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AS ilP3f);)Cea for Jlll~)I~ill"of thll! COLlntrv,, "
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11\'(" tlu;" t:'Yf'1

PrIvath,,,Uon i;. tlw ilnlitI'bl'i, Uw m·

vet%« Ill'vCe!ir. oi f1:1tlOni,h~<lrHn'L !"Jr Ihe
l"SI h"li.,N"{'i1fw)', n.t!Ii'nall'<ltionh" \)""1:'1\

the fJd ~ hom the Fahwn snrlJH'illO tht>
COl'ftrllUnisL from Gr";l1 Billilll tit India 10

Israel to thf:' t::omnumlst block covering
USSR, ChIlli), Ctlhdi Vietnam, North KOH;l.1

dnd £a£temCurOpH, The ernerprlst'<: Cov

er~d tl'ilHspml, telt;comrmmicalioli.ll1<lflll

filClL1f~', t'rH;,tg}i inlr,'lstructure, r)ubilcdi~
trihution - tOI: ••"hoJe \-vorKs. f\~Illumoo

'KII. n1cht of thf'<;(: !Jllferprises in rThllW Of
Ihes~ <:mmlrit;'$ did noJ p1i'IIQrm INelL t\~
!11f'<,(~ent0rpris«<; ,h>:mmlen for gi!:\im!!c

ifiv€'slmNiN. Ihi'Y h('(>lme but den:. on thl'
feS~C1iv(.> l1minnl1! e:"chequ{~I:>.Jbesdrch
rnr snlutiorlli h;f\ to ll1e qut'!jtitm: Why not
dt'lia1iOf!.l Hse?

The \V(ltld Sceilario
1\4rs M;l(grlft'l ThatdlHr \\d~ tilt, tint to

grapple Wilh sIKh ,. pft:r'lic,1I1Wflt.111 ,lihl1

eUJflul11Y drtd d dr')~l~ing public <;ectoL

(~f<lppk' she did Wilh .i s!l'vl gnp ,nit! iln
iron will, Durin& her t(mun~ sp,mnlf1).t the
19805, oritl$h publk seclm liter,tHy 1'''-

The .mlhot is ,1Wrlior t'xerUlive in '-I/Hlhhr

St?Ctor IHlckrt<Jkin[;

tluced its siz(> (OJ}flChil!t ,Manyolth('iJllll1g
pllhfic ,(;((01 (mlt'rpri$l's becilme fully
pnvallwd, proiil.cOf1\,('ioH'- ent,'rl'ris.c's..
!jn115h f\in,,'aYr> and British Telecom are
cbz;,,j( ll!u••tr,~lion",.

tn fr.m'f' theH'c'ndw,l' q;:lItcdwithth(>

llrl'>at ."nl<m f,i;:',llnl·Ccd}i!lfL d gra,s. ,if~d
vngmv!':'rlflM group: B;:mqu(' PJrilhlS, an in.
W!stmE'fUb,mk ,md GH.JtlfJ OC"A'isur;JriCe'i
Genctales-de rl'~iliCt,,in inSi.ir.mce com·
p,my, $h\((' then then: Wcl~ no looking
bilek.

In Gttnmln'!. prlvatisation .,tatted wilh
tht: federi'l Gov~mrn(!lif ledlJdf1t~ Its

>;.h;1reh1Jlding rn Vt:ba Energy group from
43 J !;.ef(:;f)nl to 30 percell!. Next in thl" lInc
C;HrH~ Vi,ll:J, if Longlomf~r,JIe In energy,
chemicals ,"od a!lJminhlrn, PTilkldsebmos,

d company eng.,ged In geophysical R&D,
and iVG, ;1 (ungiornf'i,lle I'ngd,g('1d 1Jl t'i

lunee ;H'H.fe!ll;t.il1f"enng.With UnHiGltlofl in
1989, i!10privil!i~,iIlHn L'l'rofl"- gO! <1111;:1",.;""0

imperu~, Tht, (-.shvhi!t· Fs;,) Gt'rmarlY'~;
''''St'!', valued ,it SlOO billion >;pn;:,.lcl (lver
lLor){) sAiHt',oW,l("(! i?illiljp" ar'e 10 hI'

plhJJtis,~d (Nf~l ., pLln horizon,
I'll.> !(,11wn S( ('11:.1'10 in Ilw mid-19mh

,<\,,1>;Ch,lti1t:h'll~i!(i by r11As,siv(' govNl1ment

I.h,Ii( ,IS -;,ol1'wtlilng very1;lIT,iliilrlO India,
fhes(>.)r'( h fot ,\ remedy it'd them 10 sell 10
odolnduSlrfal enlt'fl)t!Si0S and half auozen
b,mhs, l)~~Klv:, inCn!d.sing Iht1 private hold·
mg~ in many public enlf·rprlsl;.':';,

