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sacrificing the quality of services so as to concentrate on the primary business of
producing steel.

Large-scale employment generation by PSUs has, infact, over the years, led toa
situation where some of the enterprises are saddled with over-employment or excess
manpower resulting in low-level of manpower productivity. Government has initiated

a voluntary retirement scheme (VRS) to shed excess manpower and to improve the -

age-mix and the skill-mix. Simultaneously, training and retraining programmes
have been undertaken to bring about overall improvement in manpower productivity.

Even with regard to the employment of people belonging to reserved categories,
the PSUs have done an excellent job.

5. Export Earnings
PSEs have been contributing greatly to the export earnings of our country.

What is more interesting is that most of these earnings come FEEEEER
from firms which are engaged in highly competitive fields. Exports R
earnings have favourable impact on India’s balance of payments §
condition.

The Left parties in the country are right when they argue that
PSUs should continue to function, economic reforms notwithstanding.
PSUs did play crucial role in the past in the development of the economy
and there is no reason to doubt their potential to continue to play such a role in
future.

Following are some of the measures to improve performance of PSUs:

o Looking at the government for budgetary help is no more possible, for, such
support has been withdrawn. Other privileges like purchase preferences and
price preferences for purchase by government or other PSUs are also not
available.

PSUs need to face competition both from domestic competition and MNCs.

e Mindset of managers and employees needs to undergo significant change.
Laidback style of managers should give place for dynamism and combative
mood. The attitude of lethargy and laziness on the part of employees should
change into one of eagerness to cooperate and work for production, productivity
and profit.

o Capital base needs to be restructured. Huge loans to be converted into equity
and PSUs should access capital markets for additional funds.

e Globalisation should not be taken as a threat but as an opportunity to access
foreign markets, learn new managerial skills and practices, and raise cheaper
offshore funds. :

Cost control and cost reduction to be achieved at every level.

All the old rhetoric for PSEs- infant industry, a heavy industry based
development strategy, lack of resources and low level of technical competence
in the private sector, absence of developed regional development, employment
promotion and protection, social obligation- have lost relevance in these days
of market economy and globalisation. Public sector restructuring and
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disinvestment is currently taking place in a large number of developing
countries including former socialist countries. We cannot remain isolated
from this trend.

6. Balanced Regional Development

India is a vast country with wide variations in climate, demography' resource
availability, fertility and topography. At a given time, some parts of the country will
be reeling under floods, at the same time there will be severe draughts in other parts.
One can also witness vast barren lands with sparce inhabitation by people, juxtaposed
with thickly populated areas. Industrialisation has high potential in levelling such
differences. The severe draughts being faced by Orissa, Rajasthan, Maharashtra and
Madhya Pradesh are a case in consideration.

Recognising the existence of disparities in economic development of
different regions, the Industrial Policy Resolutions of 1956, 1977 and
1980, emphasised the need for accelerated rate of growth in the economy
and speedy industrialisation and removal of the regional imbalances. In
this context, PSUs have a vital role to play since the setting up of large
industries in public sector help eliminate regional disparities through
such spin-offs as employment opportunities, growth of small and ancillary
industries and development of infrastructural facilities. While deciding the location
of PSUs, due considerations are given to the backwardness of various regions, subject
to the over-riding consideration of techno-economic feasibility.

7. Industrialisation and Economic Development

Industrialisation, as is well known, is a sine qua non for economic development. The
role of the public sector in achieving industrialisation is considerable. The role is
particularly significant when one takes a look at the background against which the
country started its industrial progress. “The position in 1947, when we became
independent”, wrote H.V.R.Iyengar, in a different context “was that we had the
rudiments of an industrial apparatus, but we were almost completely dependent for
the running of this apparatus on imported equipment and technology. This was the
case even after the First Five Year Plan was started. I recall that when I became
Secretary of the Ministry of Commerce and Industry in Delhi in 1952, the first thing
that I did was to send for the Chief Industrial Adviser to the Government and ask
him to look around in my room and tell me what were the items that could be
produced in India but were imported. I asked, for instance, whether the ceiling fan
which was whirling above our heads had been made in India. The Chief Industrial
Adviser said, “Yes, it has been put together in India, but the varnish for the blade is
made from the imported chemicals; the ball-bearings inside the fan are imported; the
wire is of imported metal; the insulation above the wire is also imported.” I asked
about the table against which we were leaning. He said the timber was probably
Indian, but the saw which cut the timber was imported and a good part of transport
equipment used in hauling the timber was also imported such as the trucks and a
good part of the railway equipment. The varnish used for the timber was also imported.
Ilooked at the carpet which was spread on the floor in my office-room. He said the
wool was probably Indian although he was not certain that the wool-top had not been
imported, but the dyes used for colouring the carpet were certainly imported. In
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desperation, I asked about the paper and the pins and the clips on my table. He said
the paper was undoubtedly Indian but the machinery used for manufacturing the
paper had been imported and certainly the clips and pins were imported.™

Such was the position with which the country started its
industrialisation. The task of achieving industrialisation was naturall
gigantic and the time available was short. The private sector could no
be relied upon to achieve faster industrial development. Historically
the private sector was controlled by the British managing agency house
with overriding consideration of serving the interests of British industries
at the cost of Indian industries. To expect an overnight change in the culture and
orientation of private undertaking was unrealistic. Moreover, the private sector units
had the problem of resources. Infact, the two private steel companies, viz. the Tata
Iron and Steel Company (TISCO) and the Indian Iron and Steel Company, were each
given a loan of Rs.10 crore by the government for modernisation. Besides,
industrialisation demands a heavy investment in critical projects which involve low
profitability, long gestation periods and massive resources. The private sector, whose
primary consideration is quick returns and high capital appreciation, shuns the critical
projects.

The public sector was conceived to fill the gap which it did ably. The phenomenal
growth in investment indicates the way the government undertakings stood up to the
challenge. From a mere Rs.29 crore investment in just five enterprises in 1950-51,
the investment quantum jumped to Rs.2,74,114 crore, spread over 233 undertakings
at the begining of the 10th plan.

In the successive Five Year Plans, preference was shown to the public sector
units in outlays as shown in Table 17.2.

Such massive investments have yielded results. The products
portfolio of public enterprises reveals both width and depth. The products
produced include aircraft, ships, rail wagons, rail coaches, teleprinters,
computers, sophisticated electronic equipment, telephone cables,
earthmoving equipment, turbo-sets, transformers, power boilers, industrial motors,
road rollers, diesel engines, steam and water turbines, two, three and four-wheelers,
tanks and vessels, equipment for fertilizers, petrochemicals and other industries,
water treatment plants, cranes, machine tools, crude oil, gas, petroleum products,
synthetic drugs, antibiotics, surgical instruments, medical X-ray film, printing presses,
agricultural tractors, equipment for steel and mining industries, equipment for
fertilizer and petrochemicals, iron-ore, gold ore, zinc ingots, lead ingots, refractories,
diamond, newsprint, cement, chemicals, additives, etc. What is heartening is the
majority of these products are manufactured on indigenous scientific know-how and
technical do-how.

Our country has attained several breakthroughs, thanks to the public
sector enterprises. The Fertilizer Corporation of India (FCI), for instance,
is one of the few organisations in the world to develop and produce a
complete range of fertilizer catalysts. Similarly, the quality control
laboratories of Hindustan Antibiotics are equipped with full-fledged units for all
chemical, pharmacological, bacteriological and toxicity tests. Discoveries of new
antibiotics in the laboratories have attracted international interest.
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The massive expansion of public sector enterprises has its ripple effects on the
economy in the form of increased export earnings; upgraded technology; higher
contributions to the exchequer and increased internal resource generation; greater
employment opportunities; opening up of backwards areas; and an overall increase in
the style and level of living of the people.

Whatever the critics point out, the fact remains that public undertakings have,
as mentioned above, vastly contributed to India being ranked as one of the fast
developing countries. Nor should anybody deny the fact that public sector units are
singularly responsible for laying a strong foundation for the further development of
our economy.

8. Encouragement to Ancillary Industries

Small and ancillary industries occupy a position of importance in our economy. It has
been the policy of the government to encourage the development of small and ancillary
industries, as a part of overall strategy for industrial growth in the country. The
Industrial Policy Resolutions and the successive Five Year Plan documents have spelt
out various measures for their development. The approach to the Seventh Five Year
Plan document lays down that ancillarisation should be given special emphasis and
the necessary push at the licensing stage itself and encourage maximum number of
ancillary units with each industrial licence.

The Bureau of Public Enterprises has been monitoring the progress of ancillary
development in the Central public enterprises. To give a proper direction to ancillary
growth and the needed thrust, the Bureau, initially in 1971 and later in 1974, issued
guidelines to the public enterprises on the growth of ancillaries. In the light of the
experience gained in their operation, comprehensive guidelines were issued in 1978
which hold validity today. These guidelines earmark the role of different promotional
agencies so that better institutional cooperation could be achieved vis-a-vis the role of
existing public enterprises, new enterprises and those effecting substantial expansion.
The guidelines also provide an in-built mechanism for reviewing and monitoring the
progress of ancillaries.

As a result of these efforts, there has been a significant progress both in terms of
numbers as well as services rendered by the ancillary sector to the public sector
enterprises.

