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DISINVESTMENT PROCESS IN INDIA

TheNeed For Disnvestment-Onebasisrational
for privatizationinthe concept that private ownership
leadsto better useof resourcesand their moreefficient
allocation. Throughout theworld, the preferencefor
market economy received aboost after it wasrealized
that the State could no longer meet the growing
demandsof the economy and the State shareholding
inevitably had to comedown. The* Statein business
argument thuslost out and so did the presumption
that direct and comprehensive control over the
economiclifeof citizenfromthe Central government
can deliver resultsbetter thanthose of amoreliberal
systemthat directly respondsaccording to the market
driven forces. Another reason for adoption for
privatization policy around the globe gas been the
inability of the Governmentstorai sehightaxes, pursue
deficit/inflationary financing and thedevel opment of
money marketsand privateentrepreneurship. Further,
technology and W.T.O. commitments have madethe
worldaglobal villageand unlessindustries, including
PSEsdo not quickly restructure, they would not be
ableto survive. Public enterprises, because of the
natureof their ownership, canrestructureslowly and
hencethelogicof privatization getsstronger. Besides,
techniques are now available to control public
monopoliesby regulation/competition, andinvestment
of public money to ensure protection of consumer
interestsisnolonger aconvincing argument.

Obj ectives—Following objectiveswerestatedin
July, 1991 whilepropounding thedisinvestment policy:
1. Tomeet thebudgetary needs. 2. Toimproveoveral
economic efficiency. 3. Toreducefiscal deficit. 4. To
diversify the ownership of PSU for enhancing
efficiency of individual enterprise. 5. Toraisefunds
for technological upgradation, modernization and
expansion of PSUs. 6. Toraisefundsfor golden hand-
sheke(VRS).

Disinvestment in India—The new industrial
policy statement 1991 based on economic reform
measures envisaged disinvestment of a part of
government holding in the case of select public sector
enterprisesto providefinancial support andimprove
the performance of public sector enterprises. This
became necessary because of thewithdrawal of the
budgetary support of 60 percent by thegovernment
to the loss making units. The Common Minimum

* Dr.Ajay Verma

Programme of the United Front Government, hasalso,
emphasized that it would be a democratic
disinvestment.

Rangarajan Committee (1993)—Rangarajan
Committee of 1993 constituted by the government for
this purpose made important observations. It
maintai ned that the unitsto be disinvested should be
identified and disinvestment could be made upto any
level, except in defence and atomic energy wherethe
government should retain the majority holding in
equity. Further disinvestment should beatransparent
process duly protecting the right of the workers.
Further, it suggested setting up of an autonomous
body for the smooth functioning and monitoring of
the disinvestment programme. Disinvestment
Commission was thus constituted in 1996 as an
advisory body having afull time chairman and four
part-time members. The Commission wasrequired to
advisethe government on the extent, made, timing
and princing of disinvestment. It suggested four
modes of disinvestment —rade sale, Strategic sale,
offer of sharesand closureor saleof Assets.- Trade
sale- Strategic Sale - Offer of shares - Closureor sade
of Assets.

Initsbudget speech of 2000-01, the government
emphasi zed that more emphasi swould now be paid
onthestrategic saleof public sector enterprises. Upto
November 1999, the commission had submitted 12
reportsto the government covering 58 public sector
enterprises. On 30" November 1999, theterm of the
Commission expired. However, it wasrecongtitutedin
July 2001. Initially the Department of Disinvestment
was constituted which waslater on upgraded asthe
ministry of disinvestment in order to streamlineand
speed up the process of disinvestment including
restructuring. The Disinvestment Commission also
recommended creation of separatedisinvestment fund
inwhich the disinvestment proceedswould be placed
to beused for the purpose of financial restructuring
of the concerned unit before disinvestment and for
carrying out voluntary retirement schemes. It also
suggested merger of National Renewal Fund withthe
disinvestment fund.

Progress of Disinvestment in india (1991-
2008)—The 1991 economic reformsintroduced the
privati zation processwhenthe saleof minority stake
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was there in some public sector undertakings.
However, now thefocushasshifted to strategic sale
of theidentified public sector units. For the period
1991-2008, the progress of disinvestment hasbeena
normal one. Against the budgeted disinvestment of
Rs.96,800 crores, only an amount of Rs.51,609 crores
approximately could be collected. Thepressureof the
left parties has largely restricted the pace of
disinvestment. Now, we don’t havethe ministry of
disinvestment also.

Tablel
Targeted and Actual Disnvestment from April
1991 onwar cs
(Rs.Crores)
Year Targeted Receipts | Actual Receipts
1991-92 2500 3038
199293 2500 1913
1993-A4 3500 Nil
1994-9%5 4,000 4843
199596 7,000 168
199697 5,000 330
1997-98 43800 910
1998-99 5,000 5371
1999-00 10,000 1,860
200001 10,000 1871
2001-02 12,000 5,653
2002-03 12,000 3348
2003-04 14,500 15547
2004-05 4,000 2,765
2005-06 Notarget 1570
2006-07 Notarget Nil
2007-08 Notarget 2,367
Tad 96,800 51,609

Source: Government of India, White paper on
disinvestment of Central Public Sector Enterprises
(2007).