Jap,m $tarted prwatlsftlicm in thl)rnhJ~
19aOs rw I.D fl"f{!(T1ng" lhrough legis lal ion,
lhe lek«('om <.;ysl(~ms.telegraph .wH1IDle-
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rt'COUp their investment, perh,lf-lS ,11.,ignifi-
c.lnt profits,

The Indian Experience
Privatis,ltion in the Indi.1Il COI111'\t, .In be

pl'IT('ivpe! in till' following tlm'e ph,hl'';.
• Ph,l'l' I: Urg<lnis,1Iiol1.11 tr.llhitloll irom
governml'nt dep<lrtnlt'nh to .1ntllllom, 'us cor
por<ll ion, or comp,lI1ip.,.
• Phase 2: Of-lening upofthl'sector., hitherto
reserved exclusively ior government/public
sector; and, dism,lIltling of licence-r"j.
• Phase 3: Dilution of government holding in
PSUs,

Phase-l of Indian's privati sat ion has started
long ago albeit in <l small way. Most of the
manufacturing activities under the control oi
the government h<lve been converted into
companies over the years since independence.
The level of autonomy has varied; in many
cases the autonomy has increased over the
years. There are many activities which are still
to undergo this organisational transition. For
instance, power generation and distribution
are primarily vested with the various electric
boards. In the late '70s, we created NTPC,
NHPC and others to supplement the eiiorts of
the electric broads. Aircraft manufacture,

which is exclusively under the control of the
Government of India has been put under a
company format (f', industan Aeronautics Lim
ited - HAL),

Phase 2 of the Indian privatisation experi
ence has gained momentum only recently.
There are two parts here and let us look at each
separately.

We have kept many of the economic sec
tors tightly reserved for the PSU/government
sector. Only in the last two years have we
breached the walls slightly, Examples are the
permission given to air-taxi operators, think
ing to allow private sector into the construc
tion and management of bridges, highways
.and other infrastructure, ete. Management of
ports is still strictly with the government.
There is a tendency to allow private parties to
manage some of the port or at least some of the
activities related to ports management. Ord
nance factories are exclusively with the gov
ernment. There is no thinking yet to either
convert them into the company format or to
allow the private sector into this area,

The other aspect is the dismantling of the licence
system enabling <lny enterprise to embark upon any new
project or expanding capacities. This is a phenomena of
the '90s; earlier, each new project or adQitional capacity
had to be approved by the government which was an
el,lbor.lte exercise. Now only a small segment oi the
imlu,tri,ll activity is kef-lt for close scrutiny in allowing new.'

The removal of
the licensing

system has and
wiUcause

tremendous

spurt in the
industrial

activities; this
wiUmean

intense

competition and
many of the
protected

markets enjoyed
by the PSUs till

now willjust
witheraway.
This is a very

important
developrnentin
the history of
privatisation.

Why Privatisation In The Indian Con
text?

• With liheralisation of the economy
and the consequent reforms, the PSUs
will find that the protected resources and
protected markets do not exist anymore,
This is pertinent to financial resources also. The PSUswill
need to find alternate markets and sources of sustenance,

Privatisation will help in Ihis process,
• Privatisation will ensure, or rather dem.lIld, more

tr.1nsparency in oper.1tion; it will hl'lp ge,H lIJl Ihe
org<lnis;Jtion for the competilion .1head.
• Priv.llis.ltioll will help the prpsent shareholdl'r, to

ll,.,sons From The \<\'orld-()\ er

(.1) Ch.lnges in attitude
n'<'I" h.l\<,hl'<'1111l'l(,'pllhl<'< h.\l1"l"

to\\ ,ml, m.lking the ellt('lllrI,;e, ( u,tI1l11l'r
iril'ndh .1I1e!result-orielllc"!.
(b) Goal orientation

Objecti\'es. gO<llsand t,Hgets,In'' more
clcarl\ ';Iwlt out. Platitudes and r1wtoric
,He ref-ll,Ked by determ in,1tion to .K hieve
goals ,lnd t<lrgets,
(c) External interferences

Sh,Heholders are no more ref-lresented
by the impersonal monolith oi the state;
they <lremore concerned <lbout the bot
tom lines, The decision-centres have
shiited irom the corridors oi the secre

tariat to the board rooms oi the compa
nies, On the whole, external interfer
ence has been reduced,
(d) Market as the touch-stone

