 included threeenterprises (namely, PPL, LIMC,
MEFIL) running intolosses, and it resultedin disinvestment proceedsof Rs. 10,257 crores, accounting
fortransfer of approximately 40 per cent of total equity of theenterprises.

In short, government's policy towards public sector was amplified in thebudget speech of the
Finance Minister for the year 2000-01. It elaboratedon disinvestment/privatisation/public sector
restructuring as

o Restructureand revive potentially viable PEs.

e Closedown PEs, which cannot berevived.

e Bring down governmentequity inallnon-strategic PEs to 26 per cent or lower, if necessary.
e  Fully protect theinterestsof workers.
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Government policy towardspublic sector and disnvestmentsiswell portrayedby theaddressof
thethen President, Shri K.R. Narayanan, totheJoint sesson of theParliamentin February, 2002.
Excerptsfrom the address are: ** The public sector has played alaudablerolein enabling our
country to achievethe national objective of self-reliance. However, thesignificantly changed
economicenvironment that now prevailsboth in Indiaand globally makes itimperativefor boththe
public sector and theprivatesector to becomecompetitive. L earningfrom our experience, especialy
over thelast decade, it isevident that disinvestmentsin public sector enterprisesis nolonger a
matter df choice, but an imperative. The prolongedfisca haemorrhage from themgjority of these
enterprises cannot besustainedany longer. Thedignvestrnentspolicy and the trangparent procedures
adopted for disinvestments have now been widely accepted, and the shift in emphasis from
disinvestments of minority sharestostrategicsalehasyieldedexcellent results. The Government
hestaken twomgor initiativestoimprovethesafety netfor theworkersof PSUs. Thefirst enhanced
VRS benefitsin those PSUs where wage revision had not taken placein 1992 or 1997. The
second increased trainingopportunities for self-employment for workersretiringunder VRS.”

Similarly, theprivatisation policy o thegovernmentas summarisedin astatementlaid beforethe
Parliamenton December 9,2002 states, ... themain objectivedf disinvestment iSto put national
resourcesand assetsto optimal useandin particul ar to unleash theproductive potentia interestin
our public sector enterprises”.

iv) Period IV — 2004-05 Onwards

Duringthisperiod, the government stated itspolicy of commitment towardsastrongandeffective
publicsector, and that profit-making public enterprises, in general, were not to be privatised;
disinvestmentswasto bemadefor afractional equity holdings, and theearlier policy of strategic
salewasshelved. A National |nvestment Fund (INIF) was constitutedinto which therealisation
from thesaledf minority shareholdingsad thegovernmentin profitablePEs wasto bechannelised.
The NIF wasto be maintained outside the Consolidated Fund of Indiaand was to be used for
socia sectorslikeeducation, health care, andemployment or for revival of PEs. Thedisinvestment
proceeds during the period were Rs 2,764 crores against thetarget of Rs 4,000 crores. The
proceeds weremainly from the disinvestmentsof 5.25 per cent sharesof NTPC by adoptingthe
'piggy back' method.

Thus, disinvestments of CPEs over theyears 1991-92 to 2004-05yielded Rs. 47,645 crores
againgt thetarget of Rs. '96,800crores, and agreater part of it wasrealised in thelater years, with
theadoption of thepolicy of strategicsaleof enterprises. Thestrategicsal eresultedin transfer of
management control of the enterprisestothestrategicbuyer, thoughthisprocessaf disinvestments
had nat been without controversiesand resistancefrom employeeunionsandlocal government
authorities. Theresistancewasmainly on politicakgrounds andlesson economicconsiderations.
The Supreme Court observed, initsorder dated December 10,2001, with regardto BALCO
disnvestments: " Thus, apart fromthefact that thepolicy of disinvestmentscannot bequestioned as
such, that thefactsherein show thatfair, just and equitable, procedurehasbeenfollowedin carrying
out thisdisnvestments*. Similarly, differences withinthe government, and morespecificaly between
the Disinvestments and Petroleumministrieson thequantumar sharesto be off-loaded and mode
o sale, orgiving 'strategic’ statusto certainoil companies, and other details. Thishighlightsthe
needfor political aswell aseconomicjustificationsof strategiestowardsdisinvestments. .