Specifically, PSUs help ancillary units in the following ways:

(a) They take responsibility for providing technical know-how, managerial expertise,
equipment selection and layout and production aids such as production design,
tooling, blueprints, manpower planning, quality control, inventory
management and the like.

(b) They guide ancillaries on sources of finance and procedures for obtaining them
and

(¢) They offer ready demand for the produce turned out by the ancillaries.

However, the obligation to promote ancillarisation is often misused
by the executives of government undertakings who indulge in nepotism.
In several cases, the kith and kin of the highly-placed executives, are
encouraged to set up ancillary units and out-of-turn favours are shown
to them. Adherence to rigid quality specifications is not insisted upon or
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shortage in weight or quantity of supply is conveniently overlooked. An altogether
different treatment is meted out to the owners of ancillary units who have no connection
of any sort with the executives of government undertakings.

Barring instances of nepotism and harassment, the role of public enterprises in
promoting ancillarisation is noteworthy.

9. Resource Mobilisation

PSUs have contributed enormously to the resources of the Central Government
through dividends, interest payments on loans, income tax, and excise and other
duties.

In addition, PSEs have generated internal resources for themselves
in the form of depreciation provision and retained profits including
deferred revenue expenditure written off during the year. It may be|
stated that only commercial enterprises are allowed to generate internal
resources. Enterprises engaged in development and promotional activities are not
expected to build up sizable surpluses.

Thus, PSUs have occupied the commanding heights of the economy and have
been regarded as the temples of modern India. Without them, India could not have
stood in the comity of nations with the self-assurance that has characterised its stature.
PSUs have been in the vanguard of the industrialisation process, supplying
infrastructure, steel and capital goods essential for a rapidly evolving economy.

In recent times, with the liberalisation of the economy, PSUs have
demonstrated their competitiveness in the domestic and international
arenas. Consider the case of the power utilities, which despite a decade
of liberalisation remain in the public sector. The private sector played
coy and quibbled over incentives and guarantees even as the Nationalf = *
Thermal Power Corporation (NTPC) commissioned projects and added substantially
to the thermal generation capacity year after year and experimented with new fuels
and revamped old plans.

The public sector is the foundation on which the edifice of modern India has been
built. Self-reliance in key infrastructure sectors-the mantra of the 1950s, 1960s and
1970s - helped build impressive capacities of petroleum, power, steel, fertilizers and
railway and road networks. Even as public investments took care of long-gestation,
capital-intensive infrastructure sectors, the private sector was free to provide other
goods and services. The uniquely Indian concept of a mixed economy served the
country well, but if there is a perception that its time is past, it is not because of the
inherent weaknesses in the model itself but because of the distortions imposed by
governments which tried to meet a multiplicity of objectives.

PERFORMANCE

Assessment of performance of PSEs is rather difficult because of the
multiple objectives they seek to pursue and because some of the objectives
conflict with one another. For example, profitability conflicts with
employment generation or positive externalities. However, Table 17.7
gives indictions of profitability of PSUs.
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Profitability of
PSUs

Thus, poor performance and even losses have become a way of life with the Central
Government owned undertakings. Read the financial statements of PSUs, every second
enterprise reveals losses accumulated into hundreds of crores of rupees.

The performance of government undertakings is probably the lowest in the steel
sector. The following figures tell their own story for the year 1998-99:

(Rs.in crore)
Profit * Losses

Bhilai Steel Plant 457 -

Durgapur Steel Plant - 489
Rourkela Steel Plant - 591
Bokaro Steel Plant - 160
Alloy Steel Plant - 112
Salem Steel Plant - 138

1490

With the exception of Bhilai Plant, all the others have been piling up heavy losses
over the years.

The scene in the entire public sector is even more chilling. According to the figures
up to March 1999, the losses incurred by 29 PSEs trebled within one year from 1996-
97 to 1997-98 from Rs.1040.29 crore to Rs.3655.38 crores.

As many as 66 (out of 117 loss making units) PSUs have been referred to BIFR.
The major ones among these include Richardson & Cruddas, Bharat Pumps &
Compressors, Triveni Structurals, Tannery & Footwear Corporation of India, Cycle
Corporation of India, Mining & Allied Machinery Corporation, Heavy Engineering
Corporation, Bharat Gold Mines and Nagaland Pulp & Paper Company.

However, as many as 120 enterprises have been earning surplus and these belong
mainly to petroleum,power, service enterprises and agro-based enterprises.

With half of the units incurring losses and with meager ROI of 4.47 percent ,
PSUs seem to have no justification to exist. This argument gets reinforced when one
compares profitability of public sector with private sector(see Table 17.8)
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Comparing
PSEs with
Private Sector

(Source: Vijay Kelkar & V.V.Bhanoji Rao, India-Development Policy Impera-
tives (Ed,) New Delhi, Tata McGraw-Hill, 1996, P.200)

If the Central Government undertakings have been presenting poor performance,
reasons can be found, not at their doors but elsewhere.

1. Political Interference

Political interference is a problem faced by public sector units. Be it the location of
the enterprise, appointment of chief executives or workers, or any other factor,
interference by political leaders is coming in the way of effective functioning of
government undertakings.

Business India of Nov. 19,1984, writes that “Last year, during an earlier strike
(in Singareni Coal Co.), N.T.Rama Rao was enraged that it has been resolved in his
absence, and as expected, the then Chairman and Managing Director was transferred
in no time at all”. The same periodical also reveals how NTR stalled the proposed
merger of Singareni with Coal Company, Ltd.

A senior public sector executive even put in his papers unable to cope with the
steel minister’s demands. This happened in 1991. The affected PSEs drift towards
industrial sickness often beyond recognition. The Ranchi-based Heavy Engineering
Corporation is one of the many examples.

It is not only the politicians who interfere. A public sector enterprise is subject to
multiple masters (naturally, interference) - the Minister, the Secretary-in-charge of
the Ministry, the Finance Ministry, Bureau of Public Enterprises, Public Investment
Board, Planning Commission and their contradictory directives (Read box 17.2 for
more details on intereference).

2. High Cost of Delay

No public sector unit (with the honourable exception of Kudremukh
which has the distinction of being the only government undertaking to
be completed ahead of schedule) is completed as per schedule. Economic
Times of March 12, 1986, reported that “T'wenty-one power projects costing k.
more than Rs.100 crores each with a total anticipated investment of Rs.8,865 crores
had been delayed for reasons such as delay in the acquisition of land, supply of critical
equipment and materials, approval procedure of foreign aid agencies, law and order
disturbances, forest clearance and difficult geological conditions. Some of these reasons
together with the problems of power supply had delayed 11 Central coal projects. The
total anticipated investment in the coal projects was Rs.3,213 crore. These and other
reasons, including slow construction and inadequate funding, had delayed the
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completion of four Central steel projects, each costing more than Rs.100 crore. The
total anticipated investment in these steel projects was Rs.11,870 crore”. What are
the consequences of delay?

The project costs double and even more. Besides the increase in project costs, the
other consequences of delay are the costs of output and employment foregone during
the period of delay, the cost of inter-sectoral imbalances which strained production
and investment, the cost of foreign exchange spent on making up shortfalls in the
physical availability of goods, and above all, the impact of inflation triggered by cost
escalation and its financing.5 (See also Box 17.3). Roll of honour must go to the Metro
Rail Project, Calculta. It took 20 years for completion and the cost shot up from
Rs.140 cr to Rs.1600 cr.
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3. Fear of Scams

The all pervasive fear of the investigating agencies in the wake of scams }
involving senior public sector bank officials has deterred many PSE
executives from using their discretion in making vital commercial decisions at a time
when the market is becoming increasingly competitive. When budgetary support
was withdrawn to the PSEs, they were asked to compete in the market. Competition
implies “risk taking”. No PSE executive is prepared to take risks.

4. Headless Plants

There has been considerable delay in filling vacant positions at the top of PSEs. Many
undertakings, therefore, remnain without chief executives for months.

By end of March 1988, as many as 24 chief executive positions and 52 director
posts were lying vacant. Table 17.9 shows delays in filling the top positions. Also see
Table 17.10.

1 Bo 17;3 ;

There are also reasons for poor performance of PSEs-reasons which are triggered
by management failure. It is pertinent to recollect some of them.
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Delays in
Appointment to
the Top
Positions

(Source:India Today, April 30, 1988.)

PSUs Vacancies
at the Top

(Source: Business World, Feb. 23,1994)

A. Ineffective Management

Management of Central Government undertakings is generally ineffective. This is so
because (i) bureaucrats, with neither leadership qualities nor business acumen, are
made chief executives; (ii) executives are not allowed to make decisions purely on
commercial considerations and (iii) there is considerable delay in appointing executives
and even after appointment, there is the uncertainty of tenure.

Management ineffectiveness has reflected on the poor performance of the
organisation.

B. Huge Inventories

Stock-piling of inventories speaks volumes about inefficiency of
management. SAIL carries a large inventory of over a million tonnes
worth about Rs.1500 crore. The Visakhapatnam Steel Plant of Rashtriya
Ispat Nigam Ltd., also has similar inventory. As many as 73 PSEs carry inventories
equal to seven months cost of production. In the private sector, the corresponding
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figure is three months. Inventory management seems to be lacking or ineffective in
most PSEs.