Every product and every service has
to justiiy itseli in terms oi its market
<lcceptabil ity and economic viabi Iity, In
troduction and continuance oi a product
or a service, asalso product innovations,
are decided on market considerations

only,
(e) Customer orientation

In order to improve the bottom line
and to iace the increasing competition,
there is increasing pressure to create
lasting relationships with customers,
(f) Professionalism

There is increasing emphasis on up
grading the skills of employees and cre
ating expertise and professionalism,
(g) End of the free-lunch era

The concept oi subsidising products
and services is no more feasible,

1)IH)!l"';, till' ,Idle toh.leCl), etl. Thi,; \V.l'
1(,11,)\\cd h\ priv.lti,.lliol1 oi r.lil"'.I\" .111(1

.Iii lil1l''; \\ ilh 1(·m.1Ik.lhl,' impr'" l'I11('l1t
in Ih,' IHlllolll linl",

)
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Every product and every service
has to justify itself in terms of its

market acceptability and
economic viability. Introduction
and COllt1lluance of a product or

a sentice, as also product-
innovatiolls, are decided 011

market cQ~lSideratiolls 01l1J'

capacities. The removal of the licensing system has and
wi II cause tremendous spurt in the industrial activities; this
will mean intense competition and many of the protected
markets enjoyed by the PSUs till now will just wither away:
This is a very important development in. the history of
privatisation .. ,'

Phase 3 of Indian privatisation is'the dilution of govern
ment holdings in the PSUs. For such dilutions, the PSUs
have to be reconstituted in the company format. So,
initially the attempt is on with the PSUs that are already in
the company format. Let us look at th~ maj~r types of
privatisation efforts taking place in India.

Type 1: The Joint Sector Route
The most common variety is the promotion of a new

project with the government or its agency and a private
business house/industrialist/technocrat as co-promoters.
The shareholdi ng pattern is 26 per cent by the government
or its agency, 25 per cent by the private promoter and 49
per cent by the.public..Jn not too large projects, the share
holding pattern is 51 per cent by the government or its
agency and 49 per cent by the private promoter. This type
of joint ventures (we lTlay call it green field privatisation)
have been in vogue since the early 70s; such projects have

been promoted by the state governments and their devel
opment agencies.

Some examples are Maharashtra Scooters limited,
Gujarat Ambuja Cements limited, Gujarat Heavy Chemi
cals limited, Indo Gulf Fertilisers limited, Southern Petro
chemical Industries Corporation Ltd, etc.

Another variety oi joint sector projects is where the
government or its agency has promoted the project with
active participation of the public. In these projects, the
government or its agency' is the dominant share-holder
(perhaps holding 51 per cent shares) and there is no major
private business house as a co-promoter. Rest of the shares
are offered to the public through an initial issue. Examples
of these are Gujarat State Fertiliser Company Ltd, Gujarat
Alkalies and Chemicals Ltd, Gujarat Narmada Valley
Fertiliser Company Ltd, etc. Such ventures have been
rarely successful; the primary reason is that the govern
ment or its agencies are seldom good busines~ people. The
exceptions are perhaps found only in Gujarat.

Type 2: The disinvestment route
This route has been adopted selectively to bring about

change in management. Cases of
this type are observed more among
the PSUs promoted by the state
governments and their develop
mental agencies. An instance is
the caseof Alwyn Nissan limited,
a joint sector company between
Hyderabad Alwyn, an undertak
i ng of the Andhra Pradesh govern
ment and Nissan, Japan, to manu
facture Light Commercial Vehicles
(lCVs). Within the initial few years,.
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. the company accumulated huge losses. In order to revive
the company, the Mahindras were invited to participate in
the equity capital by acquiring the shares held by the
Andhra Pradesh government. The company became
Mahindra Nissan Limited and under the management of
the Mahindras, it achieved a remarkableturnaround.in less

than three years.
Another case is that of Mangalore Chemicals and

Fertilisers Limited. The company had been promot~d by
the Karnataka government and it became sick. In an
attempt to revive the company, the Karnataka government
transferred bulk of its holdings in favour of the UB Group
(Vijay Mallya). The rehabilitation programme is under
implementation.

A similar effort is on in the privatisation of liSCO (India
Iron and Steel Co ltd), a PSU under the SAil.

TYPE 3: Sale Of Assets/Divisons

This route has not been attempted in any recent case.
All the same, it offers a feasible approach to improve the
bottom line. When a PSU has multiple divisons and when
one of these divisions is not performing as it should be,
th~n it is advantageous to sell off or lease off that division
to someone else who is better equipped to manage it
efficiently. This will ensure that the inefficient divison
does not become a drag on the rest of the organisation. The
decision isbased on considerations of synergy of the assets
visa-a-vis the main object of the company.

