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Abstract: Every economy has to answer three questions; what is to be produced? How to be produced? For whom to be produced? A 
capitalist economy relies on the basis of market forces of supply and demand. A socialist economy answers that government should 
decide what to be produced in accordance with the needs of society, how goods are produced, and how they should be distributed. 
Most economies of the world are mixed economies with the goal of social welfare, in this social welfarist economy or state, the 
government and the market together decide the reply of these three questions. India after the independence opted mixed economy as 
its own path. But in the course of time India faced a financial crisis in 1991 and correspondence to this, India liberalized its economy. 
After this, in the contemporary year, India is moving towards a free economy for meeting its aspiration of a 5 trillion-dollar economy 
and to become self-reliant. So, disinvestment is an effective instrument to meet this aspiration. The major objectives of writing this 
research paper are to analyze the system and give an insight into disinvestment, its challenges, concerns, and its role in Indian 
economic development. 
 
Keywords: Disinvestment, Privatization, PSUs, Economy, Atmanirbhar Bharat, Government, Reform, Etc. 
 
Introduction: Disinvestment plays a vital role in balancing an economy and enlarging the size of the economy. We can see it in three 
terms of amelioration: Firstly, it is a tool of public sector reforms, Secondly, it is a part of economic reforms and thirdly as a tool of 
resource and assets management. With the aspiration to make a 5 trillion $ economy and Atmanirbhar Bharat, India should put greater 
focus on disinvestment. There are many hurdles in terms of financial as well as infrastructural conditions in enlarging the size of the 
economy. 
 

So, disinvestment is the corresponding solution to both these existing problems. Disinvestment is double blessed for the 
Indian Economy. On one side it lowers the burden of government and on the other side, it generates assets or resources for the demand 
of more relevant and targeted development. The disinvestment strategy promotes strong performance and productivity and opens up 
the ability of companies to create wealth. This would have a repetitive effect on other sectors of the economy. Through aggressive 
disinvestment, ideally through a strategic sale, CPSUs can be made more profitable, efficient, and professionally managed. 

 
        1.1. Definition of Disinvestment: The definition of Disinvestment can be very clear if we can make a distinction of disinvestment 

between investment and privatization. Investment refers to the transformation of money or cash into securities, bonds or other money 
claims, while disinvestment involves the transformation of money claims or securities into money or cash. In many settings 
disinvestment ordinarily alludes to the deal from the public authority part of the way or completely, of a state-possessed undertaking. 
The same is done by the privately-owned company also for raising resources to meet its general or special needs.  
1.2. Disinvestment VS Privatization: Now we should clear a semantic problem that is the difference between disinvestment and 
privatization. Privatization refers to a change of ownership followed by a change in management but disinvestment need not always 
refer to a change in management. Disinvestment is a dilution of the share of the public authorities in PSUs which is less than 50% 
whereas in privatization dilution of the stake of the government is more than 50%. It means privatization implies disinvestment but 
disinvestment does not necessarily imply privatization. 
2. Reasons behind Disinvestment: There are two kinds of significant reasons presented behind disinvestment. The first is to meet the 
budgetary needs and the second one is to improve the efficiency of the PSUs. The fiscal support arguments run as follows: 
Government’s resources are limited. There is one prominent reason behind it that there is a lower tax collection base and higher 
expenditure. But these limited resources should be expended on social welfare such as health, family welfare, water and sanitation, 
social and infrastructural development. So, more resources should be provided to this socially importance sector. In New India the 
endeavor and vision of the individual is growing day by day. So, demand on governments both at centre and state are increasing. 
There is a need of expansion of the activities of the state in priority regions. It is, therefore, a requirement to raise some additional 
resources by a legitimate means by Disinvestment. 
 