C. Trade Unionism

Many of the public sector units are plagued with the multiplicity of trade unions and
intra-union and inter-union rivalries. Union rivalries results in industrial disputes.
Singareni Collieries must be remembered in this context. The company has 87,000
employees on its payroll. In 1993, its 19 trade unions went on strike 460 times
resulting in a loss of 14 lakh mandays and production loss of 15 lakh tonnes. The sad
part of the story is that one union or the other is always on strike and often the
demands of rival unions are conflicting on the same issue.

D. Unimaginative Production and Unfavourable Pricing Policies

The products produced by many public sector units are unrelated to market demand.
Yet products are being sold because their producers enjoy virtual monopoly. SAIL is
an example to be quoted. For a long time, SAIL was producing thicker gauge steel
instead of the thinner variety which the buyers want. Only now has SAIL changed its
production pattern.

Another instance of unimaginative production policy is the Surgical Instruments
Plant set up near Madras. For a long time, this unit could not work well because
many of the instruments produced were too big to be used on Indians; the sizes were
appropriate for Russians who are much bigger made. Still the unit was set up because
technology and machinery were offered on easy terms by the then USSR.

As is well known, the Bureau of Public Enterprises has suggested two norms for
pricing in the public enterprises. Accordingly, the enterprises in competition with
domestic producers should fix their prices on the basis of the normal market forces of
demand and supply and the enterprises in other market conditions should fix the
prices of their products within the normal ceiling of the price level set by the 'landed
cost' of comparable imported goods. In case the exports of such goods are subsidised
appreciably, the normal price of such goods in the country of their origin should be
taken into account while calculating the 'landed costs'.

The pricing practice naturally reveals a lot of variations depending on the nature
of the activities carried on by public enterprises. But the sad part of the story is that,
irrespective of the practice, the product pricing is leaving only a meagre surplus in
the form of excess of sales revenue over the cost of goods sold. This surplus before the
provision for depreciation, interest and corporate tax has declined to 8.4 per cent of
the total sales revenue during 1980-81 which subsequently increased to 11.0 per cent
and continued to increase up to 13.5 per cent during 1984-85, revealing a change in
the pricing policy since 1981-82. The gross profit obtained, after deducting the
depreciation on the net block from the gross margin, has also declined to 4.9 per cent
of the sales revenue during 1980-81, but subsequently it increased up to 8.5 per cent
during 1984-85.

On account of heavy reliance on debt financing, an amount ranging from 3.1 to
4.8 per cent of the sales revenue has been paid as interest on loans which left only a
meagre sum as pre-tax profit. It has been a mere 0.1 per cent of the sales revenue
during 1980-81, but increased later on upto 3.9 per cent during 1984-85. The profit-
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earning public enterprises are also required to pay corporate tax which has reduced
their aggregate net even to a negative value in certain years up to 1980-81. However,
subsequently, there emerged a positive net profit but that could go up to 1.7 per cent
of the sales revenue during 1984-85.

Most of the public enterprises engaged in producing and selling goods are capital-
intensive and require a heavy provision for depreciation. Similarly, most of the
enterprises rely on borrowings from the Central Government, State Government,
foreign parties, financial institutions and individuals for financing their operations
which drain off sufficient surplus in the form of interest on loans. Considering the
inevitable high depreciation and interest charge, the gross margin, as per the present
pricing practices, seems meagre, which necessarily requires some improvement.

E.Unutilised Capacities

Many PSEs have excess plant capacities. These capacities are never
fully utilised. While plants operate at below full capacities, costs will be
adversely affected because of overheads and wage bills. A study conducted
in 1981 found that over the previous 20 years, each rupee of additional
annual output had necessitated 7.4 rupees if the public sector was producing the
goods, but only 3.6 rupees if the private sector did it.

During 1990-91, four percent of the units recorded capacity utilisation of less than
75 percent. Only 54 percent registered capacity utilisation of more than 75 percent
(see Table 17.11).

Capacity
Utilisation in
Public
Enterprises

F. Others

Wrong choice of locations, uncertainty of financial allocations, poor quality products,
high cost, higher social costs and nepotism and corruption have also contributed to
the low performance of PSEs.

At the workers' level, absence of right attitude is the main problem. It is unfortunate
that a majority of employees have taken the public sector enterprises as
a milch cow meant for squeezing, little realising that the cow must be
fed well if it is to hold sufficient milk. Employees have long forgotten the
basic and simple philosophy that they have to serve the organisations they are employed
in before expecting the organisations to help them (the workers). Dedication to work,
commitment to serve and professionalisin are woefully absent.
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Scooters India Ltd. (SIL) epitomises all the evils of a jinxed public sector

undertaking. Read Box 17.4 for the saga of a misconceived, wrongly executed and
badly managed undertaking.

In the recent past, the government withdrew budgetary support abruptly. Infact,
the ushering in of competition in spheres hitherto reserved for the public sector happened
simultaneously with the abrupt withdrawal of budgetary support. Yet the government
was rather slow in phasing out the market-distorting administered price mechanism.
Left to fend for themselves in the face of mounting competition from multinationals
with deep pockets, lean structures and predatory practices, many PSUs find themselves
at the crossroads today.

WHAT NEEDS TO BE DONE?

After reading through the chapter, it may be concluded that, except on
the profit and profitability counts, public sector units have done fairly
well in other areas. But it is the profit that matters and it is here that
their performance is thoroughly disappointing.

Thus, there is urgent need to improve their performance. As public enterprises
have come to occupy a dominant position in our economy, and as they collectively
represent a colossal investment by the people of India for a better future for themselves
and for the country, the task of improving their performance is a matter of national
urgency. There is a clear admission of this in the approach document relating to the
First Plan. Inthe Planning Commission’s view, 'inefficiencies can be found in both
public and private sectors, and the national task is to remove them'.

How to improve performance in terms of profit is a big question. The answer lies
in efficient management. There are instances where sick units have been turned
around and made profitable units, thanks to effective management. There is virtually
no other way to explain how the Damodar Valley Corporation could increase its plant
load factor by 50 per cent in just one year after its management was changed, or how
Hindustan Photo Films and Burn and Standard, losing a rupee for every Rs.three of
sales, could break even in four years under the new management or how Bharat
heavy Plate and Vessels, which had never made any profit after the plant was
commissioned and which was losing heavily, could break even in just one year after a
new chief executive was brought in. It is also well known that the most efficient car
manufacturing company was till recently a public sector undertaking and the most
slothful one is in the privatesector.

A number of suggestions have been made and steps initiated to improve the
performance of the public sector units.

The Arjun Sen Gupta Report, for example, has recommended several measures.
Similarly, the report of the Economic Advisory Council on the public sector, has
suggested many ways for improving the autonomy and accountability of these
undertakings. The main theme of these reports is that the government should
‘distance’ itself from the public sector, and there must be a ‘balance’ between autonomy
and accountability of the government units.

Forming ‘holding companies’ for groups of public sector enterprises and entrusting
the management of those enterprises to apex organisations is yet another suggestion
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offered to improve the performance of government undertakings. The government’s
Jjob must be: appointment of key people, set targets for them and leave the management
to holding companies. This would minimise the government’s ihterference in the day-
te-day operations of the public sector units.

It has also been suggested that the chronically loss making units must be allowed
to die a natural death. Bharat Gold Mines and Scooters India Ltd., immediately
come to mind. There are a few more undertakings in this category (see Table 17.12)
which can be wound up.

It is also suggested that the public sector units must be allowed in areas where
they enjoy a competitive edge over others. Clearly, soaps, scooters and hotels are not
the areas meant for the public sector.

In order to improve the performance of the public sector, the government took a
policy initiative by introducing the concept of memoranda of understanding (MoU),
also called performance contracting. MoU is an instrument which defines clearly the
relationship of the PSUs with the government and clarifies the respective roles of the
PSUs as well the government in order to achieve better performance. The MoU is
also an attempt to bring a proper balance between accountability and autonomy. The
emphasis is on achieving the negotiated and agreed objectives rather than interfering
in the day-to-day affairs.’

MoU system has been extended to cover 108 enterprises (Read Box 17.5 for full list
of MoU enterprises). In 1993-94, of the 101 PSEs rated through the MoU process, 44
were rated as ‘excellent’, 29 as ‘very good’, 13 as ‘good’, seven as ‘fair’, and only six as
‘poor’. However, majority of the units rated as good and above subsequently did badly
financially, which means that the MoU system has not been very effective in improving
performance of PSUs. This is to be expected, since the major players in defining
yardsticks-the PSE manages and bureaucrats from the concerned administrative
ministries- have a common interest to show ‘success’. More significantly, MoUs have
no credible threats for non-performance and no corporate rewards for achievement.
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Top 20 PSUs
with
Accumulated

(Source: The Economic Times, dated Sept.6, 2002)

Yet, they are talked of as the alternative to privatisation: the magic wand with which
all ministerial interference will cease forthwith, where demoralised or politically
appointed manages will suddenly become paragons of corporate efficiency, and where
shoddy goods and services will be automatically replaced by high quality output?.

The Industrial Policy Statement announced by the Government in July 1991
envisaged disinvestment of a part of government holdings in the share capital of selected
enterprises in order to provide market discipline and to improve the performance of
public enterprises. A total amount of Rs.15,547 crore has already been disinvested to
the public sector financial institutions, mutual funds and general public till 2003-04.