For instance, all the major PSUs in Bangalore have large
fleets of buses to transport their employees. This was
necessary in the '50s because the public transport system
in Bangalore was woefully inadequate to ensure proper
transportation of the PSU employees to their places of
work and back. Hence, each of the PSUs had to invest

significant resources, manpower and managerial attention
into operating a fleet of buses. Atthe same time, operating
a fleet of buses was never among the prime objectives of
each of the PSU and it will be worthwhile to hive-off these

transport divisons out of these PSUs into one or more
specialist transport organisations.

There is a lot to gain in terms of ileet utilisation, route
management and transport availability to the employee
commuters and the general public of Bangalore. For the
PSUs, it will release significant blocked investments in
assets, reduce the manpower strength significantly and
help concentrate managerial attention on the prime objec

tives of the organisation.
Such hiving-oii efforts can be

attempted in the case of large tovin
ships, schools. colleges, hospitals
and milny other assets built lip by
the PSUs. However, there hil~ bel'n

little or no ,1ttempt in this direction
pl'(:'slIm,lbly bec,lUse of tilt' mental
hlocb ilt politico-hure,1uudtic
Man,lgeriallevels and also becillise
of the ground level compulsions of
l:'mfJloyet-',me! tr,lde-union altitudes.
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Impediments ,

,:Conceptu~l-psychologicaJ barrier: We have been trained

Bl--- _

Intheyearstocome,itislikelythat .-,., " . ~} .. ,•... ,- "'" and brought up in ,1n atmo-
this route orpriv<ltisatiol" will be· ' I~",i;,--:-.~):~'t::,;· ,.\ ,sphere thilt believes that cer·
gin lobe adopted in J: big W,lY P, ~~f !,,;,,; .. ', .. tain industries and systems need·

to be owned by the public; only
then can they iunction in the

best interest oithe general pub
lic. The public ownership con·
cept is concretised through ,
ownership oithe enterprises by
the government; the implicit
assumption is that government
is the natural, logical and most
appropdate surrogate for the
general public for owning the

At the same time operatillg a enterprises. Decades of experi·
, " , ence or' the PSUs all over the

jleetofbuseswasneveramong world including India have
the prime objectives oJeach of raised basic questions on these

tbe PSU alld it wiUbe premises.
•• (i) Is it necessary for the

worthWhtletohweqfftbese general public to own enter-

tra1lSportdivisionsoutofthese prises to ensure public good?

PSUs illto one orli'lore s/Jecialist(ji) Is ownership by the go~-
~ . Emment as good as ownership

tra1lSportorganisaiions by theg~neral public?
, The present state of the PSUs
and the <;;f'on.xnic:JX'IFUI5!OnS have more or less decided
,he deb3k 'n faw"!; of ;:Jri.!i1':is3tion •. However, the issue
that i~;y;:,tto be ~lo:_"i ve,rl is the extel"t of ownership required
to e)~efciSt~ cffecjve contra! O'ie!" ~:hcPSi). '.

The moment we 'dilur,,: government ownership fwm
,j 00 per cellt, the PSU C0mes under the glare of external

professional scrutiny. There!s a psychological barrier to
let in this stage, especially in the government. There is
tremendous apprehension among the people manning the
government about the ushering in of this stage: There is

scepticism about rubbing shoulders with directors repre
senting the publ ic ,shareholders. There is feaj' about the

company not obeying th~ diktats ofthe government which

are considered the ultimate in public interest; arida host
of similar other fears. This is the first stage of the concep
tual·psychological barrier. In the central sector; through
the recent spate of privatisation in 1992, many PSUsare
in the process of crQssing this threshold. In the state sector,'
especially in some states, we have a number, of examples
that have passed this stage: Gujarat Alkalies and Chemi
cals Ltd and Gujarat Lease Financing Ltd are a few cases
to cite. However, this does not mean that there are less
barriers in the state sector.

The next stage of the psychologiCal barrier is to dilute

below 51 per cent. The fear is that suddenly the govern
ment becomes ami nority and the control of the entity goes

ou~ of the government's hand, Theoretically, 26 per cent
holding is fairly adequate to ensure control of the entity.
If there is no other group with bigger holding, then 26 per
cent is more than. adequate to ensure conirol of the entity.
So the fear is unjustified and unfounded.

Another aspect is the requ irement of audit by Comptrol.

