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Abstract

Disinvestment of Government’s equity is a method in which equity capital owned by the Govt. is
withdrawn either in fraction or in whole. From the pecuniary year 1991-92, the Govt. of India
started the process of disinvestment in CPSEs. The basic law behind divestment is to augment
wealth, encourage broader civic participation and to achieve enhanced market responsibility.
The essential goal of disinvestment is to make sure best use of nationwide capital and to expand
prolific effectiveness of the enterprises. A Public Sector Enterprise (PSE) refers to an enterprise
that is owned and proscribed by the Government. In this type of enterprise, investment is made
wholly or partially by the Govt. The basic goal of a public enterprise is to deliver commodities
and services to the society at a reasonable price, apart from earning profit. In this backdrop, the
current study is an effort to enquire the liaison between and aggregate disinvestment receipts and
aggregate operating profit of the CPSEs in India during the study episode 2010-11 to 2019-20.
Both positive and negative liaisons are observed between aggregate disinvestment receipts and
aggregate operating profit of the CPSEs in India during the study episode, although the outcome
is found to be noteworthy for the entire study episode. In finale, it may be concluded that the
process of disinvestment considerably helps the Indian CPSEs to augment their operating profit
during the entire period under study.
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Prologue

Disinvestment of Government’s equity is a method in which equity capital
owned by the Govt. is withdrawn either in fraction or in whole. From the
pecuniary year 1991-92, the Govt. of India started the process of disinvestment
in CPSEs. The basic law behind divestment is to augment wealth, encourage
broader civic participation and to achieve enhanced market responsibility. The
essential goal of disinvestment is to make sure best use of nationwide capital
and to expand prolific effectiveness of the enterprises.

A Public Sector Enterprise (PSE) refers to an enterprise that is owned
and proscribed by the Government. In this type of enterprise, investment is
made wholly or partially by the Govt. The basic goal of a public enterprise is
to deliver commodities and services to the society at a reasonable price, apart
from earning profit. Under PSEs, the Central Public Sector Enterprises (CPSEs)
occupies a noteworthy position in the Indian economy. The CPSEs in India
began their voyage with only 5 CPSEs. As on March 2019, there are 348 CPSEs.
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The CPSEs are viewed as tactical enterprises in
the formation of a nation. They supply necessary
wares and services. Moreover, they occupy a
considerable market position in essential segments
like petroleum, electricity, steel, mining, etc.

Literature Review

Mishra, R.K.and Nandagopal, R.(1989), indicated
that the procedure of privatization in the industries
could make welfare for most of the customers. Galal,
A. et al. (1994), stated that the problems related
with transition cannot be attributed to privatization.
However, economic recital discovered enrichment
in profitability and sales competency. Megginson,
W.L. and Netter, J.M. (2001), stated that companies
in which privatization took place were more efficient
and achieved improved fiscal wellbeing. Gupta,
K.L. and Kaur, H. (2004), observed that ailing PSEs
should be clogged through the sale of their assets.
Such seriously ailing PSEs were restricted to those
PSEs which were formerly taken over as ailing units
from the private segment. Therefore, these PSEs
became a focal matter for shoddy recital of the
PSEs.

Nagaraj, R. (2005), observed that monetary recital
is unlikely to be pretentious by disinvestment since
the Govt. would go on to be the foremost investor.
The cram recommended that disinvestment may lead
to optimistic outcome in the country provided the
organizations work in a cutthroat milieu. Singh, G.
and Paliwal, D. (2010), revealed that working recital
of the cutthroat firms that are related to revenues and
earnings had reduced in the post-disinvestment phase.
However, the monopoly units were competent in
terms of income. Seema, G., Jain, P.K., Yadav, S.S.,
and Gupta, V.K. (2011), stated that the process of
disinvestment did not brought favourable outcomes
in terms of parameters selected in the study. The
unsatisfactory performance of the divested CPSEs

may be attributed to high level of intervention in the
working of the CPSEs by the Govt., surroundings
limitations, etc. Menaka, R. (2015), assessed the
fiscal recital of Navratna companies in Indian
CPSEs. The researcher stated that CPSEs played
an important part in the fiscal escalation process.
George, E. and Vinod, R. (2016), observed that
expansion pace of loss creation CPSEs augmented
at an escalating pace, whereas expansion pace of
profit creation CPSEs augmented at a diminishing
pace. Achini, A. and Begum, S. (2018), in their
research paper showed that disinvestment had lead
to momentous collision in Maharatna companies,
whereas insignificant collision was observed in
Navratna companies. Choudhary, V.K., Singh, K.
and Gupta, V. (2021) revealed positive collision on
financial recital in the Indian CPSEs. Nevertheless,
income, leverage, and operational efficacy of the
CPSEs did not change drastically.