Political justificationaf disinvestmentswarrantsthat resources are to be owned and managed by
people, commonly known as ‘popular capitalism’' asin the UK. It goes by the principle that
governmentshould notinterferein themanagement of business; rather it shouldconcentrateon
‘governance’ or regulatory function. It raises aquestion, isthereapolitical consciousness of
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disinvestrnentsamong thevariousmajor political partiesin thecountty ?Or istherepolitical mandate
on disinvestmentsor controversieson disinvestmentsof BAL.CO or HPCL or BPCL? Or whether
prior Parliament approval isrequiredfor disinvestments of enterprises, which were set up by
Parliamentary enactment?Or wasthereany resistanceby stategovernmentswhen the project had
been earlier cleared by the Central governmenl? All theseissuesemphasi se theneedfor political
judtification.

Disinvestmentcan bejustified oneconomicgroundsasit lessenstheburden on governmentfinances.
Itisalsoexpectedtolead tofaster economicgrowth by facilitating technol ogy up-gradationthrough
investment by theprivatesector in publicenterpriseswhoseperformance is below par. Further, it
encouragesgreater professionalisminthemanagementof enterprisesandfrees them frompolitical
interference and bureaucratic shackles. Disinvestmentwould also enablegovernment toinobilise
funds, which could be used to reducedebt burden or to take up projects of social and community
wefare.

23.3 DISINVESTMENTS: STATE-LEVEL PUBLIC
ENTERPRISES

Vaiousstategovernmentsinitiated stepsfor privatisation/liquidation/restructure of their public
enterprises. Asmentionedearlier, 911 state-level publicenterprises (SLPEs) wereestimated to
haveaninvestmentof Rs. 2,21,653 crores. Table23.7 presentsdetail sof investmentand statusof
working of PEs in variousstates. Datafrom table23.7 showsthat asizeable number of SLPES
(about 63%00f thetotal) were non-workingor wererunning onlosses, for Haryana, Rajasthan,
and AndhraPradesh the corresponding percentages were 31, 38 and 55 respectively. For the
other states (Maharashtra, WestBengal, Orissa, MadhyaPradesh, Punjab, Himachal Pradesh,
Assam) the proportion of the non-workingor loss-makingenterprises was around two-thirdsof
thetotal. Aggregatedatafor all thestatesreveal sthat about 37 per cent of thenon-working or loss
making enterprises wereidentified for restructure(privatisation/disinvestments/liquidation); theratio
was on the higher sidefor states like Andhra Pradesh, Karnataka, Orissa, Madhya Pradesh,
Himacha Pradesh andHaryana. This indicatesthat alarge number of stateswereactivelyconsidering
restructuring of their PEs and haveinfact initiated steps towards PE reforms. 1t should benoted
that avery small number of enterprises in Rajasthan and Tamil Nadu were running on profits.
Accumulated|ossesfrom PEs for al the states put together were approximately 14 per cent of the
tota investment.

A number of stateshad initiatedeconomic reformsor PE reforms, includingtheir restructure, and
somehad appointed disinvestrnentscommissions, These statesinclude, AndhraPradesh, Gujarat,
Haryana, Himachal Pradesh, Jammu and Kashmir, Karnataka, Maharashtra, Manipur, Orissa,
Punjab, Rgjasthan, Tamil Nadu, and Uttar Pradesh. Further, states like Andhra Pradesh, Orissa
and M adhyaPradesh havebeen utilisingass stancefrommultilateral agenciesliketheWorldBank,
Asian Devel opmentBank, and DFID for PE restructureor VRSfor employees. M ost of thestates
have beenutilising financial assistancefrom B.I.F.R. Stateslike AndhraPradesh Karnataka,
Maharashtra, West Bengal, Madhya Pradesh, Punjab, Rgjasthan and Orissahad initiatedmeasures
towardsprivatisationor disinvestments. Despitethe SL PEsbeingadrastic drainon state resources,
anumber of stateshadsi zeablebudgetary outgoon SLPEs in terms of grants/subsidies, guarantees
and waiver of duesand conversion of loansintoequity. For six states, theseamountsareestimated
at Rs. 7,961 croresfor theyear 2000-01, thecorrespondingfiguresfor theyears 1998-99 and
1999-2000 were Rs. 4,694 croresand Rs. 4,652crores, as'shown in table 23.7.
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Table 23.7 : Budgetary Outgo: Grants/Subsidies, Guar antees,
Waiver o Duesand Conversion of Loans into Equity