,',lost of the {'€otral PSUs haveadopted this route in the
recent spate of priva!isations. However, a few of them

have followed this />P \Nith a listing of their shares and/or
subsequent public issue!>,

TYF,e ~: ~apital milrke~,-Mutual
fund rOl.~te

Thi5 route h<ls beer. tried out

rec€~tly with a number of central
PSUs.! To begin with, the shares of
the PSUs are'entirely held by the

govermnen! iH1rl they ;,1'1;:' no: listed

or traded·in the slock exchange. So
'l portion of the gOlfel nmem hold·
Ing irninimurrl 20 per o:nt) is sold
to one or 'rnore mutual iunds (Mfis)

J: <, l"egotiatec.! price. The mutual
funds act as miF~et ..mak;:,rs and

ofi-lui1J ,he shares in the capital
market iJ.fter the shares are listed .

This will in;tiatetradingof~hePSU
5h<lre~:,in the,sto1:k e;(change and

the PSU wilt,bf:girl to experience
the marke,is' .i!';sessme~t. of its

shaTc~. Afl~'f six, 1 2 orlb months,

1he PSt) C,1n 'OHler the capilal mar ..
kei w rJi~;~~rZ50wces' by vv;;y of equity or debentures or a

combination of beth ata premium that is acceptabie to the
m2;rket. ;\ltcrnate,y, the government can do further
&sif!Ve:;t;:l~nt afier experiencing the market's assessment
of ~t5shares

Type'S: Capital Mark~t - Direct Entry Route
Under this method, the PSU enters the capital market

with an 'offer for sale' for part of the holding of the

gover'nment' or emers the market with a public issue of
shares, ther~by enhancing the equity capital. In either

case, the PSU can choose a premium commensurate with
its intrinsic value and the market sentiments about the

scrip. ,

R~cently, the IPCL (Indian Petrochemicals Corporation

Ltd) adopted th is route and entered the capita I market with

a premium of Rs 165 per 'share of Rs 10. The MF route
allow~ the premium to ~e established over a period of
time; this will in turn operate as a benchmark for subse

quent publ ic,issues or further disi nvestment by the govern·
ment. In the direct entry, the premium needs to be fixed a
priori based, on the perceptions of the issuer and its

,merchant-banker. This is very oiten a tricky business.
Hence this author would rather the PSUsadopted Ihe MF

.route. "
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Strategie~ for privatisation
* Strategic reorientation of business: The iirst step bei'ore
embarking upon the privatisation prOfess is a relollk inro

,till' strategic directions pursued by the ~:;U:idt>ntifying the
strategic options avaiiable to the PSLJ and J choice'oflhe

long-term str,\Iegies. Allthese aspects tog0ther ;'Ire referwd
to as strategic reorientation. ".

Why is an exercise in strategic reorient.ltion np\,'(>~s,;ry{
Tlw rt'olsons .He many.

"'. Most of till' I'SUs are char .lCtt'ri~;t'd by .111,1bserlCt' ot
. ~trdtegi~' pt'rsp<·ctiw. Their planning horizon ckws not
,-pxtend bpyond th<' current finJnci,ll Y·,:"1r .. '

• Many of tilt' products and services offered by !he'!'SUs
;He simply not remunerative. Thes(~ \vere historico1l1v

oiiert'd for social or dt'velopment,ll r~asoris';ii1(i rei-hap:; ;;1

,1 protectt'd Ill.lrke!. Th(> frrcitedibns hliMht(a.Va;I'abt~ in

Inertia vf ·the system: The existence of sucr. pov/er+ul
l!l!erests and interest-gro~p:ngs tend to Greate, witi-:ir, tht'
PSU sysierr., a 8igantic inertia 'lgainst any change. \Mhen
one talks of change, he h<Jsto reckon thai he is asking fe,'

a change in the prevailing equilibri·.Jm conditions. The

I energy required tor such a change, which could be in the

f rom. of a head-on collision will be enormous and.tn,=f;ostsI heavy and painful. So gradual transformation is,perhaps
I more desirable. But the chances are that the inertia of the
I systt·m may make the transformation too slow. Besides,

I. the economy with such significant investments in the PSUsystem cannot wa it for a prolonged transformation period.

I What Gin be thought of is to create situations that willcompel the interest groups to opt for change: though
.. reiuc!antly. This calls for innova'tion and also t,let.