Study Objective

The principal objective of the study is to enquire
the liaison between and aggregate disinvestment
receipts and aggregate operating profit of the CPSEs
in India.

Premise of the Study

* H; There is no momentous liaison between
aggregate disinvestment receipts and aggregate
operating profit.

* H,:H,is untrue.

Research Blueprint

Sample: Based on the accessibility of data, the
sample of our cram comprises of CPSEs that are
functioning in India. However, it excludes PSEs
that are running on a departmental basis, indemnity
organizations, and banking organizations.

The year-wise numeral of working CPSEs for the
chosen cram episode is shown in Table 1 below:

Table 1 Number of Working CPSEs

Vears 2010- | 2011- | 2012- | 2013- | 2014- | 2015- | 2016- | 2017- | 2018- | 2019-
1 12 13 14 15 16 17 18 19 20
No.of Working |50 1 55 | 220 | 234 | 235 | 244 | 257 | 257 | 249 | 256
CPSEs

Source: Yearly Reports of PEs, Dept. of Public Enterprises, Govt. of India.
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Study Epoch: The study epoch is chosen from
2010-2011 to 2019-2020. Furthermore, the whole
study epoch is sub-divided into two sub-periods
which are shown below:

First sub-period: 2010-11 to 2014-15, and

Second sub-period: 2015-16 to 2019-20.

Data Source

Resultant statistics is used in the study. The
relevant data is composed from available yearly
information of the Public Enterprises Survey, Govt.
of India. Aggregate data is taken in order to reach at
a meaningful conclusion.

Methodology

The liaison between aggregate disinvestment
receipts and aggregate operating profit of the CPSEs
is tested by Karl Pearson Correlation Coefficient (1)
which is articulated in the subsequent way:

r=[n(Exy) - (2x) (Ty) ] = [VnZx2 - (Zx)2  x
VnZy2 - (Zy)2 ]

The significance of the experiential correlation
coefficient (r) is measured by ‘t’ test. The ‘t’ value is
presented below:

t=[rVn-2]=[N1-r2]

The ‘t’ value follows Student’s ‘t” allocation with
(n-2) d.f.

Results and Discussion

The liaison between aggregate disinvestment
receipts and aggregate operating profit of the CPSEs
in India is examined during the entire epoch and also
during the two sub-periods. In this respect, Earning
before Interest and Tax (EBIT) is used as proxy
for operating profit. The outcomes of coefficient of
correlation between aggregate disinvestment receipts
and aggregate operating profit of the CPSEs in India
are presented in Table 2 below:

From Table 2, it is observed that there is a positive
liaison between aggregate disinvestment receipts
and aggregate operating profit in the whole period
and also in the second sub-period, while negative
liaison of the same is observed in the first sub-period.
However, the result is significant at 1% level for the
entire study episode, thereby leading to the refusal of
null hypothesis of our study. In rest of the cases, the
outcomes are observed to be insignificant.

Table 2 Karl Pearson Correlation Coefficient
between Aggregate Disinvestment Receipts and
Aggregate Operating Profit of CPSEs in India

Time Episode r
Ist Sub-Period -0.051(-0.09)
2nd Sub-Period 0.721(1.80)

Whole period
Notes:
*** marked value indicates significant at 1% level
(2 — tailed).
i marked values indicate insignificant.
Figures in bracket indicate the value of t-statistic.

0.79" (3.64)

Source: Author’s Calculation.

Conclusion

Both positive and negative liaisons are observed
between aggregate disinvestment receipts and
aggregate operating profit of the CPSEs in India
during the study episode, although the outcome of
the stated liaison is found to be noteworthy for the
entire study episode only.

In finale, it may be concluded that the process of
disinvestment considerably helps the Indian CPSEs
to augment their operating profit during the entire
period under study. However, it is suggested that
disinvestment in Indian CPSEs may be conducted on
a selective basis.
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