To protect the interests of public sector workers, a National Renewal
Fund (NRF) was set up in February 1992 and schemes have been proposed
to assist the employees in re-training, redeployment and counselling.
Provision of funds through NRF also exists for cases where workers
retire voluntarily or are declared surplus. To implement the NRF
schemes, an empowered authority has been created and a provision of Rs. 700 crore
has been made in the current year’s budget. A major portion of the amount has been
utilised in the textiles sector.

In order to establish a system of rehabilitation and restructuring of PSUs without
having the government to bear the whole financial burden, the provisions of the Sick
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Industrial Companies Act (SICA) have been amended to bring PSUs under its purview.
Several PSUs have been registered with Board of Industrial and Financial
Reconstruction (BIFR). BIFR has so far issued orders for revival of IDPL and Biecco
Lawrie Ltd. It has also so far recommended the winding up of National Bicycle
Corporation Ltd., Cawnpore Textiles Ltd., Elgin Mills Ltd. and British India
Corporation Litd.

Withdrawal of 696 Department of Public Enterprise Guidelines and the introduction
of stock option schemes are other reform measures.

OWNERSHIP PATTERN OF PSUS

Though owned by the government, public sector units are organised differently for
purposes of management and control. The following are the usual ways:

1. Ministry

In this, an undertaking is managed by a whole ministry of the government as is the
case in the Indian Railways. Railways are run by the Ministry of Railways which is
accountable to the Parliament. The Ministry has its own budget which is debated
and approved by Parliament. The Ministry has a Ministry for Railways and its
management vests with the Railway Board headed by a Chairman. Besides the
Chairman, the Board has three members and a Financial Commissioner. These five
persons enjoy the status of secretary to the Government of India.

2. Departmental Undertakings

These undertakings are directly subordinate to a ministry. Yet these units are self-
contained, and each has a management responsible for its activities. The need for
secrecy, strategic importance and similar conditions make the departmental form
the most suitable organisation in certain areas, defence being one example.
Chittaranjan Locomotive Works, Integral Coach Factory, Post and Telegraphs and
Defence Production Units are run as departmental undertakings.

3. Statutory Corporations

The Life Insurance Corporation of India (LIC), Air-India, Industrial Finance Corporation,
Reserve Bank of India, Employee’s State Insurance Corporation, Oil and Natural Gas
Commission and National Textile Corporation are examples of statutory corporations,
also called public corporations.

A corporation is a body corporate created by a separate law, independently financed
and vested with autonomy in managing its affairs. The corporation is answerable to
the Parliament which has created it.

4. Central Boards

These are common in river valley projects which involve huge capital investments. Set-
up jointly by the Central and concerned State Governments, the central boards are
charged with the responsibility of executing big projects. Such boards were set up for
Bhakra Nangal, Hirakud and Nagarjuna Sagar. A similar board is now working towards -

cleaning the river Ganga.
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5. Companies

Companies are more common and are particularly preferable for commercial and
industrial activities.

An enterprise becomes a government company when it has the following
characteristics:

(@) Ithasmost of the features of a private limited company.

(b) The whole of the capital or 51 per cent or over is owned by the government.

(c) Allthedirectors or a majority of them are appointed by the government.

(d) Itiscreated under the provisions of the Companies Act, 1956.

(e) Its funds are obtained from the government and in some cases, from private
shareholders and through revenues derived from the sale of its goods or services.

If a part of the share capital is held by private investors, the enterprise is said to
come under the joint sector.

A distinguished author, Professor W.A.Robson, has castigated the company form.
Long before that, a former Auditor-General of India had commented that the company
form was a fraud on the Constitution. Nevertheless, it seems to be the accepted
pattern and is the pattern which is likely to prevail, unless something unexpected
happens.®

That the companies are the accepted patterns stems from the following reasons:

1. Acompany provides for a great deal of flexibility and freedom of management.

2. Makes the government undertaking carrying on a commercial activity
constitute itself into, and be seen to be, a separate business entity.

3. Being a separate entity, a company enables and stimulates the management
to adhere and adopt sound commercial policies.

4. A company enables, legally, a very large formal delegation of functions and
assignment of resources.

5. The Companies Act, 1956, which governs companies is beneficial for the
management. Itis a statutory discipline imposed by the law directly.

1991 INDUSTRIAL POLICY STATEMENT ON PUBLIC SECTOR

The Industrial Policy Statement (1991) identifies the following priority areas for the
growth of public enterprises in future:

The following specific industries are reserved for public sector:
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The Policy Statement also underlines that the public sector will not be barred
from entering areas not specifically reserved for it.

In 1993, items 5 and 6 were deleted from the reserved list. Therefore, now only
six items are reserved for the public sector.

QUESTIONS

. What do you understand by Public Sector Enterprises? State their objectives.
Review the performance of PSUs.

Mention the reasons for poor performance of PSEs.

Explain the reasons for heavy losses in PSEs.

. Suggest ways of improving the performance of PSUs.
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In the previous chapter, it was stated that privatisation is one of the ways of improving
the efficiency of PSUs. This chapter focusses on a detailed discussion of privatisation.

The word ‘privatisation’ has been receiving much attention in business, government
and academic circles on a global platform. Infact, the language and programmes of
privatisation have disseminated so rapidly throughout the world that
{ the phenomenon can be likened to a revolution or a boon.! Privatisation
| techniques have already been tried in countries like Great Britain, China,
| the US, Turkey, Brazil, Mexico and Japan. In our country too, a
" beginning towards privatisation has been made with the sale upto 20
per cent of the equity capital of 30 plus select public sector units (PSUs), first to
mutual funds and financial institutions and later to the investing public. While the
experience of disinvestment of PSUs has been a mix of encouragement and
disheartenment, it is advisable to go slow in the direction. This chapter tries to
justify the need for going slow in the process of privatisation. First, it is useful to
know history, nature, objectives and the extent of privatisation in our country and
elsewhere.

HISTORY

The history of privatisation is very short-just 10 to 15 years old to be precise. Though
real disinvestment started only in the 1980s, the word ‘privatisation’ first made its
appearance way back in the late ’60s. The credit for inventing the word goes to Peter
F.Drucker, who used the term first in his famous book, The Age of Discontinuity in
1969.2 Ten years later, Margaret Thatcher became Prime Minister of Great Britain
and it was she who gave practical shape to privatisation. Later, country after country
fell in line with Great Britain in the move towards privatisation.

NATURE AND OBJECTIVES

ces is often effected by
the sale-full or partial-of ongoing PSUs or by the sale of their assets following liquidation.*
Sale of the business or of its assets has been the most widely employed and debated
form of privatisation and this is the option that is stressed in this chapter. The other
techniques of privatisation are contracts, leases and concessions. In these three
techniques of disinvestment, only the management of PSUs is privatised but not their
ownership.

The basic objective of privatisation everywhere is to improve the performance of
PSUs so as to lessen the financial burden on tax payers. The other objectives aim at
increasing the size and dynamism of the private sector, distributing ownership more
widely in the population at large; encouraging and facilitating private sector investments,
from both domestic and foreign sources; generating revenues for the state; reducing
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the administrative burden on the state; and in the case of the former socialist countries-
launching and sustaining the transformation of the economy from a command to a
market model. Popularisation of the private sector too is an objective of privatisation.

PRIVATISATION ROUTES

Privatisation is sought to be achieved through any or more of the four important
routes: sale to outside owners, management-employee buy-out, equal-access voucher
privatisation, and spontaneous privatisation.®

1. Sale to Outsiders

This involves the sale of state enterprises, case by case, as going concerns
to outsiders. Popularly called disinvestment of shares, this has been the
best-known model, which had been very successful in established market

economies like the UK and in developing countries like Chile. Sale to outsiders has |

been favoured as it fetches revenue and turn the firm to the real owners who possess
the expertise and incentives to govern the company efficiently.

Sale to outsiders has largely fulfilled expectations about performance
improvements. But the route is costly and slow and far more difficult to implement.

Lack of adequate domestic capital, resistance from managers and employees and
difficulty of evaluating and negotiating deals make this route difficult to follow.

2. Management-Employee Buy-out

Management-employee buy-out is a widely used alternative to sale, notably in Croatia,
Poland, Romania, and Slovenia. Buy-out is relatively fast and easy to implement,
both politically and technically. The route may lead to better corporate governance as
insiders have better access than outsiders to information needed to monitor managers.

There are disadvantages however. One disadvantage is that the benefits are
unevenly distributed: employees in good firms get valuable assets while those in money-
losers get little or nothing of value. Another disadvantage is that the governments
typically charge low prices to insiders and thus realise little revenue. Insiders do not
bring in new skills and new capital. There could be managerial and worker
entrenchment that might block further reforms.

3. Equal-access Voucher Privatisation

A third form of privatisation distributes vouchers across the population and attempts
to allocate assets approximately evenly among voucher holders. Such programmes
excel in speed and fairness. But they raise no revenue for government and they have
unclear implications for corporate governance. Mongolia, Lithuania and the former
Czechoslovakia were the first to implement this route to privatisation.

4. Spontaneous Privatisation

This route to privatisation is easy, obstacle - free, with no revenue generation for the
government and has doubtful impact on corporate governance. Small firms lend
themselves to this type of privatisation. Russia has divested most of its small units
through this route. Sois the case with Czechoslovakia, Hungary and Poland.