Where the matter of concern about second reason for disinvestment is means improve the efficiency of PSUs. When 
government disinvests any PSU then due to dilution of its stake, more public players enter in that PSU as a resultant 
professionalization takes place in management subsequently it transforms the efficiency of the company. Along with this 
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technological up-gradation and healthy compilation within and with the company are an additional benefit for tripartite government, 
PSU, and consumers. Regardless of whether the degree of disinvestment is not exactly 50%, the controls of the PSU remain in the 
government’s hands. But the inclusion of private ownership makes a salutary effect on the functioning of an enterprise. It increases the 
accountability of management; their investors have assumptions regarding profits from their speculations and their assumptions to be 
satisfied. This will compel them to run more efficiently and earn more profits. Hence, we can say that Disinvestment can be viewed as 
an apparatus for improving financial productivity. 
3. Disinvestment from the Past to Present: In the years after independence, India pursued the path of development in which the 
public sector was expected to be the engine of growth. However, the public sector grew out of control and its shortcomings manifested 
themselves in the form of a low-capacity utilization rate and low efficiency. There are many causes including the over-manning, low 
work ethics, overcapitalization due to substantial time and cost overruns, inability to innovate lack of quick and timely decisions, large 
interference in the decision-making process, and so on, behind this. Hence, the government pursued the path of disinvestment since 
1991. 
3.1. Period from 1991 to 2001: In 1991, 31 chose PSUs were disinvested for3038 crores. In August 1996, the Disinvestment 
commission led by G.V. Ramakrishna was set up to prompt, oversees and screen to persistent disinvestment of Indian PSUs. This 
commission seized to exist in May 2004. After that in 1999, a separate department was established as the Department of 
Disinvestment. It was later renamed in 2001 as the Ministry of Disinvestment. Since May 2004, the Disinvestment Department has 
been one of the departments under the finance ministry. 
 

In this phase, an aggregate target of 54300 crores had to be raised from the disinvestment of PSUs. While it could be 
managed just 20078 crores means approximately less than half. Some companies, which were disinvested in this era, were IOC, 
BPCL, HPCL, GAIL & VSNL, etc. 
3.2. Period from 2002 to 2004: In this era, the greatest number of disinvestments occurred. These took in the form of either strategic 
sales or a proposal for sale to the public with the government still retaining the management control. Some of the companies, which 
were witnessed strategic sales, included “Bharat Aluminum Co. Ltd., CML Ltd., Hindustan Zinc Ltd., Maruti Suzuki India Ltd., Tata 
Communication Ltd., HTC Ltd., etc.” During this period, against an aggregate target of 38500 crores, the Government managed to 
raise 21163 crores approximately. 
3.3. Period from 2005 to 2009: The issue of PSUs and disinvestment remained a combative issue through this period. As a result, the 
disinvestment agenda stagnated during this period, with only 8515 crores managed by the government in this era. 
3.4. Period from 2010 to 2021: A steady government and further developed financial exchange conditions at first lead to a restored 
push on disinvestment. In this period, disinvestment had been witnessed in companies named NHPC Ltd., Oil India Ltd., and NTPC 
Ltd. Etc. through public offer. 
 

Anyway from 2011 onwards disinvestment action dialed back extensively as against an objective of 40000 crores, the 
government was able to raise only 14000 crores but this slowdown improved in subsequent years. Against the target of 30000 crores, 
23857 crore was able to manage in 2012-13. In 2013-14, 21321 crores against a target of 54000 crores were achieved. The achieved 
target dropped to Rs. 24,338 crores against a target of Rs. 58425 crores in 2014-15. In 2015-16 the Government raised Rs. 32210 
crores against a target of Rs. 69500 crores (Revised Target: Rs. 25312 crores) and Rs. 46,378 crores against a target of Rs. 56500 
(Revised Target: Rs. 45500 crore) in 2016-17. In 2017-18, some steep improvement had been done and the Government raised Rs. 
100642 crores against a target of Rs. 72500 crores (Revised Target: Rs. 100000 crores) and Rs. 87513 crores against a target of Rs. 
80000 in 2018-19. In 2019-20 the Government was raised Rs. 50294 crores against a target of Rs. 90000 crores (Revised Target: Rs. 
105000 crores, further the target revised and down to Rs.65000 crore) in 2019-20. 
4. Issues Arises in Disinvestment: Following issues are arises in disinvestment- 

A. There is no transparency in the procedure of valuation of PSUs. 
B. There is no expert agency cross-checking the valuation made by the merchant banker and the parameters used in the process of 

valuation. 
C. The proceeding of disinvestment creates a private monopoly in place of a public monopoly. In a public monopoly there is 

accountability to parliament but in the case of a private monopoly, there is no such accountability.  
D. The methodology of disinvestment is always questionable. Earlier the government followed the policy of open auction sales. 

