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ABSTRACT 

This review is done to assess the various policy initiates/strategies adopted by different governments over 

several periods after the initial stages of decision to go for disinvestment of PSUs. 
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INTRODUCTION: 

Basically these reviews have dealt with 

several aspects as follows: 

* Scope of the Public Sector Enterprises 

* Public Sector Significance and        

   Organizational Structure 

* Growth of Public Sector 

* Performance of Public Sector  

   Enterprises. 

* Disinvestment-Need and Criteria. 

* Policy of Disinvestment- Some specific  

   cases 

* Conclusions 

* References 

 

REVIEW PROCESS: 

1. Scope of the Public Sector Enterprises 

At the time of independence activities of the 

public sector were restricted to limited 

fields-irrigations, railways, power, ports, 

communications and some departmental 

undertakings. 

 

To assure the private sector that its activities 

will not be unduly curbed, two industrial 

policy resolutions were issued in 1948 and 

1995 respectively. 

 

These policy resolutions divided the 

industries into different categories. Some 

fields were left entirely for the public sector, 

some were divided between public and 

private sector and some others were left 

entirely to private sector 

The heavy and basic industries were kept for 

the public sector, the entire field of 

consumer goods industries (having high and 

early returns)was left to the private sector 

outside the industrial field while most of the 

banks, financial corporation’s railways, air 

transport etc were in the public sector 

 

The entire agricultural sector the largest 

sector of the economy)has been left for the 

private sector In the years ahead-the active 

intervention of the government in the 

economic and social affairs of the nation is 

certain to increase greatly”. This is because 

of more of necessity than anything else. 

 

Some of the reasons for state intervention 

may be as under 

* Industrialization 

* International nature of the problem 

* Increase in production of non essential 

consumer goods 

* For the establishment of welfare state. 
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2. PUBLIC SECTOR SIGNIFICANCE 

AND ORGANIZATIONAL 

STRUCTURE 

The public sector was considered as an 

engine for self reliant economic growth to 

develop a sound agricultural and industrial 

base or to lay strong foundation for 

industrialization, diversify the economy and 

overcome economic and social 

backwardness. 

 

To this basic argument for the expansion of 

public sector, there are additional reasons: 

*  To accelerate the growth of the core 

sectors of the economy. 

*  To serve the equipment needs of the 

strategically important sectors like 

railways, telecommunications, nuclear 

power and defense. 

*  To exert countervailing powering the 

operation of private monopoly and 

multinationals in selected areas 

*  To ensure easier availability of articles 

of mass consumption, to check prices of 

important articles etc-the rational behind 

setting up of consumer oriented 

industries 

*  To protect employment, the government 

was forced to take over the sick 

industrial units over a period of time 

Government entered into many sectors 

for all types of good and bad reasons and 

many cases for no reasons at all 

 

3. The organizational structure of public 

sector enterprises: 

* Departmental enterprises 

* Statuary corporations 

* Govt joint stock companies. 

 

One of the main advantages departmental 

organizations is that they are set up by the 

government and do not require legal or 

legislative formalities 

 

Statutory corporations are established by an 

act of parliament. 

There is a greater degree of flexibility since 

its duties, functions, powers and limitations 

are defined in the act itself. In India, the 

statutory corporate fomi is adopted for 

public enterprises engaged in promotional 

activities with social as well as commercial 

objectives. 

 

Govt Joint stock companies-since statutory 

corporation cannot be geared to lit in with 

the change circumstances without legislative 

amendments, a joint stock company under 

Indian company's act is preferred for 

establishing a public enterprise. 

 

4. GROWTH OF PUBLIC SECTOR 

There has been an appreciable growth in the 

investment in the public sector over the 

years. 

 

From an investment of Rs 29 crores 

investment in 5 CPSEs in 1951,it has grown 

in multiple proportions to Rs 335,647 crores 

in 240 CPSEs, as on 311' March 

2004.During the period 2003-2004,the 

investment in public sector has increased by 

Rs 13,562 crores ,an increase of 4.05% over 

the previous year. 

 

The internal resources generated by the 

public sector enterprises were Ks 75,622 

crores. In addition to this, the PSEs have 

been making substantial contribution to 

augment the resources of central govt 

through payment of dividends, interest, 

corporate taxes. excise duties etc thereby 

helping in mobilization of funds to meet the 

financial needs for the planned development 

of the country in the year 200-2001,122 

PSEs earned profit-top 10 PSEs 

contributing, to 70% of Rs 19,604 crores. 

