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General Studies – 3; Topic: Effects of liberalization on the economy, changes in industrial 
policy and their effects on industrial growth. 

Strategic Disinvestment of PSUs 

1) Introduction 

• The government announced that it would sell stakes in several public sector undertakings (PSUs) 
and even give up management control in some. 

• The move is expected to raise as much as Rs 1 lakh crore. 

• A strategic sale by a government is one where the management control is ceded to the buyer. 

2) Why do governments divest stake in public sector undertakings? 

• Some believe that “the government has no business being in business”. 

• The government’s role is to facilitate a healthy business environment 

• To earn additional income from the proceeds of a stake sale. 

• The government has to spend higher amounts on infrastructure to boost economic growth, along 
with its commitments on health and education. 

• India is currently facing an economic slowdown in which indirect tax collections are below par. 

• The government has cut corporate tax rates. As a result of cut and to-be-cut tax rates, the 
government would have less and less cash for its own expenditure in infrastructure and the social 
sector. 

• Disinvestment proceeds will be critical for the government to stick to its Fiscal Deficit target. 

• If the fiscal deficit goes out of hand, global rating agencies lower the country’s investment grade 

• This would make any future foreign currency loans costlier. 

• Here is where proceeds from strategic sales give the government extra spending cushion. 

3) Need for Strategic Disinvestment 

• Government presence distorts competitive dynamics for private players. 

• Economic potential of such entities may be better discovered in the hands of the strategic investors 
due to various factors, e.g. infusion of capital, technology up-gradation and efficient management 
practices 

• It also results in consumers and taxpayers bearing the brunt of inefficient PSU operations. 

• Success stories like Hindustan Zinc’s, which has seen a hundred-fold increase in its profits, since its 
takeover by Vedanta in 2002. 

4) New Strategic Disinvestment Process 

• Department of Investment and Public Asset Management (DIPAM) under the Ministry of Finance 
has been made the nodal department for the strategic stake sale. 

• This was done with a view to streamlining and speeding up the process and reducing the role of 
administrative ministries. 

• DIPAM and NITI Aayog will now jointly identify PSUs for strategic disinvestment. 

5) Concerns / Challenges 

• At some point there would be nothing left to sell and cushion the fiscal deficit with 

• It has been unsuccessful to sell the debt-laden and loss-ridden airline for a while now. 

• Bharat Sanchar Nigam Limited, which made a loss of ₹7,500 crore for the first half of this fiscal, may 
not find a buyer easily. 
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• Protest from PSU insiders 

• The risk of cronyism. 

• There is opposition on grounds of interest of stakeholders (for example, employees of CPSE) or 
ideology (for example, those against privatisation). 

• Even if an open and competitive process is run, a challenge in courts cannot be avoided. 

6) Way Forward 

• The strategic sale process needs to be transparent with a minimum reserve price that does justice 
to the valuable assets being auctioned off. 

• A third-party valuation of every PSU’s assets and a minimum number of bidders, can be necessary 
pre-condition with each sale. 

• Spending the sums raised from such strategic sales in long-term infrastructure assets that can yield 
enduring returns to the economy. 

• Government can redirect these disinvestment proceeds into National Investment and Infrastructure 
Fund. 

• The government should look into strengthening the regulatory framework that ensures efficient 
market conditions. 
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