,

I

I
I
I

·1

•......•

--------------------------------------.;:---.-, -----
productivity improvements, manpower restructuring and
the like. These are issues of uncertainty to,the erT}.ployeeS
of the PSUs and hence their ·apprehensions. Th~ trade
unions, because of the size of their membership, have
extensive clout with the political system.1;hetopecheIQhS
of the PSUs are dependent on the bureaucr~,icand
political systems for major decisions. This. peculiar struc
ture has empowered the trade unionleapers to a great
extent. The privatisation process is a threat to this. .st:ruc
ture; trade unions and iheir leaders will perceive i.tas.an
attack on their power base. So they will oppose the move
for privatisation. Their arguments may ~ different apd
could be couched in socialistic rhetoric; Qut the underly-
ing issues cannot be different. '...

For example, take the arguments raised byeniployees
and the trade unions against theprivatisafioii of liSCO'; or

the arguments raised by bank employees~galnst fih?ncial~

sector reforms or the arguments. raised by the employees
and the trade associations' of IndiaFl Airlines againsfthe
open-sky pol icies.· ' , ...

The existence of such conflicting interests and interest

groups makes the privatisation process arduous: In fact,
the present state of affairs of the Indian PSUs is·thedirect

result of these interests and interest groups; 'the goals
perceived and persued by the differef1\ interest-gmuP5 are
invariably different from the stated goals of th'2 PSUs.

ler and Accountant G,:,neral (C&AG). When the govern
ment holding is more than 50 per cent, audit by C&AG,
scrutiny by the Public Undertakings Committee (a com
mittee of legislators), etc, becomes statutory. These types
of audits, by and large, increase the plethora of audits the
PSU has to attend to. When the government shareholding
goes below 50 per cent, these requirements are no longer
obligatory. So there' is a psychological feeling of the
enterprise going out of the control of the government. The
utility of such close controls can be assessed by the history
of the PSUs in India; this author's assessment is that such
controls have been more of a constraint in the operations

and growth of the PSUs rather than serving any useful
purpose.

The existing systems of control are very tight. The issues
the Government will have to address are related to the

efficacy of the control systems, desirability and extent of
control in the light of the overall objective of promoting the
specific PSU. Obviously this i~a grey area even with those
states thathavetaken a lead in privatisation efforts.
, .• -'! .' ,.I,

Interests: The decision process in the government cannot
be isolated· from the interests of the groups functioning
within. In the Indian context, the main interest groups are
the political system, the administrative system and the
employee-groupings within the PSU.

The political system isinterested in the status quo of the
PSU where the PSUs have been helpful in supporting the
politicians in one way or the other. This could be in the
torm of positions on the boards and advisory corr.rnittees
of the PSUs, opportunity to lead massive trade unions,
opportunity for direct investments, services and pecuni;:;ry
benefits to desired territories and g(ouPS and a hostaf other
direct and ind,irect benefits. Many of the PSUs have
created, over a period of time, insulating mechanisms
against such onslaughts and so not all of them have been
catering to all of these. However, each PSU has been
providing one or more of these in varying degrees. Each
PSU is perceived by the political system as a potential
candidate for direct or indirect benefits and thus oneset of

privatisation will be perceived as a threat to this equilib
rium.

The PSUs in India haw been sul~ected to close moni
toring supervision and control. This exercise is achieved
through the bure.lUnatic system and thus tlw bure.ll!cr.ltic
system has got embroilpd in the att.1irs ot the PSUs and
theirdecision process. It has been manning positions in the
boarrfs, advisory committees and at' CEOs. It has been
involved in major decisions such as foreign coll.lbora
tions, capital investments, ·import of capital equipments
and so on. The bureaucratic system exists as a close-knit
group and the actions of the group or its members are, by
and large, governed by certain rules, written and unwrit
tpn, that will ensure till' continuity .1nd intert'sts at the
groUf->.TIll' priv.ltis.lIion pruu'ss is d !hn'.lt to this equilib
rium situ.ltion. Ht'nn' till' burt-'aun.ltic system, rkspilP
lending lip-service to the concept of privatisation, would
only try to dilute the priv,ltjsdiion process .

The Indiol) PSUs are c1.\ar,Kterised by large worktorct's,
ovt.'rstaffing, low productl~i\y Ipwls, high w.,.lge S!rLlctllres,
ett'. The process of priv,lti's.ltion brings in L'mphasis on
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The existing systems of control are
very tight. The issues the gQVernment

wiUhave to address are related to

thee.fficacy of the control systems,
desirabiUty and extent of control in
the Ught of the overaU objective of

promoting the speciflcPSU.
Obviously this is a grey ar.ea even

with those states that have taken a

lead inprlvm,isat!on e.ffort~

TISCO
279,;

170'8
2.1

SAIL
3956
1390
8.86

the year ended on March 31, 1993.