This method gave an excellent result in 1994-95 when realization was Rs. 4843 crores against the target of 4000 crores. But 
later in 1999-2000, the government has shifted to strategic sale with the argument that the auction method is dilatory and takes 
a so much time to complete the disinvestment process. Along with this how should the interest of workers be safeguarded? Is it 
desirable to disinvest profit-making PSUs? These all questions have arisen in the process of disinvestment. 
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5. Pros and Cons of the Disinvestment: Pros and cons of disinvestment have no explicit answer but it has overlapping 
incense, we can see it in three aspect-first is the positive and negative impact on government, second is the positive and 
negative impact on corporate & third is the positive and negative effect on society. 

 
Where is the matter of concern about the positive negative impact on government, we can see it one by one- Positive effect on 

government can be divided into two parts-first is directly gaining a capital asset and second is indirectly gained of broad tax collection 
base. When the government disinvests any PSU, then it gains a proper amount of assets, and these assets can be used by the 
government, as G.V. Ramakrishna committee recommended, retiring public debt, restructuring PSUs, developing the social 
infrastructure, Voluntary retirement scheme. Where is the matter of indirect benefit that is gaining of broader tax collection base, it 
can be a benefit for budgetary needs, balancing fiscal deficit and targeted development. Payment of debts is a major challenge for 
India’s economy. Near about 40% of the budget in a financial year goes for the repayment of debts and payment of interests on these 
debts. But the effective positive factor of the disinvestment is that it can be helpful to the repayment of debts and this will strengthen 
to go out the debt trap of the Indian economy, subsequently, India’s economy will grow unprecedentedly. One additional benefit of 
disinvestment is related to the governance issue. In governance, there is red-tapism, corruption, inspector raj & so on, but by the 
disinvestment, the motto of minimum government and maximum governance will take place and this will effectively reform the 
problems of governance. 

 
Where the matter of the negative effect of disinvestment on the government is that disinvestment will increase the role and 

decision-making process in PSUs of private players, as a result, it will create pressure on the government to affect the interest of 
stakeholders. Further, it will also create crony capitalism. 

 
The impact of disinvestment on the corporate sector is that disinvestment creates an opportunity for private players to invest 

their capital and generate benefits. This is possible due to the private work culture and professional management. In this context due to 
disinvestment Optimum utilization of resources, exchange of innovative ideas, technological up-gradation according to requirements, 
effective skills, all things make this system produced as a result private sector will achieve benefit and cost-effective investment. 

 
Due to disinvestment, it can result in over competitiveness and this over competitiveness will enhance the price war, 

subsequently, this will go to the low price as a result interest of the corporate will harm in terms of profitability and overall growth of 
the corporate also. 
                                           

Where is the matter of concern about the societal effect of disinvestment the positive impact on society is that the services 
which are provided by the private players will be effectively managed and a proper service delivery system will be applied to the 
largest sector of the society? Due to disinvestment, the benefit of the price war will also benefit the larger sector of society. Due to 
disinvestment as a tool of asset management, it generates assets and finally, these assets make beneficial to the society by social 
welfare scheme, which will be provided by the government. 
 

In terms of negative impact on society is that private players will gain bargaining power in determining public policy like labor 
laws and this type of bargaining is a big challenge for labor rights. Due to disinvestment technological up-gradation and establishment 
will increase it will be resultant of displacement of manpower ultimately this will increase the unemployment. Here production is not 
done by the masses but it follows mass production. Private players will also evaluate growth in terms of profitability and this trend is 
harmful to overexploitation of natural resources and obstacles in sustainable development. 
6. Impact of Disinvestment on PSUs in Pre & Post Era: The impact of disinvestment on PSUs has been comprehensively analyzed 
in Economic survey 2019-20, Volume-1, here in terms of net worth, net profit margin, and sales growth year to year in % and gross 
profit per employee are described in following figures- 
 
 
 
 
 
 
 
 
 
 



 
Cover Page 

  

  
 
DOI: http://ijmer.in.doi./2022/11.01.126 

            

 

ISSN:2277-7881; IMPACT FACTOR :7.816(2022); IC VALUE:5.16; ISI VALUE:2.286 
Peer Reviewed and Refereed Journal: VOLUME:11, ISSUE:1(7), January: 2022 