Table 18.1 brings out the comparative picture of the four routes of privatisation.
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ab

Four Routes of
Privatisation

R S AR

(Source: World Development Report 1996, p.52)
RECORD TO DATE

Privatisation, as was pointed earlier, is a global phenomenon. As many as 6,832 sales
have taken place all over the world during 1980-91. Region-wise distribution of divestiture
is shown in Table 18.2.

Number of ..
PSUs Privatised

World-wide by

Region 1980-91 -

(Sour‘(v:e‘: ‘Pritr)ati‘satmn-Lessons of Experience by
Sunita Kikeri, et al. p.22).

It is interesting to note that approximately 70 per cent of the 6,800 plus sales has
taken place in industrial countries. The developing countries (see Table 18.3) have
accounted for 2000 plus sales. Of these, a major share is accounted for by Eastern
Europe, Latin America and Caribbean. Table 18.4 shows that India ranked ninth
among developing countries in realisation of disinvestment proceeds between 1990
and 1998.

DISINVESTMENT IN INDIA

Initiated a couple of years back, the Government till now has disinvested several
PSUs (see Table 18.5) varying degrees of their equity. In 1997-98, a little over Rs.900
crore was raised, whereas only Rs.15,547 crore was realised in 2003-2004. (See Table
18.6).
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in Developing
Countries, by
Region, 1980-91

(Source: Privatisation-Lessons of Experience by Sunita Kikeri, et al. p.-23).

International

Comparison of

|| Disinvestments
1990-98

($ million)

ARGUMENTS AGAINST PRIVATISATION

Privatisation, to be successful, requires certain pre-requisites. The way the
disinvestment is pushed through clearly reveals that no adequate homework was
done before the process was set in motion. This explains the reason why the
Government failed to mop up the targeted amount of resources (see Table 18.6). Besides,
privatisation has become an obsession with several people. The way it is sought to be
implemented smacks of a motive which is not just disinvestment of a few PSUs but to
dismantle the public sector itself. This is an unfortunate trend and hence needs to be
checked. In short, there is the need for exercising caution and restraint while
privatising PSUs. Any hasty move in this respect is going to result in avoidable
negative consequences. Several reasons may be advanced in support of this argument.

1. The primary reason for privatisation must be to improve the efficiency of
PSUs. Itis believed that once the units are handed over to the private sector,
they will be debureaucratised, will have professional management and will
improve performance in all respects. Whether this claim holds any water
can be seen if one were to dig for reasons which contributed to the sickness in
the public sector in the first place.

In the first place, enterprises, irrespective of the sectors, would run profitablyy or
otherwise by people. It is the people who matter and not the sector. Ifthe enterprises
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The Strategy So
Far

Including NPV of future earnings on MGAP and lease rentals including
dividend and divi.Tax Copmpanies at Sr.No.5,23,25,26,27,36 are
subsidiaries. The receipt is on account of transfer of cash reserves.
Disinvestment in favour of employees.

** Realisation from call option shares also given to VSNL employees, the
amount of which is not included.

(Source: Department of Disinvestment, GOI)
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'
Disinvestment of
Equity in PSEs

(Source: Prwattsdtton-Lessoné ‘of E&périence by Sunita Kikeri, et al. p.23).

are sick, it is because the people who man them are sick. Unfortunately, all the loss-
making PSUs are manned by such people. These elite few have considered PSUs to
be their private properties meant for personal use. Secondly, where there are bright
spots, bosses in the government and political parties do not leave the bright men and
women to run the enterprises on profitable lines. Thirdly, some of the PSUs are born
with serious defects, locational aspects, for example. As is well known, many
undertakings were set up in backward areas for political reasons. But inadequate
infrastructure which had to be built up, haulage of raw materials from long distances
and transport of finished goods to faraway markets hiked up both project and
operational costs. Often, the labour available in the backward areas was not well
trained to handle technology of the undertaking, with the result that sub-standard
products were dished out which were promptly rejected by buyers. Fourthly, extraneous
reasons often killed the PSUs even before they were born. Many factories, for example,
were set up just because technology and machinery were offered on easy terms by
countries like the erstwhile USSR. The Surgical Instruments plant near Chennai is
a glaring example. For along time, this unit ¢ould not run well because many of the
instruments produced were too big to be used on Indians. The sizes were more
appropriate for Russians. Fifthly, it is a historical irony that many of today’s sick
PSUs are earlier sick private sector units and got nationalised
subsequently. National Textile Corporation Units, Cycle Corporation of
India, Burn and Co. and Jessops and Braithwaite are but a few examples.
Sixthly, nationalised banks have a different story. It is estimated that
more than Rs.25,000 crore are locked up in 'non-performing' assets with
the nationalised banks. This amount, perhaps, represents the default of
many private sector units. In other words, these are loans advanced to
the private sector companies that have been neither repaid nor serviced.

Thus, the reasons for the sickness of PSUs appears to be ad infinitum and most
of them lie outside the public sector (Also read Chapter 17). The sad part of the story
is that till now no serious efforts have been made to cure sickness in the PSUs. All
efforts have been adhoc in nature, providing solutions such as constituting committees,
injection of fresh finances or scattered price increases which were temporary. Now,
privatisation is conceived to be a magic wand to cure sickness, little realising the fact
that what disinvestment results in is mere change of hands.
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2. Astudy made by Dr.Nagaraj (Economic and Political Weekly, Januaryy 16-

23, 1993) adds a new dimension to the myth of the sickness of PSUs and
strengthens our argument that there is need to go slow in privatisation.
Asis well known, one of the arguments toted for privatisation is that the
SUs are mainly responsible for fiscal imbalances in the recent years.
His study reveals that the problem of growing fiscal imbalance is not on
ccount of the declining savings rate of PSUs but due to administrative
epartments.

His study reveals that although overall deficit of PSUs, defined as
et of all financial flows between PSUs and the Government as a proportion
f GDP-increased marginally over the three decades since 1960-91, it is
insignificant compared to the sharp deterioration in the gross fiscal deficit
witnessed since the mid 70s. The widening gap between the two suggests that the
increase in gross fiscal deficit is not on account of PSUs' overall deficits.

According to him, the two measures of budgetary burden estimated are (i) the
sum of governments equity, loans and capital grants to PSUs as a proportion of the
current GDP at market prices, and of (ii) PSUs' gross expenditure (defined as the sum
of intermediate consumption, compensation to employees and gross investments). While
the first measure of budgetary burden has nearly halved to two per cent of GDP since
the mid 80s, the second measure of burden witnesses a fairly steady decline since the
early 60s, from around 35 per cent in 1861-62 to about seven per cent in 1989-90.

Thus, the argument that PSUs are responsible for a major share of fiscal imbalance
holds no water.

3. Privatisation presupposes the prevalence of country conditions-a composite
factor that takes into account the extent to which macro-economic policy
| framework is or is not market friendly and the effectiveness of regulatory
and supervisory institutions. Favourable macro-economic milieu helps
ttract private investors and makes the process feasible. It also ensures
hat privatisation will expand competition and produce efficiency rather
| than simply transfer rents from PSUs to new private owners. Successful
privatisation such as seen in Chile and Mexico began macro-economic
reforms well before privatisation.

It goes to the credit of the present government that it has partly succeeded in
creating a favourable macro-economic environment which is market friendly (partly
because, bureaucratic hassles are still there) and the so called reforms have not
percolated down to the State's level. What any economist or finance minister advocates
has no meaning to an official in an electricity board or water supply board.

A well-defined legal framework is especially important to successful
privatisation. Creating such a framework entails developing important
aspects of business legislation (property law, competition law, corporate
ispute settlement, environmental legislation and so on), defining
property rights, modifying the legislation of PSUs to be divested and
developing laws for organising the privatisation process.

Workers in PSUs, for example, are treated as government servants. Being
government employees, they cannot be legally transferred to the private sector and
transfer is however inevitable in any privatisation programme.
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Similarly, there is also the fear of violation of constitutional provision
which needs to be set right first. The present practice of off-loading
equity to a handful of mutual funds and financial institutions has a
consequence of benefitting a few and denying others of an opportunity to
buy a part of national prosperity.

Legal hurdles of the type mentioned above are several. It is therefore, necessary
to clear these barriers to make privatisation meaningful.

4. Yet another reason in support of the need for going slow stems from the fact
that privatisation requires (i) adequacy of capital market to absorb new
securities, (ii) availability of financial expertise to evaluate the work of PSUSs'
assets and (iii) possibility of undertaking financial and organisational
restructuring to make PSUs' attractive to private investors. It is doubtful
how we score on these three counts.

5. It may be stated that poorly planned privatisation will do more
harm than any good. According to the Adam Smith Institute,
London, many governments in Eastern Europe and in the former
Soviet Union have committed the classic error of selling state
monopolies intact into the private sector, without either breaking
them up or creating mechanisms to regulate their prices. Privatisation
programme ran into disrepute in these countries and has been, therefore,
slowed down considerably.

6. One of the principles of privatisation is that revenue maximisation must not
be the main objective of disinvestments of PSU equity. The objective, instead,
should be to improve efficiency of these units. It is too well known that the
objective of disinvestments to the tune of Rs.11,000 crore is more for revenue
maximisation and not to improve the efficiency of PSUs.

