For Disinvestment: A Catalyst for India's Economic
Take-off

In the nineties, India's budgeting, fiscal deficits, and balance of payments problems
kick-started the government's urge to unlock the huge investments chained in the
state-owned enterprises (SOEs). The blueprint was the successful global model of
privatization/disinvestment which was initiated in the eighties in the UK and
implemented by other countries including Unified Germany, former USSR, the
erstwhile socialist countries, Western Europe, Canada, Japan, and even China. The
developed nations attained a high level of success followed by the developing and
the least developed countries.
The Indian economy stands at a pivotal juncture. Public sector enterprises (PSEs),
once the engines of post-independence growth, now face growing concerns due to
issues about inefficiency and a drag on national prosperity. Disinvestment, the
strategic sale of government-owned assets to the private sector, has emerged as a
potentially transformative policy option. This essay argues that a well-crafted
disinvestment strategy can be a powerful catalyst for propelling India towards a
more efficient, competitive, and ultimately, a more vibrant economy.
The Four Ps of disinvestment - Policy, Promise, Prognosis, and Performance - look
grim. In the recent past, we have been witnessing a lot of debate on the
disinvestments scenario suggesting dynamic movement. In reality, the sale of equity
of only 49 companies has so far been accomplished (a few only privatized).
Government policy on disinvestment consists of :

1. Strategic Disinvestment/Privatization and

2. Minority Stake Sale in CPSEs
Strategic Disinvestment implies the entire or substantial sale of Government
shareholding of a Central Public Sector Enterprises (CPSEs) along with transfer of
management control. In case of Privatization, which is a sub-set of strategic
disinvestment, the Government equity in CPSE and its management control is
transferred to a private strategic buyers and in other cases of strategic disinvestment,
the Govt. equity is transferred to another CPSE along with control.
Minority Stake Sale in certain CPSE's are carried out without transfer of
management control through various SEBI-approved methods like Initial Public
Offer (IPO), Offer for Sale (OFS), Buyback of shares etc. These methods play
important role in strengthening the capital market through:

a.) Increasing the float of well performing CPSE's

b.) Providing opportunity to retail investors to participate in an extended range

of stocks and

c.) Increasing liquidity and depth of the capital market
The Burden of Inefficiency:
Inefficiency has long paused India’s (PSEs), casting a shadow over economic growth,
resource allocation, and social welfare. But disinvestment offers a viable solution to
address the burden of inefficiency in PSEs, thereby unlocking value, which enhances
competitiveness, and promotes efficiency in the economy. If India divests
government-owned assets to the private sector with certain guidelines and protocols,
it can unleash the potential of its industries, drive innovation, and foster sustainable
growth.

1.) Addressing Inefficiency in PSEs:



e PSEs often suffer from bureaucratic intervention, operational inefficiencies,
and lack of accountability, leading to dissatisfactory performance and
resource misallocation.

e Disinvestment introduces market discipline, competition, and private sector
operational excellence in formerly state-controlled enterprises.

2.) Unlocking Value and Promoting Competitiveness:

e Disinvestment allows PSEs to access capital markets, attract strategic
investors, and unlock dormant value, leading to improved financial
performance and enhanced shareholder value

Disinvestment as a Tonic for Efficiency:

According to my research and opinion Disinvestment injects a much-needed dose of
private sector discipline into PSEs. We can look at it in this way, The profit motive
inherent in private ownership might streamline operations, reduce costs, and adopt
innovative practices in the economy. This efficiency then can translate into benefits
for all stakeholders. Consumers experience improved service quality and potentially
lower prices due to increased competition. The government can generate
much-needed revenue for critical social programs and infrastructure development,
fostering long-term economic growth.

Competition: The Fuel for Progress

The dominance of PSEs often creates stagnant monopolies in key sectors.
Disinvestment paves the way for new entrants, hoping to foster a healthy
competition that can drive down prices, improve product quality, and increase
consumer choice. For example: India, the privatization of the telecom sector led to a
dramatic increase in mobile phone penetration and a significant decrease in call
rates, which highlights the positive impact of competition on consumer welfare.
Unlocking Resources for Growth:

India faces a significant fiscal deficit. Disinvestment offers a powerful tool for
generating much-needed capital. The sale of government assets can free up resources
that can be strategically directed towards critical areas like education, healthcare,
and infrastructure development. A 2017 report by the International Monetary Fund
(IMF) highlighted the importance of infrastructure investment for propelling
economic growth and reducing poverty (International Monetary Fund, 2017). By
redirecting funds from loss-making PSEs to infrastructure projects, the government
can create an environment conducive to long-term economic expansion and job
creation.

Addressing Concerns: A Balanced Approach

Critics of disinvestment raise valid concerns that require careful consideration.

e Job Losses: Privatization can lead to job losses, particularly in overstaffed
PSEs. However, evidence suggests that these losses are often temporary. The
World Bank (2005) in a study on labour market effects of privatization found
that while job losses do occur in the short term, the private sector often creates
new jobs during restructuring and growth phases (World Bank, 2005). The
government can mitigate these concerns through effective training and
reskilling programs to equip displaced workers with the skills needed to
thrive in the new economy:.

e Loss of Strategic Control: Some PSEs operate in strategically important
sectors like defence or energy. This concern can be addressed through "golden



share" arrangements that retain some government control over strategic
decisions, while still allowing private sector participation to drive efficiency
improvements. For instance, China's successful disinvestment of state-owned
enterprises (SOEs) in the oil and gas sector involved retaining a golden share
to ensure continued government oversight in areas of national security

(Ramamurti, 2002).

The Way Forward: A Strategic Approach

Disinvestment is not a silver bullet. A case-by-case approach is crucial, taking into
account the specific circumstances of each PSE. The interpretations we can conclude
that disinvestment might have decreased a bit in the year 2023-24 but it will increase
whenever the government wants some cash and doesn’t have enough tax funds it
has to generate money via the private sector, right now the condition of the Indian
economy is very decent but when it topples a bit it will need to disinvest.

A brief history of disinvestment
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Disinvestment represents a strategic
imperative for India to address the
pervasive inefficiency plaguing its
public sector enterprises. By
embracing disinvestment, India can
unlock value, promote
competitiveness, and foster sustainable
economic growth. While
acknowledging concerns about job
losses and social equity, the overall
benefits of disinvestment outweigh the

costs, positioning India for a brighter
and more prosperous future. I
personally think disinvestment is a
really great option if controlled and
regulated. We can ensure that there is
not a lot of corruption in the economy
and with the strictness of private labels
the market will become extremely
rewarding as it will be meritocracy
based. We as India should do
disinvestment as it is a great option to
consider , it has its risks but it can be
all worth it for the economy if
regulated in a proper manner.
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