Share Capital (Rs crore)
Reserves (Rs crore)

Capacity (Million tonnes)
Production - Saleable steel

(Million tonnes) 8.33 2.08
Sales (Rs crore) 10527 3423

Gross profit (Rs crore) 1152 328
PAT (Rs crore) 426 127

EPS (Rs per share) 1.08 4.90
On the basis of EPS,SAIL compares poorly with TISCO.

But on the basis of return on networth, SAIL has performed
better (B percent vis-a-vis 6 percent). On the basis of value
aQdition, the performance is not significantly different
(SAIL 38 per cent vs TISCO 41 per cent). TISCO has
accumulated a huge amount as share premium reserve and
hence its share capital is relatively lower. In the case of
SAIL, there is nothing like share premium reserve; every
thing is brought as share capital. Hence, the higher share
capital.

Can such an anomalous position be rectified? To some
extent, yes, by one oflhe following methods: (a) increase
the capacity utilisation if at present the' capacity is'
underutilised; (b) change the product-mix to increase the
overall margin; (e) improve the productivity by achieving
economy in operation; (d) reduce the capital base, if
possible, through clever and innovativecapit,:i ;estructu~
ing. The first three optiol1sarerelated to operations and
hence within the internal purview of the company vvhc:reas
the last option requires statutory clearances and hence is
father difficult but not impossible.

The SAIL has realised this rather belatedly. Now after
the disinvestment by the Government of Indi'a, itis pursu
ing a proposal of-capital restructuring to make the EPS
comparable to that of -TISCO. A parallel case of British
Steel is-available to cite where the British government had
shrunktheequity capit~1 of British Steel from $ 3.98 billion
to pounds 1 bil1ion by transferring pounds 1.957 billion to
capita~reserves, transferring pounds $ billion to capital
reserves, transferring pounds 0.381 billion to distributable
reserves and simply writing off pounds $ billion. All this

was done before disinvestment

by the British government. In
case of SAIL, a proposal that is
compatible within the provi
sions ofthe company's law has
to be worked out. This type of
exercise in capital restructur
ing is relevant for almost each
and every PSU.

(b)Long term debts and debt 
equity ratios: Major portion of
the long-term loans enjoyed by
the PSUs are from the govern
ment at low rates of interest:

Many of them are government

I!uaranteed bonds with low"! ••

cotipon rates. Consequently,

the milrket segments as well as the procurement segments
(materials. utilities, ete) are no more available. The PSUs

need 10 readjust to this reality.
~ Many of the assets owned by thE PSUs are just not
functional. leave alone being profitable. Many of these
assets have been acquired as a result of nationalisation
sl,Jch'as in the case of the NTC. Some of the assets and
production units are technologically obsolete but they
continue to be in operation for reasons other than eco
nomic. The PSUs need to take stock of this situation.

., The productivity and skill leve! of the workforce are
invariably low; the strength of the workforce and the
;)nnual manpower costs are significantly high. The impli~
cations of this situation needlo be as~€ssedbefore embark·
ing upon any long-term plan.

These circumstances warrant a detailed analysis of the
strategic options available to the PSU and the PSU need to
formulate a medium-term plan of action for a toto.I turn
around. The exercise of strategic reorientation is neither
easy nor painless. In carrying out this exercise, the PSU
will need to avail external expertise at the same time
involving various segments of the PSU, through task
forces, open discussions, etc. It is essential to create an
awareness ofthe need to change among the people within
the PSU and'obtain their acti'./€ involvemer-,t. The analyti
cal skills required for this exercise may h'Otperhaps befully
available from Within the PSU. ThE Chief Execulive has to

probe, evaluate and decide on these a~pE'cts very skilfu!ly.

* State of the balance sill':et: TriJoitiDnaii/. o;)lance
sheets have not been, getti ng adequate attention in the
PSUs. The annual reports are finalised in most PSUs rathH
late. There has been little or no emphasis on financial
indicators such' as debt equity ratio or EPS. Essentially
because profit has been an ugly word, equity or debt made
little difference as both of them came from the same

source, namely, the government. ,
Now when the PSU has to enter the capital market, the

final')cial indicators assume significance. It is desirable for'
the PSU' to- give due attention to this aspec't well in
advanG~, say two years, ahead of entering the' capital
market. Some of the aspects in improving the balance
sheet are listed below. -

(a) Equity base
Many PSUs will find that

their equity bases are much
larger than what their overall
operations warrant. Also, such
a PSU will finq that its equity
base is much larger than that
of a comparable private cor
porate sector company. This
situation makes the EPSof the
PSU much smaller than those

of comparable companies.
This situation can be illus
trated by a comparison of the
equity base and performance
results. of SAIL and TISCO fOJ_ , __
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desirable.