7. Further, privatisation must not result in greater concentration of assets.
Rather the process of disinvestment should ensure greater competition through
more dispersed ownership. Though the process of disinvestment was set in
motion sometime back, still no concrete efforts have been made to disperse
sales widely. What has happened till now is the divested equity-between five
and twenty per cent of the 30 odd PSUs-has merely changed hands within the
Government, i.e., from the Government to mutual funds and financial
institutions which are again owned by the Government. Only a handful of
scrips are listed and trading volumes in them are thin. Having secured these
equities at throwaway prices, mutual funds and financial institutions are
sitting tight on the scrips.

8. Successful privatisation requires the cooperation of labour force
which may not come forward for obvious reasons. Privatisation |
may involve the reduction of work force, retraining, change of
technology or a combination of all which will not be acceptable
to the employees of PSUs. This was demonstrated by the protest
launched by the workers of the Dalla factory of the UP Cement |
Corporation. The agitation against the privatisation move of |
the factory turned violent resulting in the death of nearly 30
workers due to police firing.
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9. Another principle of privatisation is that every transaction of sale must be
transparent. Transparency can be ensured through clear and simple selection
criteria for evaluating bids, clearly defined competitive bidding procedures,
disclosure of purchase price and buyer, well defined institutional responsibilities
and adequate monitoring and supervision of the programme. Lack of
transparency can lead to a political backlog and is often associated with poorly
and very costly sales. There may be a perception of unfair dealing and an
outcry that can threaten not only privatisation but also reforms in general.

That there were irregulatiries in the disinvestment of PSUs was brought out
clearly by the Janakiraman Committee. The question that is being increasingly
asked is whether the Government went about the PSU disinvestment in the right
manner and what were the ultimate gains out of it?

10. Another compelling reason why there is need to go slow in disinvestment is
. the sheer size of the public sector as a whole. There are 233 PSUs with
capital employed standing at 2 whopping Rs.274,114 crore employing
2.17 lakh people. It maybe stated that the entire organised private
ector employs only less than half of this number. Who will absorb
these employees as and when they are displaced?

11. It is stated that the privatisation of enterprises that produce tradables in
competitive or potentially competitive sectors such as industry, airlines,
agriculture and repair operations is easier than privatisation in the non-
competitive sectors and is likely to yield solid and rapid economic benefits as
long as there are no economy-wide distortions that hinder competition. Asa
rule, a government activity can work only if there is monopoly. It cannot
function if there are other ways to do the job-if there is competition. Asis
clear from Table 18.4, many units which operate in the monopoly environment
are put up for sale. This reinforces the argument that the sale of PSUs is
designed to generate revenues and not to improve efficiency.

12. Privatisation to be successful needs strong will on the part of the government
and consensus across political parties. To be fair to the Government, there is
strong commitment to privatise PSUs and to usher in other economic reforms.
But dependence on the Left parties for support makes the government
vulnerable when the chips are down. Nor is there consensus among political
parties about economic reforms. Opposition parties vie with one another in
accusing the government of yielding to the International Monetary Fund (IMF)
dictates and of subjugating economic sovereignty. Clearly this type of
environment is hardly helpful to carry on the privatisation programme.

13. It is generally not realised that the dominance of the public sector has in fact
admirably suited the private sector, saving it from the responsibilities
and the criticisms it would have been exposed had it handled the
| enterprises now run by the former. The farming out of the supply of
{ components, plant and machinery which the public sector undertakings
needed to the private sector enabled it to strike it rich with earnings
which would never have been otherwise possible. While the public sector
nterprises themselves were incurring huge losses, the private sector
firms which were meeting their requirements were having a good time
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with a steady flow of cash. If the disinvestment programme could change this
scenario, it would pin down the private sector to the exacting tasks from
which it had been kept free for decades by the pursuit of a policy aimed at
raising the public sector to the "commanding heights" of the economy. It is
doubtful whether the private sector is prepared to face the challenges (Also
read Box 18.1).
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14. There is no advantage in transferring a public sector monopoly, no matter
how inefficient, into the private sector, where it would become a private
sector monopoly. It cannot improve further the performance of any
undertaking. Inefficiencies in production units are more closely associated
with their being monopolies, rather than with the type of ownership, public
or private.

15.

There is not a great deal that the government can do to ward off foreign
competition, given its WTO obligations, nor can it favour particular firms
in the private sector. Under the circumstances, some of our public sector
enterprises are our best hope for emerging as globally competitive firms.’
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Conclusion

The foregoing arguments do not in anyway constitute uncritical support for our PSUs.
Undeniably, there is an urgent need to restructure them to improve their performance.
But privatisation is not the only way to put the PSEs on the right track because the
private sector is not rosy and glory. There is inefficiency, sickness, nepotism and
corruption even among private sector units.

Further, with the government determined to hold on to atleast 51
percent equity in its PSEs, the question of privatisation does not arise.
What has happened till now is to offload equity upto 20 percent of the
selected PSUs. This exercise has been more in the nature of revenue-
generation than handing over PSEs to private hands.

But the 66 PSEs which have been referred to BIF can be privatised
through any of the first three routes discussed earlier. Here again there |
are three major ‘ifs”: (a) if the BIFR invites take-over bids for any of
these companies as a part of a rehabilitation plan under S.18(4) of SICA, (b) if there
are bonafide bidders whose offer prices are acceptable to BIFR, the banks and the FIs
and (c) if such takeover is not stymied by labour unions through the High Court and
Supreme Court appeals.?

RANGA RAJAN COMMITTEE ON PRIVATISATION, 1993

The Government appointed a Committee under the Chairmanship of Sri.C.Ranga
Rajan to study and recommend new measures to make privatisation more effective.
The Committee submitted its report in 1993.

The major recommendations of the Committee are as follows

DISINVESTMENT COMMISSION

The five-member Disinvestment Commission was set up on August 7, 1996. Its major
tasks have been spelled out as follows:
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Among the guidelines provided to the Commission, important ones have been:

e Commissi pe for reforming PSUs:

— Power to Hive Off Assets: The board of directors of a PSU should be empowered
to hive off a portion of its assets, either as an independent subsidiary or as a joint
venture entity without being subjected to vetting by a government’s decision-making
process.

— Powers to Form Joint Ventures: No permission should be required for a PSU
to form joint ventures, with Indian or foreign companies, in which the partner holds
less than or equal stakes.

— Aolition of Investment Permission from the PIB: The process is time consuming
and leads to heavy cost overruns in PSU projects.

— Power to Fix Salaries of Top Management.

— Introducing Accountability: Salary structures and bonuses of the top
management will be linked to performance parameters of a PSU. Performance
assessment will be carried out at routine intervals.

QUESTIONS

1. What do you mean by privatisation? What are its objectives?
2. Justify the need for the slow pace of privatisation.
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The Small-Scale Industries (SSIs) have a place of pride in our economy. They have a
high potential, among others, for generating employment, dispersal to semi-urban
and rural areas, promoting entrepreneurship and earning foreign exchange. Aware of
this, the SSIs have been accorded a strategic position in the successive five year plans
towards fulfilment of the socio-economic objectives, particularly in achieving growth
with equity. The importance of the small industries sector has been highlighted by
its inclusion in the new 20-Point Programme which has reiterated the need for giving
all facilities to the SSIs.

MEANING

GROWTH OF SSis

Table 19.1 reveals the growth of the small-scale units during 1991-92 to 2002-03.

The number of small-scale units, the volume and range of products manufactured,
the employment provided and the value of exports by these industries have grown
substantially during the last decade. During 1997-98, the production of SSIs was
estimated to be around Rs.500,000 crore at current prices, providing employment to
about 167 lakh persons. The small-scale sector accounts for 44 per cent of the total
exports of our country.

The phenomenal growth in the small-scale industries sector is partly due to the
encouragement, support and guidance given by the government. What the government
has done to promote the decentralised sector and what are its problems are issues
worth examining.
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Growth of SSI
Sector

SIGNIFICANCE OF SMALL-SCALE INDUSTRIES

As we said in the beginning of this chapter, the small-scale sector has a high potential
for providing employment, dispersal of industries, promoting entrepreneurship and

earning foreign exchange to the country. The following points further demonstrate
the importance of small-scale industries.
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1. Small is Beautiful: 'Small is beautiful', said E.F.Schumacher. He maintains
that man’s current pursuit of profit and progress, which promotes giant organisations
and increased specialisation, has infact resulted in gross inefficiency, environmental
pollution and inhuman working conditions. Schumacher emphasises on small working
units, communal ownership and regional work places utilising local labour and
resources. For him, emphasis should be on the person and not on the product.

2. Innovative and Productive: It is the small units which are highly innovative,
though they do not maintain their own research and development wings. “.a
disproportionate share of innovation and success in business seems to come from
‘skunk works’, tiny groups that tend to outperform the much larger labs that often
have a cast of hundreds. We have now, several score examples of effective skunk

~ works™

3. Individual Tastes, Fashions and Personalised Service: Small firms are quick
in studying changes in tastes and the fashion of consumers and in adjusting the
production process and production accordingly.

Small firms seem to have an edge in industries that call for personalised service,
attention to detail and the flexibility to adapt quickly to changes in the business or
technological environment. For instance, in the garments and electronic
fields, the small units have ruled the roost, a chorus of garment and TV
industry voices says that big companies delegate responsibility down the
line and cannot swiftly change the trace when necessary. Says a garment
exporter: “...the garment business is personalised, oriented to changing
fashions and has to be tightly controlled. Professional managers do
not have the motivation for all this. And most people in the electronic business agree
that big firms have so far had limited success because of their lack of flexibility.”