Online Copy of Article Publication Available (2022 Issues): www.ijmer.in 
Digital Certificate of Publication: http://ijmer.in/pdf/e-Certificate%20of%20Publication-IJMER.pdf 

Scopus Review ID: A2B96D3ACF3FEA2A 
Article Received: 2nd January 2022   

 Publication Date:10th February 2022 
Publisher: Sucharitha Publication, India 

 

 
38 

 

Table 1: Net Worth (Rupees in Crore) 

 
 

Table 2: Net Profit (Rupees in Crore) 
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Table 3: Gross Revenue (Rupees in Crore) 

 
 

Table 4: Return on Investment (percent) 
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Table 5: Return on Equity (percent) 

 
 

Table 6: Net Profit Margin (percent) 
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Table 7: Sales Growth Year to Year (percent) 

 
 

 
Table 8: Gross Profit/Employee (Rupees in Lakh) 

 
 

7. Atmanirbhar Bharat & Vision of 5 trillion $ Economy by Disinvestment: PM Narendra Modi in 2019 envisioned making India 
a USD 5 Trillion economy and a global economic powerhouse by 2024-25, by achieving this India would become the third-largest 
economy in the world. So, fulfillment of this vision it is necessary to emphasize the infrastructure spending monetization of assets, 
ramping up of capacity in the healthcare sector and agricultural sector among others. So, the government has set the foundation for 
lifting the Indian Economy from under 3 trillion to 5 trillion $. Government should focus on making India Atmanirbhar by investing 
big in infrastructure, manufacturing, and healthcare sector, and to achieve this target, the country needs to spend about 1.4 trillion 
USD on infrastructure, The Economic Survey said. To prevent the lack of infrastructure from becoming a binding constant on the 
growth of the Indian economy, investment in infrastructure is necessary for the economy, as power shortage, inadequate transport, and 
poor connectivity affect the overall economy. To address these problems financial need is a challenging fact of the Indian Economy 
but the solutions like disinvestment in PSBs, insurance companies are very important sectors in particular and roads, ports, airports, 
railway, power generation, and transmission, Natural Gas Pipeline, sports stadium and telecom are very general sector for 
disinvestment purpose. 
 

There is one alternative privatization and disinvestment also that is envisioned by NITI Ayog. Here, it is targeted that a 
collection of the aggregate potential of ₹6 lakh crore through core assets of the central government over 4 years from the financial year 
2022 to 2025. Monetization of assets based on the idea of creation through monetization is aimed at tapping private sector investment 
for development of new infrastructure. This is necessary in order to create new job opportunities, thereby enabling higher economic 
growth and seamlessly integrating the rural and semi-urban areas for overall public welfare. 
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As the aforementioned data has shown about the privatization as mentioned in Economic Survey 2019-20, conclusively we 
can say that disinvestment/privatization is an instrument like NMP are beneficial for the financial health of the Indian Economy. So, as 
a strategy of disinvestment is a tool for asset management for targeted development and makes India Atmanirbhar and by the proper 
use of this asset management, it recapitalized the infrastructural development push and finally, it will create a multiplier effect on the 
Indian economy in terms of employment, growth, social security and development. These all things will happen because of the 
investment in health infrastructure, social welfare scheme, educational infrastructure, and ultimately these all things will give a push 
of Indian economy to jump for under 3 trillion to 5 trillion $ economy by 2025. But it can be possible with the fair utilization of 
disinvestment proceeds, the government should not miss their budgetary needs, and proceeds of disinvestment should not go to the 
consolidated funds of India. As the government said on 9 December 2002, due to strong public pressure, it would set up the 
disinvestment proceeds funds to provide a transparent framework to the government's commitment to the utilization of disinvestment 
proceeds for the social and infrastructure sector. 

 
8. Conclusion: For the aspirational target of 5 trillion USD economy and Atmanirbhar Bharat, disinvestment is an appropriate move 
towards the right direction of the Indian economy. But India should rationalize its disinvestment on the procedural level and 
appropriate utilization of using resources in debt retirement and social infrastructure in place of maintaining fiscal deficit. We should 
alternatively evaluate the effect of disinvestment by monitoring development instead of growth. If gained assets are used in combating 
a gap between development and growth then it will be a meaningful initiative otherwise meaningless. 
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