The existetu:eof poweifulinterests
andinterest-groupings tend to create,

within the PSUsystem, agigamic
inertia against any change in the

prevailing equtlibrlumronditions.1be
energy requiredfor such a change,

which could be in thefonnof a head-on
col1ision,wilJbeenormous and the

costs heavy andpainful.So gradual
transformatiotlis~7}N;;:'$m,,--i~

the interest bruden on the

PSU is lesser in comparison
to the interest burden on a

private corporate entity
availing equivalent volume
of debts. Despite this advan
tage, many of the loans from
the government are con
verted into equity very often
to further reduce the interest

burden. Such practices have
tended to skew the debt eq
uity ratio.

Now suddenly the
sources of such soft loans

are drying up. The govern
ment is unable to extend

guarantee to all the loans!
bonds and is increasing the interest rates on its loans. With

. reduction in the statutory liquidity ratio (SLR),this position
is only likely to aggravate further. So the PSU is being
com~lIed to borrow more from the open market at
prevailing interest rates.

One of the major steps before privatisation is to ascer··
tain the sustainable level of debts, serviceable level of
equity and an optimum mix of the two. A medium-term
plan should be formulated to achieve the optimum mix.

(c) EPS: A deliberate and conscious effort wil! be
necessary to shift focus on the EPS.A starting point will be
a comparison of the present EPSwith the industry norm,
especially among the private corporate sector. A medium·
term action plan must be drawn up to change the EPSto
a level comparable to or better than the industry average.

MIS: Many of the PSUs have huilt-up excellent man
agement information system (MIS).But many others have
not given adequate attention to this aspect. An efficient
MIS is a prerequisite for efficient operati9n. While plan
ning for privati sat ion, one of the thrust areas will be the
creation of an effective MIS.This can be started by asking
the major divisions to report on itsperformance on specific
performance indicators on a regular basis (weekly, fort
nightly, monthly, etcl. Shortly thereafter, standard report
ing systems should percolate to lower level organisational
units. It should be possible to develop a wlture of MIS in
a period of six months to a year.

Organisational structure: The exercise of strategic
reorientation of business will necessitate changes in the
existing organisational structure. A detailed study will be
required perhaps, with external professional help, to
identify a structure suitable for the new orientation of
business selected. rurther, a medium-term plan will have
to be drawn up to transform the present structure into the
new structure desired. ,

Human resources: Some of the PSUs are credited witb

having evolved the best systems in human resources
m,magement. But most of the PSUs do not belong-to this

category and here~ very
little has been achieved in

evolving human resources
management systems.

Before privatisation, or
simultaneously with
privatisation, concen
trated efforts should be
initiated in this field. Some
of the thrust areas to be
addressed to are:

* Skillupgradation/re
orient<>.tion
* Performance evalu

ation system
* Job rationalisation
and enrichment

* .Productivity.
In most situations; voluntary retirement schemes can

also be helpful in rationalising the workforce. '
Corporate reputation: This area has very often received

little attention, especially among public sector enter
prises. A good reputation becomes a strategic asset and
should get the same attention as does finance, production,
marketing and other functional areas. Corporate reputa
tion can be built up over a period of time through the
articulation of the corporate vision, strategy and also the
attitude; of the all peopleconcemed with the organisation.

A successful organisation will have a clear sense of
'..vhat makes its rfputation. It will have in its collective
::on:;cience strong values Which shape the behaviour of its
employees and keeps alive the best traditions inherent in
the mission of the organisation. This calls for communica
tion with the people the organisation depends on 
employees and outsiders alike - about what the,
organisation stands for.

lraditionally few of the public sector organisations
have conceived and a~hieved this type of emphasis; all
along, they have been doing the public relations (PR)
function which is a distorted shadow of what is called for.

In a stage of transition that is envisaged in the privatisation
process, the task of effective communication and manag
ing the change becomes much more challenging.

This cails for creating an organisational unit within the
PSI,) that is equipped in terms of skill and experience to
handle this delicate task. The efforts in creating a change
in the environment and building up the corporate reputa
tion should begin well ahead of the privalisiltion process.

Conclusion
Privatisation has ~shered in a new er,i ali over lhe

world. Talking about privatisation is easy but implement
ing it may not be so. As in any process ojchan.ge, ;here wdi
be tremendous resistance. So the transition needs 10 be

brought in very carefullY,and the impediments need to be
tackled tactfully. There is need to do the homework in a
systematic manner; only then can \'tt' bring about tilt"
desired change without pain; panic and trauma.

THE CHARTERED ACCOUNTANT, JUNE 1994

;.