4. Symbols of National Identity: Small enterprises are almost always locally owned
and controlled, and they can strengthen rather than destroy the extended family and
other social systems and cultural traditions that are perceived as valuable in their
own right as well as symbols of national identity.*

5. Happier in Work: People who work in small enterprises are happier in their
work than those who work in large ones inspite of lower wages and poor standards of
safety, comfort and welfare facilities.*

6. Always Winners of the Game: Small companies and new entrepreneurs were at
the forefront of practically every business boom of the last decade, whether it was
computers, television sets, consumer electronics, garments, diamond exports or
advertising. And they frequently put the established large industrial
houses in the shade with the quality of their performance, their ability
to seize business opportunities and their aggressive feeding of burgeoning
markets. Remarkably enough, the giants of the corporate sector fell flat
on their faces in precisely these areas. With losses piling up, the JK
group had to pull out of manufacturing television sets, while the Sarabhai’s Telegrad
limped along. In garments, virtually all the big firms, including the cigarette
behemoth, the Indian Tobacco Company (ITC), tested the waters to call it quits or
retain a small presence in the field.
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7. Dispersal Over Wide Areas: It is only small-scale units which have a tendency
to disperse over wider areas. According to the second All-India Census of small-scale
units, 62.19 per cent of the units are located in backward areas. (Also See box 19.2).

THE CASE FOR SMALL-SCALE ENTERPRISES

Small-scale enterprises have been the subject of controversy in the past and the
controversy continues even to this day. Some are ardent supporters of small
enterprises, while others vehemently oppose them. It would be worthwhile to examine
the arguments favouring the growth of small enterprises. All these arguments have
been briefly summarised in the Industrial Policy Resolution of 1956 which while
emphasising the role of cottage and small-scale industries states:

“They provide immediate large-scale employment; they offer a method of ensuring
a more equitable distribution of the national income and they facilitate an effective
mobilisation of resources of capital and skill which might otherwise remain unutilised.
Some of the problems that unplanned urbanisation tends to create will be avoided
by the establishment of small centres of industrial production all over the country.”
The Industrial Policy Resolution, therefore, puts forth four arguments in favour of
small enterprises:

1. The Employment Argument Emphasizing the employment argument, Karve
Committee 1955 stated: “The principle of selfemployment is at least as important to
a successful democracy as that of self-government.” The argument is
based on the assumption that small enterprises are labour-intensive and
thus create more employment per unit of capital employed. It is also
assumed that the low cost on overheads in such enterprises partly |
compensates for the otherwise high cost vis-a-vis large enterprises. Thus,
it is argued that, let alone capital goods industries and the building up of social and
economic infrastructure where capital intensive projects are a necessity, in other
spheres of production in a developing economy, small enterprises which help to enlarge
the volume of employment with scarce capital should be encouraged.
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2. The Equality Argument The equality argument suggests that the income
generated in a large number of small enterprises is dispersed more widely in the
community than income generated in a few large enterprises. In other
words, the income benefit of small enterprises is derived by a large
population while large enterprises encourage more concentration of
economic power. In this way, small enterprises bring about greater
equality of income distribution. It is also held by some that as most of the small
enterprises are either proprietary or partnership concerns, the relations between the
workers and the employers are more harmonious in small enterprises than in large
enterprises.

3. The Latent Resources Argument This argument suggests that small
enterprises are able to tap latest resources like hoarded wealth. To the extent small
enterprises encourage dishoarding, there is definite gain to the community. Secondly,
small enterprises encourage the growth of a class of small entrepreneurs which
introduces a dynamic element in the economy. There is no evidence of
an overall shortage of small entrepreneurs in India. But the assertion
does not appear to be very sound. Ifthe small entrepreneurs were present
in abundance, then what obstructed the growth of small enterprises?
The growth of an entrepreneurial class requires an environment. Small
enterprises provide that the environment which encourages a growing network of feeder
and complementary relations among plants and firms. It is in this environment that
latent talents of individual entrepreneurs find self-expression in localised innovations
and cost-saving measures. The growth of a very large number of small firms in the
post independence period only highlights the fact that given the basic conditions such
as supply of power and credit facilities, the latent resources of entrepreneurship can be
tapped by the growth of small enterprises only.

4. The Decentralisation Argument This argument impresses the necessity of
regional dispersal of industries. Large enterprises are mostly concentrated in
metropolitan cities. The smaller towns and the countryside, in order to benefit from
modern industrialism, must encourage small enterprises.
Industrialisation of the country can become complete only if it penetrates
into the remote corners of the country. It may not be possible to start
small enterprises in every village, but it is quite possible to select a
group of villages, and start small enterprises to cater to the needs of the
small area from the local centre. The International Perspective Planning
Team rightly pointed out-A policy of trying to implant large amount of industry in the
most backward areas as directly in villages is doomed to fail and cannot be justified
economically. The focus for industrial development under a dispersal policy should be
neither the metropolis nor the village, but rather the large range of potentially attractive
cities and towns between these two extremes. Decentralisation of industrial enterprises
also helps to tap local resources-such as raw materials, idle savings, local talents and
also improves the standard of living in backward regions. Moreover, decentralisation
helps to solve the problems of congestion in the few industrial towns by enlarging the
area of employment. .

To sum up, small enterprises need to be developed along with large enterprises.
This 1s also the accepted policy of the government. No doubt that the employment
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argument has a substantial weight in it, but it would be suicidal to encourage inefficient
small enterprises in the long run. From a long period point of view, the capacity of
small manufacturers to become technically progressive and efficient and develop
competitive strength shall be the only justification for the continuance. In the
intervening period, it would be fair to protect them, and the government should help
to create conditions which facilitate their growth.®

From economic reasoning too there are strong justifications for SSI sectcr. Per-
unit investment, employment-investment ratio, and output-labour ratio are positive
indicators of small sector units.

FACILITIES

Realising the unique place of small-scale industries in our economy, the Central and
the respective State Governments have been providing a variety of facilities for the
growth and development of SSIs. (See Fig.19.1).

A. Policy Initiatives

(i) Small Industry Policies and Incentives

Starting from the Industrial Policy Resolution, 1948, the Central Government has
come out with a total of six resolutions and statements. All the policies gave a thrust
to the promotion of small units through various incentives. These incentives pertained
to financial, fiscal, and infrastructure-related measures targeted at achieving the
growth of the SSI sector.

Every state government or government of an union territory evolves its own
industrial policy which shall be complementary to the policies of the Central
Government. The state governments also design suitable incentives to encourage the
growth of the SSI sector.

There is the policy of reservation of items for exclusive manufacture by small
units. This policy has been made applicable only to those product lines which are
techno-economically suitable for manufacture by SSIs. As on March 1, 2003, the number
is reduced to 674.
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There is also the Preferential Purchase Policy designed to help SSIs to market
their produce better. The Director General of Supplies and Disposal (DGS&D) is
responsible to buy stores from small units and supply them (the former) to different
ministries.

Topping all these is the Small and Medium Enterprises Devlopment Bill 2005
(soon to became an Act). The Bill focuses on the growth contribution of small industry.

(if) Economic Reforms and SSI Policy

Economic reforms initiated since 1991 facilitate the growth of the SSI sector. For
example, foreign direct investment is allowed upto 24% in the equity of an SSI unit.
This inflow of funds results in better financial strength, the upgradation of technology
and promotion of exports.

(iii) Infrastructural Facilities

The Central as well as the State Governments have devised various schemes for the
development of suitable infrastructure to encourage the growth of the SSI sector. The
main schemes of the Central Government include the Industrial Estates Programme,
Integrated Infrastructural Development Scheme and the Growth Centres Scheme.

(iv) Small Industry Clusters

A cluster is a sectoral and geographical concentration of enterprises. It may be a local
agglomeration of enterprises, which produce and sell a range of related and
complimentary products and services. Examples of clusters are found in items like
sports goods (Meerut), glass products (Firozabad) and foundry (Agra).

SSIs operating in clusters derive their strength through a unique sense of
togetherness. They also benefit from backward and forward economic linkages since
such units have similar cultural and social backgrounds.

Clusters provide an active base for business and social interaction. The economies
of agglomeration ensures a network of suppliers that provide raw materials, equipment,
machinery, spares, repair and other services. Clusters encourage specialisation in
manufacturing processes, inter-firm relationships in production, division of labour,
and sharing of information.

The Government of India has evolved unique schemes for the development of
clusters.

(v) Industrial Growth Centres

Growth centres were envisaged, way back in 1988, for the promotion of industries in
backward areas. Once a growth centre has been identified, government provides to it
the best of infrastructure. So far, 66 centres have been taken up and funds for them
have been released by the Government of India to the respective State Governments.

(vi) Marketing

Marketing of products is a serious problem faced by small units. The marketing
infrastructure, as available for SSIs, consists of a combination of agencies and incentives
as shown below:
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(ﬂv'il) Pollution Control

The Water Act, 1974, the Air Act, 1981 and the Environment Protection Act, 1986 are
the three legislations mainly concerned with ecology in our country. Provisions of
these Acts do not apply to SSI units. However, certain highly polluting industries are
required to obtain no objection certificates to establish units, even in the SSI sector.

Subsequently, the Government of India has notified 17 industries, wherein an
SSI unit needs to obtain clearance from the Central Pollution Control Board.