(Rs. In Crores)

State 1998-99 1999-2000 2000-01
Assam 156 92 117
Haryana 694 848 1206
Karnataka 1341 1771 3974
Kerala 371 269 211
Orissa 336 279 93
Weg Bengal 1797 4647 2355
TOTAL v 4694 4652 7961

Salient featuresof restructureof SLPESin variousstatesare asunder:

i) Rajasthan
Therewere24 SL PEs having an investment of Rs. 11,576 crores, and only 15 wereshowing

profits. The Re-organisation, Strengtheningand Disinvestments Committee studied 21 LSPEs,
and thegovernment decided to close/privatise SX enterprises.

i) Uttar Pradesh

The Statehas4.1 SL PEswith atotal investmentof Rs. 17,773crores, of which approximately 30
per cent had been lost; and as astep towardseconomic reforms, 27 SLPEs were identified for
disnvestmentsor restructure.

iii) Haryana
The Statehas41 SL PEswithatotal investmentof Rs.443crores, of whichapproximately 87 per
cent wasestimatedto have beenlost. Fourteen enterpriseswerenon-functional or were running

on losses,and 22 enterpriseswereidentifiedfor disinvestments, restructuring or windingupand a
number of thesehad been closed after sanctioning VRS benefitsto employees.

Iv) Himachal Pradesh

There were21 SL PEsinvolving an investmentof Rs. 3,143 croresand of these 15 enterprises
~ere identifiedfor disinvestmentsor restructuring,and many enterpriseswerenon-functional or
wererunning onlosses.

v) Punjab

TheStatehas53 SL PEswitha total investmentof Rs, 12,425crores; of these25 enterpriseswere
running on lossesand 23 were non-functional .Fiveenterpriseswereclosed down and leasingout
to privatepartiesthrough management contracts, and privatisedafew others.’

vi) MadhyaPradesh

There were26 SL PEswith atotal investmentdf Rs, 7,923 crores, of these23wereeither running
on lossesornon-functional . Fourteen enterprises Wereidentifiedfor disinvestmentswith assistance
from the ADB for VRS or asocial safety net programme.
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vii) Orissa

Therewere 68 SL PEs, with aninvestmentof Rs. 9,796crores; of these 52 enterpriseswereeither
non-working or wererunning onlosses. Theamount of losseswasestimatedto be 12 per cent of
the investment. Twenty seven enterpriseswereidentifiedfor disinvestments, and anumber of
measures includingreformsin the power sector, had been initiated.

viii) Maharashtra

Therewasatotd investment of Rs 19,186 croresin 65 SL PEsin the State; of these 60 were non-
workingor wererunning onlosses. TheState Government decided on disinvestment, with reduction
of government holdingsto 49 per cent, which waslater reduced to 26 per cent. In addition, a
number of entel-priseswereidentifiedfor restructuring.

ix) Gujarat

Thesewere54 SLPES, havingan investment of Rs.23, 438 crores, and of these 24 enterprises
wereidentifiedfor restructureor disinvestment. O the 24 enterprises identifiedfor disinvestment,
six loss-makingenterpriseswereto beclosed dlong with VRStoemployees. FUll privatisationwas
proposedfor four enterprisesand partial privatisationfor four others. ‘It wasalso decided to
providesocid safety net through VRS toemployees.

x)' Tamil Nadu

Of the59 enterprises, with atotal investment of Rs. 6,192 crores, only 26 were showing profits.
The government decidedtoset up DisinvestmentsCommissionfor disinvestmentsof profit-making
enterprises and privatisation of |oss-making ones. Asastep towardsrestructuring PEs, seven units
of Tamil Nadu Small | ndustriesCorporation wereclosed: and 21 State Transport Corporations
werereorganisedinto seven units.

xi) AndhraPradesh

There were 128 SL PEs with an investment of Rs.48,794 crores, of which Rs. 2,919 crores had
beenlost. Ffty fiveper centdf theenterpriseswereeitherrunning onlossesor werenon-functional.