Sector wise petroleum, power and 

communication contributed 60% of this 

profit. The contribution made by other PSEs 

was meager. 

 

5. PERFORMANCE OF PUBLIC 

SECTOR ENTERPRISES. 

In today's context, the functioning of many 

public sector units has been characterized by 

the following: 

 

* Low productivity 

* Excessive manpower utilization 

* Inadequate human resource development 
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* Low return on capital 

* Large interference in the decision making 

process 

* Inability to innovate and take quick and 

timely decisions. 

 

The losses incurred by the PSEs has 

increased from Rs 9305 crores in the year 

I998 to Rs 10,060 crores in the year 2000 

and in 2000-2001 alone 111 PSEs have 

together contributed a loss of Rs l2.839 

crores 

 

The PSEs in India have failed to generate 

surplus to support the future growth and 

development. 

 

The PSEs arc governed by the following 

three considerations: 

1. Not convinced by profit maximization  

      consideration, 

2. No direct equivalence of bankruptcy  

      Constraint. 

3. Absence of market discipline in trading  

      of PSE shares in the market 

 

6. DISINVESTMENT-NEED AND 

CRITERIA. 

In this chapter the needs to have 

disinvestment and the criteria of 

disinvestment have been discussed. The 

term-Disinvestment-is used to indicate the 

process of privatization. Since the beginning 

of 1980,the functioning of PSUs began to be 

questioned. The process of disinvestment in 

PSUs was started in the year 1991.However 

from 1991to I999,the Govt sold only the 

minority shares in PSEs_ 

 

The process of disinvestment was 

accelerated after the formation of separate 

Dept of Disinvestment(DOD) with the 

responsibility of dealing with all the matters 

related to disinvestment with the strategic 

sale of PSUs,transfer of management control 

started. 

 

The disinvestment commission was 

reconstituted in July 2001 to give suitable 

thrust to the programme of disinvestment. 

 

DOD was subsequently elevated to a full 

fledged Ministry of Disinvestment in 

September 2001. 

The policy of disinvestment specifically 

aims at: 

* Modernization and up gradation of PSUs 

* Creation of new assets 

* Generation of employment 

* Retiring of public debt. 

 

Thus the funds generated from 

disinvestment were utilized to meet the 

budgetary deficits. The Govt shall also 

ensure that disinvestment does not lead to 

private monopoly. Policy of Disinvestment- 

Some specific cases important policies 

evolved by different governments at 

different.  

 

The policy of Govt of India on 

disinvestment has evolved over a period of 

time which can be briefly outlined as policy 

statements in the chronological order as 

follows: 

1. Industrial policy statement of 24th  

         of July 1991 

2. Report of Rangarajan Committee on  

         the disinvestment of shares in PSUs 

3. The common minimum.    

          Programmed of UF Govt in 1996. 

4. Disinvestment commission  

          Recommendations –Feb1997, Oct 1999. 

5. Budget speech 1998- 1999 

6. Strategic and non-strategic  

         Classification 

7. Budget speech 2000-2001  

8. Budget speech 2002-2003 

 

7. CONCLUSIONS 

It has been observed that there is a 

noticeable change in the performance of 

PSUs which is evident by their upbeat in 

several parameters of performance. 

 

The objective of disinvestment should be to 

benefit public, the investor and at same time 

to improve competitiveness and to eliminate 

monopoly 
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In this direction the earlier NDA Govt made 

exciting efforts to disinvest highly profitable 

PSUs as result during the year 2003-2004.it 

has collected over Rs14,000 crores by way 

of disinvestment proceeds. 

 

The Congress party in its manifesto of 

2004,has clearly stated Disinvestment will 

not be resorted to mop up resources of meet 

short term tat gets considering the pivotal 

role of PS1fs,it would also be utilized to 

strengthen PSUs in key areas like 

infrastructure. 

 

The policy outlined in the Congress 

manifesto is an indication in the desired 

direction. 

 

But at the same time this approach is 

criticized that it is over enthusiastic to 

privatize highly profitable PSUs. 

 

The Govt should be more careful while 

disinvesting highly profitable PSUs. 

otherwise it might kill the goose which lay 

golden eggs. 

Govt should proceed with a more proactive 

approach with more transparency to achieve 

the targets. 

 

Targets should be more realistic with a clear 

approach,which can be achievable. 

 

The entire process should be a more 

coordinated exercise among all the stake 

holders as well as all the bureaucrats by 

creating a easily accessible climate.    
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