Table-1 shows that except for afew years, the
reali zed proceedshave been much bel ow thetargeted
amount. Intheyear 2003-2004, theredli zationwasRs.
15,547 crorewhich exceeded thetarget of Rs. 14,500
crore. Againin 2004-05, Proceedsredlized wereonly
RS.2,765 croreagainst atarget of RS.4,000.

Recent Trend— Thepresent UPA governmentled

by Dr.Manmohan Singh, hastakenaU-turnregarding
thepolicy at privatization pursued by theNDA regime,
declared that no profit making PEswill bedisinvested.
Thefinanceminister in hisbudget, speech announced
“Aslongasthegovernment retainscontrol over the
PE, anditspublic sector character isnot effected, the
government may diluteitsequity and rai seresources
tomeet the social needsat the people.” Thefinance
minister observed that thereis another sideto the
public sector whichisbest with problemsand these
should beaddressed, * Disinvestment and privatization
areuseful economictools. Wewill selectively employ
thesetools, consistent withthedeclared policy’. The
finance minister announced that a Board for
Reconstruction of PEswill be constituted, which will
advisethegovernment regarding measuresto betaken
torestructure PEs, includingwheredisinvestmentsor
closureor saleisjustified. Whilethegovernment has
decided not to privatize profit making PEs it
neverthel esswantsto dilute sharehol ding of someof
thesecompanies, whiledtill retaining majority control.
Thegovernmentisgoingto divest 15% sharesinfour
profit making PEs-Hudco, National Mineral
Development Corporation, Neyvdi Ligniteand power
Finance Corporation. The said minister that apart of
the disinvestment would be done through the PO
route.
Table2
List of main Public Sector Unitsinwhich partial/
full disnvestment hasalready been made

Shipping Credit and Investment Corporation

of India

Container Corporation of IndiaLtd.

Videsh Sanchar Nigam Ltd. (VSNL)

Oil and Naturd GasCorporation (ONGC)

GasAuthority of IndiaLtd. (GAIL)

Steel Authority of IndiaLtd. (SAIL)

Mahanagar TelephoneNigamLtd. (MTNL)

Indian PetrochemicalsCorporationLtd. (IPCL)

Power Grid Corporation

Shipping Corporation of India

Nationd Aluminum Company (NALCO)

Nationa FertilisersLtd. (NFL)

Indian Airlines

Dredging Corporation

LNG PetroNet

Madras RefineriesLtd.

Hindustan Zinc Ltd.

Maruti Udyog Ltd.

Modern Food Industries(India) Ltd.

Indian Tourism Development Corporation (10

Hotels)

Hotel Corporation of Indiaetc.
Former Finance Minister P. Chidambaram said on
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May 26, 2004 that the present government will not

further disinvest the strategic, profit-making and

navratan PSUslike Oil and Natural Gas Corporation

(ONGC), Indian Qil Corporation (10C), Hindustan

Petroleum Corporation Ltd. (HPCL ), Bharat Petroleum

Corporation Ltd. (BPCL), Qil India Limited (OIL),

National Thermal Power Corporation (NTPC), Steel

Authority of India Ltd. (SAIL) etc. However,

disinvestment of sick PSUswill beallowed.
Challenges Befores Disinvestment—

Disinvestment wasavery bold and important step

initiated by the government as apart of its reform

measures. But theway it washandled hasdefeated its
very purpose. Thechallengesbeforeinvestment are
asfollows-

- Sodial Problem— Processof disinvestmentisnot
favoured socially asitisagainst theinterest of
socially disadvantageous peopleand society at
large. Thisprocesswill definitely affect thesocial
objectivesof thegovernment.

Palitical Problem— Thecoalitiongovernment at
the centrewith anumber of partieshasposed a
serious threat to this programme. Conflicting
interest hasmadeit difficulttoarriveat anational
CONSENSUS.

Economic Problem—Most of theunitsidentified
for disinvestment arein avery bad shapewhich

RERFERNCES-

SARE A o

doesnot offer good returns. The Government due

to paucity of funds, isalso not in apositionto

reviveit.

The Government does not have awell defined

disinvestment policy with a time bound

programme. Therewasnodisinvestmentin2004-

05 and the present budget (2005-06) does not

mention anything about disinvestment.

The progressof disinvestment programmeisat a

very dow pace. Only 10 percent of thetotal money

invested in public sector undertakings was
realizedtill date by the government.

The Government has failed to maintain

transparency in the various stages of

disinvestment processwhich hasdecreased its
reliability.

L ack of co-operation and co-ordination between

disinvestment ministry and other concerned

ministries has also greatly affected the
disinvestment programme.

Concluson—The disinvestment process needs
to betaken up more serioudy by thegovernment. The
Government should try to comeout with atimebound
programmeto conduct the processwith transparency
inall theactivitiesneed to reach. Some consensusis
very essential. Only then the real benefits can be
reaped.
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