Many enterprises have been disinvested, grantingVRS to 16,436 empl oyees.

xii) Kerala

Though asmall state Keralahad 109 SL PESs, with atotd investment of Rs. 9,805crores, and of
these 65 wereeither non-functional or wererunningon |osses.

xiii) Karnataka

Of the82 SL PEs, having an investment of Rs. 21,209 crores 33 wereearning and generating
profits, and the remaining oneswereeither running on lossesor werenot functioning. Aspart of
theexercisein economicreforms thestate hasidentified the SL PEs, which havebecomearecurring
burden on thestateexchequer. Followingthis, theKarnataka Government has decided toprivatise
or close 15 SL PEsin aphased manner, and disinvestment of theequity of afew others.
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23.4 DISINVESTMENTPOLICE ANALYSSAND
RECOMMENDATIONS

Disinvestment asa meansto PE reforms, restructureand privatisationstarted in theearly 1990s
with the objectiveto rai seresources, to broad basethe equity, improvemanagement, or to provide
market disciplinetothe performancedf theenterprise.In early years, disinvestmentswasfor a
‘fractional equity’ or sale of only minority shares without any changedf ownershipor control; the
salewasby inviting bids from mutual funds, publicsector banksand FIIs. Later, during 1999to
2003, therewasashift in emphasisfrom disinvestmentsof minority sharesaletostrategicsaleby
transferring control to private enterprise with or without changeof ownership; again during
2004-05onwards, disinvestmentpolicy waschanged with saleof fractional equity and therewas
to benostrategicsal einvolving transfer of ownership/control. In short, disinvestmentpolicy took
afull turnfrom fractional saleto strategicsdeto and back fractional sale.

Over theyears, the disinvestment processwasinstitutionalised by setting up the Department of

Disinvestmentin 1999 under theindependent chargedf aminister. TheDepa tment adopted the
policy of disinvestinggovernmentshareholdings through strategicsale. Thestrategicsale of 13
CPSEs (in addition, managementcontrol in MUL was transferredto Suzuki for Rs. 2,424 crore)
andfractional salein 34 otherssince 1991 resultedin disinvestment proceedsof approximately 22
percent of thetotal of Rs. 47,645crores; it amountedto transfer of approxi matel y two-fifthsof

theequity capital. Realisation under strategi csal es wasabout ten timesthat of the equity capital

transferred and in about haf of thecasesequity transfer wasmorethan 50 per cent, includingthree
enterprisesrunning intolosses. However, Hindustan ZincL td (HZL) wasthefirstinstancewhere
thegovernmentceded management control to SterliteCompany even whileit retai ned gpproximately
50 per cent stake. Since disinvestment, the performanceof theHindustan Zinc hasimproved by
increas ng productionand efficiency throughde-bottlenecking and cost cutting. On an operational

basis, between fiscal year 2001-02 and 2005-06, the production hasincreased by 60 per cent
whileearnings per share haveincressed twenty times. A significantgrowth hasbeen observedin
capitd investment, which went upfrom Rs19croretoRs214croreper year, peaking at Rs 1,036
croreduring 2004-05. The government, along with the publicsharehol ders, gained alot fromthe
transactionin additionto themoney it recelvedat thetimear privatisation. TheCentral Tax proceeds
increasedfrom Rs210 croreto Rs 1,200 croreover four years. The stateexchequer al so hasseen
similar gains. Even sharehol ders havegained asthe share price hasrisenfrom Rs 37 to Rs585,
after achievingapeak of Rs750 in early 2006. (Baijal, 2006)

Thesuccessful strategic biddersincluded ReliancelndiaLtd. (for IPCL), Tatas (for CMC and
VSNL), Sterlite (for HZL and BALCO), Hindustan LeversLtd. (for MFIL), Suzuki (for MUL),
and10C (for IBP). TheIBP saleto|OC wasnot acased privatisation,thoughit could beargued
as acase of restructuring. It was certainly acase of unintended nationalisation resulting in
strengtheningof |OC, which already accountedfor 40 per cent market shareof petroleumproducts
(while the remaining share was enjoyed by BPCL and HPCL 40 per cent and 20 per cent
respectively). The IOC bid price was approximately four timesthat of the reserve price of
Rs. 455 per share.