For industries other than the 17, a mere acknowledgement by the State Pollution
Control Board of the application form would serve as consent for an SSI Unit.

(viii) Women Entrepreneurs

The term 'Woman entrepreneur' signifies that section of the female population who
venture out into industrial activities. With the passage of time, awareness has
motivated women to start their own enterprises and contribute to the family income.
According to the Survey of Manufacturing Enterprises 1994-95 , there were more
than two million women-owned proprietary units in our country. The activities covered
by these units include food products, beverages, textiles, jute, wood, leather, chemicals,
metals, transport equipment, printing, hosiery and several others.

In order to promote and develop units owned by women, a number of exclusive
facilities have been provided. The Small Industries Development Organisation (SIDO)
has been conducting development programmes for the women entrepreneurs.

In view of the changing outlook for the promotion of women enterpreneurs, the
SSI Board in 1991 revised the definition of women entrepreneurs by omitting the
condition of employing 50 per cent of women workers. This provided a boost to women
entrepreneurs to take up businesses and avail of facilities as are applicable to all
SSIs.

SIDBI too has been encouraging women entrepreneurs. The Bank has designed
programmes, with a focus on women, viz., Mahila Vikas Nidhi, Mahila Udyam Nidhi,
Micro Credit Scheme and Women Entrepreneurship Development Programmes.

Special recognition has been given to encourage women entrepreneurs in Andhra

Pradesh. The State has set up an exclusive industrial estate for women in Ranga
Reddy District.
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B. Institutional Support

Series of institutions have been set up by the Central Government, State Governments,
industry associations and non-government organisations. .

Central Government Network

Institutions set up by the Central Government include Small Scale Industries (SSI)
Board, Small Industries Development Bank of India (SIDBI), Small Industries
Development Organisation (SIDO), Smal! Industries Service Institutes (SISIs), Product-
cum-Process Development Centres (PPDCs), Regional Testing Centres (RTCs), Central
Footwear Training Institutes (CFTIs), National Small Industries Corporation Ltd.
(NSIC), Technology Transfer Centre (TTC) and National Productivity Council (NPC).

Institutes established by respective state governments include District Industries
Centres (DICs), State Financial Corporations (SFCs), Small Industrial Development/
Investment Corporations (SIDCs/SIICs), State Small Industries Development
Corporations (SSIDCs) and Technical Consultancy Organisations (TCOs).

Institutional support network made available by industry associations include
the Confederation of Indian Industry (CII), Federation of Indian Chamber of Commerce
and Industry (FICCI), Consortium of Women Entrepreneurs of India (CWEI), Indian
Council of Small Industries (ICSI) and the like.

Beside the Central and State Governments and industry associations, there have

been set up NGOs in different states to provide financial assistance, information,
training, marketing support and legal advice to SSIs.

(C) Credit Dispensation

Availability of timely and adequate financial assistance is vital for the growth of SSI
units. A multi-agency credit structure to fill the financial needs of small scale units
has evolved over the years (See Box 19.3). The structure available for credit dispensation
is as follows:

Apex Level Institutions
¢Small Industries Development Bank of India (SIDBI)
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Banks

¢Commercial Banks (CBs)
*Regional Rural Banks (RRBs)
*Co-operative Bank (State, Central and Primary)

State Level Institutions

. State Financial Corporations (SFCs)

. State Industrial Development Corporations (SIDCs)/State
Industrial Investment Corporations (SIICs)

. State Small Industries Development Corporations (SSIDCs)

PROBLEMS AND REMEDIALS

Thus, the facilities available to small industrial owner/manager are varied. Right
from the stage of inception, all aspects of the small unit, viz., production, marketing,
finance, training, export, modernisation, turning around in case of sickness and others
are taken care of by the government. It looks as though you should only make up
your mind to start a small unit, you will be automatically raised to the status of an
industrialist, just as you are pushed to the other end of the road by a huge and thick
crowd, provided you allow yourself to be jostled.

But it is ironic that there are not many takers, though several facilities are
available. One is tempted to question the educated youths why they should not grab
the facilities thrown open by the government and start small-scale units instead of
lining up before the employment exchanges for jobs.

If there are not many takers, there are supporting reasons. In other words,
problems of the SSI sector are many and serious as explained below.

1. The expansion of the SSI sector till now has been policy-driven. Raising the
assets limit, increasing the reservation net and providing concessions and subsidies
have contributed to the enormous increase in the number of small scale units, many
of them turning sick subsequently. If some units have prospered, it is because of the
dynamism of the owners-managers. Successful entrepreneurs do not know what a
small unit means. Nor are they aware of the reservation net (It is estimated that
only 22 per cent of units have benefited from reservation). It is time that the policy-
driven measures are replaced by more forward-looking and entrepreneurial-oriented
measures like : (a) favouring the growth-oriented and viable units and the units
satisfying the socio-economic norms; (b) fostering more of the clustered units to reinforce
backward and forward linkages; (c) relying exclusively on assistance related to raw
materials, marketing, machinery, technical advice etc., sparingly and (d) offering
timely and adequate assistance.

2.In today’s environment, it is performance and not protection that is at the top
of agenda of any SST unit. In order to achieve performance, small scale units require
efficient and willing human resources. Since small scale units cannot offer the kind
of packages that large companies can, they lose personnel. Remedial measures are
needed to check high employee turnover in small units.

3. Sickness is a perennial problem afflicting the SSI sector. Table 19.2 shows
the extent of sickness among small scale units. (See Table 19.3 for different causes).
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 Table [EER
Closed Shop:

Plagued with
Problems
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Units

(Source: Reserve Bank of India, Handbook of Statistics on the Indian Economy,
2003-04)

(Source: Second Census of Small Industries Report).

The causes for sickness are several as Table 19.3 shows. Whatever the causes,
sickness needs to be tackled with urgency.

4. Finance has been a bugbear. Commercial banks have been fulfilling only
partially their commitment to the SSI sector. Even while assessing small units,
banks play safe by using conventional, objective yardsticks without appreciating the
owner-entrepreneur-his enthusiasm, dynamism and innovative ability.

State Finance Corporations (SFCs), which lend long-term funds, have also become
strict about lending particularly since many are deeply troubled by their own
profitability concerns.

Nor small units can access capital market because of their size and costs involved.
The Over the Counter Exchange of India (OTCEI), promoted as the small company’s
option, still excludes most of the small sector.

Lending agencies need relax their evaluation methods and be generous in extending
credit to the worthy units (See Box 19.4 for expert committee recommendations).

5. The other problem is marketing. Small firms often do not have the resources
for serious marketing efforts. A market development fund may be set up by the
government to solve the marketing problem. Alternatively, the government could
itself market products of small units under a common brand name. Government need



Small Scale Industries 349




350

Essentials of Business Environment

not shy away from intervention although the present trend is non-intervention in
economic activities.

6. Technology modernisation has become a problem particularly because of the
asset limit being fixed at Rs.60 lakh for definitional purpose. To circumvent this
problem, several entrepreneurs set up new units with modern technology leaving the
old ones to languish.

In order to meet a long-standing demand, the government is now considering twin
packages for the reserved and non-reserved sectors. First, the investment limit is
likely to be raised to Rs.1.5 crore for units falling under the reserved net and Rs.5
crore for those falling outside. The logic is that since excise concessions stop after a
unit reaches the Rs.two crore turnover limit, the revenue loss will not be high. Units
will be able to start with modern technology, or upgrade the existing one. Small units
might also choose to consolidate multiple units.”

7. There are endless hassles from the government and other agencies, who are
otherwise meant for encouraging the development of the small scale sector. There are
30 to 40 inspectors from various departments visiting an average unit. The
entrepreneurs are also confronted with cumbersome procedures. To the credit of the
governments, both Central as well as State, are trying to minimise inspectors and
reduce procedures (See box 19.6).

8. There are a plethora of agencies (see Fig.19.1) offering advice, training, expertise
and other support systems for small units. Unfortunately, most small units are
unaware of what is available to them. Further, the agencies are content with providing
existing infrastructure to the small units. The bodies must become more aggressive,
mobilise resources and assist the growth of the small units.

9. Economic reforms will affect the fortunes of small units badly. This will be
particularly true of the units which are engaged in the production of consumer goods
without the benefit of any brand advantage. The new product launches of giant
corporations will sooner or later encroach severely on the small segments of consumer
markets which have hitherto been the sheltered domain of the SSI units.

10. The organisational base of many of the SSI units has remained weak in terms
of what the emerging competitive conditions will warrant. The recent transformation
of the Indian capital market has not benefited the SSI sector which continues to operate
as proprietory concerns. If they are to access capital markets, small units must
restructure their ownership forms into corporate outfits. This also implies that the
SSI units must grow in size to become corporate entities.

11. Much of the current crisis faced by the SSI sector is the lack of clarity with
regard to the nature of an SSI unit. There has been a proliferation of definitions of
SSIs (See box 19.1) and consequently, many small entrepreneurs are not sure whether
they fit into the government's definitions.

Ancillary units (with the stipulation that they should not be subsidiaries of other
industrial units) hardly number 8,000 out of the nearly 24 lakh SSI units. Infact, it
is this sub-sector which holds much promise for the emergence of sub-contracting as
a major strategy for competitive positioning of our industry. Unfortunately, these
units are likely to be lumped with other loosely-defined units for the purpose of benefits.®
This problem needs to be tackled immediately.