In order to ensurethat transfer of managementcontrol under thestrategic salearrangement, with
or without majority ownership transfer, does not lead to thecreation of a monopoly astrong
regulatory mechanismis necessary. One such instance of gaining monopoly wasthat of Sterlite
Industries, whichon acquisitionof HZL, became oneaof themajor global,players in thenon-ferrous
miningand metalsbusiness.
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Asmentioned earlier, astrategicinvestor as per aspecial agreement, givesthegovernment a
veto power on critical issuesand thestrategic.investor isrequired toconsult thegovernment on
mattersregarding sale, lease, exchange or disposal of existing assets or taking up anew line of
business.

Similarly, privatisation of PEs or transfer of managementcontrol would lead to consideration of
issues, such as reservations inemploymentfor certain categories,or promotionof nationa language,
or 'nodal agency status of an enterprisefor preferencein supply of goodsand servicesto other
departments.

What about continuanceof some of the pre-existingfacilitiesin post-disinvestment scenario?For
example, asanodal agency the ShippingCorporationof India(SCI) hasapreference in supply of
servicesto other departments;oneis not sure asto whether on strategicsale of SCI, the successful
bidder wouldenjoy this preference.

Further, thereis need to spell out policy regarding the management of minority gavernment
shareholdingsin the post-disinvestment period.

Asamatter of accepted policy,disinvestmentsproceeds haveto be used for meeting of expenditure
in social and infrastmcturesectors, restructuring of PEs and retiring of public debt; accordingly,
‘Disinvestment Fund' wasset up (during 2002-03) or ‘National Investment Fund’ wasset up
(during2004-05). But weare not sure as to theextent to which the disinvestments proceeds are
used for financing the purposesintended or divertedfor meeting fiscal deficit.

Thereshould beatime-framefor implementationof policiesformulated for revival of PEs, orfor
improvementaf their performance, or for reduction d burden on the national exchequer,Similarly,
in order to activatetheeconomicreform process, thereisaneed to lay down the policy to bringin
ameasure Of privatisationof departmental enterprises likeordinance factories (39in number) to
improvetheir efficiency and productivity. At present,they operate under the purview of Ordinance
Production Board and areentirely dependent on thenational exchequer for funds.

Further, asregards the states, about 63 per cent of the PEs has been non-functional or running
on losses. One striking feature is that a large number of states have initiated measures
towards economicreforms, or restructure of public enterprises, or haveset up disinvestment
commissions.

[ norder to smoothen and accel eratethe privatisation and disinvestment process, thereisaneedto
build national consensusso that adecisiontodisinvestor privatiseaparticular enterpriseshould be
anational decision and political considerationsshould not deter such disinvestments. Thereisal so
need for co-ordination between the Centre and States to disinvest or privatise once the proposal
isagreed upon.

As a step towards coordination between the Union and State Government for purposes of
disinvestmentsandrestructure of PEs, thereshould beasystem of Memorandum of Understanding
(MOU)similar to that of power sector reforms,identifyingtheir respectivecommitmentsand roles
in thisregard. TheMOU would also spell out the nature and extent of central assistancefor
restructuring/revival or for VRS schemes, etc. Further, thereshould be asystem of time-bound
clearances from the state government concerned so asto attract morebidsfor astrategic sale.
Such procedureswould prevent themixing of political considerationswitheconomicones. Public
representatives like MPs or ML As, irrespective of their party affiliations, should shoulder the
responsbilityfor articul atingpublic opinionon disinvestment/privatisation of an enterprisefallingin
their respectiveconstituencies.



308 Public Policy and Analysis

At present, disinvestment isapart of annual budgetary exercise of the government and exerts
pressureto achievethetarget beforetheend d thefinancid year. Disinvestment programmefor a
longer period, say fiveyears, asrecommended by theDisnvestment Commission, will beadesirable
steptoimproveinvestor confidenceand to avoid crowdingon thecapital market. It wouldalsobe
hdpful in termsof costsandtime. Thiswoul dentail aseparateenactment to enablethegovernment
to acquireor dispose of businessor property, perhapsatask not easily possiblein the present
democratic set-up having governmentsd diversepoliticd orientations. It may al socause problems
when thefive-year stretch overlapswith thetenuredt politica regimes.

No doubt, strategic sale of enterpriseshasresulted in changeof ownershipof PEs, it hasalso
changed management control andisreported to haveimprovedtheoperationa performance of
enterpriseslike, HZL , MFL, especially becaused effortsto woo workersto VRS.

Lagtly,changein thedisinvestmentpolicy over theyears, asdiscussed above, raisesafew questions,
suchas, thefollowing:

What istheoverall policy df theunionand sate governmentsregarding publicenterprises?

Towhat extentisdisinvestment an economicexercise, and to what extentitisinfluencedby political
expediency?

Isdisinvestmentviewed asrevenue-raisngexerciseor an exercisetoimprovetheworking of PEs?
What aretheimplicationsof privatisation?
What arethe hurdlesin granting greater autonomy to PEs?

235 CONCLUSION

In thisUnit, we havediscussed the policy processwith specid referenceto disinvestment policy in
India. The economicreformsof 1991-92initiated sepsfor restructuring/privatisation/sale of equity
o some PEs on variouseconomicgroundsso asto reducetheburden on the government exchequers
sincemany PEs havenot beenfunctioning, or incurring heavy | osses. Thestrategy,economics, and
administrativeexercisebehind the policy processhavebeen andysed. Disinvestment of theCentral
Public Enterprises (CPEs) has been described for each of thefour phases.

In thecaseof State-L evel PublicEnterprises, thesalientfeaturesdf restructure of someSLPsin
variousstates have been described. Lastly, the problems in thepolicy processof disinvestments
have been anal ysed, besides highlightingimportant problemsand magor recommendations.

23.6 KEY CONCEPTS

Auctiondisinvestments : In thistype of disinvestment, selected banks and financial
institutions areinvited to bid for tenders as per norms. The
successful bidders,intheirturn, offload thesharespurchasedin
thestock market. Thisprocessd disinvestment does not lead
to broad basingtheequity holding pattern,of public enterprises
until thesharesarelisted on astock exchange, and are made
availabletothepublic. Thisprocessd disinvestmentd shares
isrelatively lesscumbersome, whichinvolvesl essadministrative
expensesand resultsin higher redlisation.
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Piggyback method :  Underthismethod, government simultaneously approachesthe
stock market alongwith the publicenterprisefor a public issue.
This method has theadvantage of higher realisation from the
issueand i s reported to be quicker and lessexpensive.

Publicfloatation :  Themethod of disinvestment of sharesto thepublicthrough stock
marketiscommonly termed as publicfloatation, whichisnormally
followed by private sector companiesandinvol veshigh publicity
and other floatati onexpenses.

Share-crossholding . Itreferstotheselling of theshares of one public enterpriseto
another publicenterprise in thedisinvestment process.
Shar esto employees . Disinvestmentscan also be by offering sharestoemployees or

workers co-operatives. VaiousEastern Europeancountries like
Hungry and Argentinadisinvestedsharesto employeeshy issuing
them “vouchers’, which entitlethemfor acertainnumber of shares
againstaspecificprice.

Tradeinvestment . Tradeinvestment or 'buy out deals arealsocalledstrategicsale
under which shares are sold as a process of negotiation to
organisations,domesticor foreign, engaged i nsimilar business.
Thismethodissuitablefor industries of specialised naturelike
telephoneor telecommunication, el ectricity generation,or airlines.
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23.8 ACTIVITIES

1) ‘Disinvestments |ead toprivatisation’ Critically comment.

2) How doesdisinvestment by 'sale of minority share' differ from 'strategic sale”?Discussthe
political andeconomicimplicationsd both.

3) Describetheprocessof disinvestmentsof the Central Public Enterprisesin Indiafrom 1991
to 2005.

4) Describebriefly the salient features of thedisinvestment processof State-Level Public
Enterprises with referenceto any four statesin India.

5) Discussthevarious problems and controversiesassociated with disinvestment of public
enterprisesin India, and offer your suggestionsin thisregard.






