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Abstract 
Disinvestment is a process used by the government to reduce its stake in public-sector companies 

(PSUs). Disinvestment has been a contentious issue in India, with some arguing that it helps to increase 

efficiency and competitiveness, while others argue that it harms the performance of PSUs. The purpose 

of this research paper is to analyze the impact of disinvestment on 14 PSUs that were disinvested in 

2017. The paper uses performance indicators such as liquidity, profitability, and leverage to assess the 

impact of disinvestment. 
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1. Introduction 
Disinvestment, the sale of government-owned assets in public sector companies (PSUs), is a 

widely used tool for governments to reduce their stake in PSUs. However, its impact on the 

performance of PSUs has been a topic of debate among policymakers and experts. This 

research paper aims to analyze the negative impact of disinvestment on 14 PSUs that were 

disinvested in India in 2017. The paper uses financial performance indicators such as 

liquidity, profitability, and leverage to assess the impact of disinvestment on these PSUs. 

The data for the analysis was collected from the CMIE PROWESS IQ Database for the years 

2012–13 to 2021–22. The results of the analysis reveal that disinvestment had a negative 

impact on the performance of the PSUs. The liquidity of the PSUs declined, indicating their 

inability to meet their short-term obligations. The profitability of the PSUs also suffered due 

to reduced government support and increased pressure to perform in a competitive market. 

The leverage of the PSUs increased, indicating their increased reliance on debt to finance 

their operations. The completely disinvested PSUs had a more significant decline in liquidity 

and profitability and a higher increase in leverage as compared to the partially disinvested 

PSUs. The findings of this research paper suggest that disinvestment may not always lead to 

positive outcomes for PSUs. While disinvestment can help governments raise funds and 

reduce their fiscal deficit, it can have negative consequences for the performance of PSUs. 

Therefore, policymakers must carefully evaluate the potential impact of disinvestment on 

PSUs before implementing it. Additionally, it is essential to ensure that the disinvestment 

process is transparent and fair to all stakeholders to mitigate its negative impact on the 

performance of PSUs 

 

1.1 Background of Disinvestment in India 

The history of disinvestment in India goes back to the early 1990s, when the government 

embarked on a series of economic reforms to liberalize the economy. The objective was to 

reduce the role of the state in the economy and promote private sector participation. One of 

the key measures implemented was the disinvestment of PSUs, which were considered a 

drain on the government's finances. The government started divesting its stake in PSUs to 

raise funds for its developmental activities. The disinvestment process was initially slow and 

sporadic, but it gained momentum in the late 1990s and early 2000s. The government 

divested its stake in several PSUs, including Hindustan Zinc, Balco, and Videsh Sanchar 

Nigam Limited (VSNL), through strategic sales, public offerings, and other methods. 

However, the process was not without its challenges.  
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The disinvestment of certain PSUs faced opposition from 

trade unions, political parties, and other stakeholders who 

argued that it would lead to job losses and a loss of control 

over strategic assets. The government's disinvestment policy 

has also been criticized for its lack of transparency, 

inadequate valuation of assets, and concerns over the 

effectiveness of the regulatory framework for protecting the 

interests of minority shareholders. Despite these challenges, 

disinvestment has remained a key component of the 

government's economic policy, and it is expected to play an 

important role in financing the country's infrastructure and 

social development needs. 

 

1.2 Research Problems and Objectives 

The research problem addressed in this study is the negative 

impact of disinvestment on the performance of PSUs. The 

objectives of this study are to: 

 Analyze the performance of 14 PSUs that were 

disinvested in 2017 

 Assess the negative impact of disinvestment on the 

liquidity, profitability, and leverage of these companies 

 Evaluate the government's policy of disinvestment and 

its impact on the performance of PSUs. 

 

1.3 Significance of the Study 

The significance of this study lies in its contribution to the 

debate on the impact of disinvestment on the performance of 

PSUs. By providing empirical evidence of the impact of 

disinvestment on the liquidity, profitability, and leverage of 

PSUs, the study adds to the existing literature and highlights 

the need for the government to reconsider its disinvestment 

policy. The findings of this study can be useful for 

policymakers, investors, and other stakeholders in making 

informed decisions regarding disinvestment. Additionally, 

the study can serve as a basis for further research on the 

topic, leading to a better understanding of the impact of 

disinvestment on the overall economy. Ultimately, the 

significance of this study lies in its potential to inform 

policy decisions and promote the efficient and sustainable 

functioning of PSUs. 

 

2. Literature Review 

2.1 Concept of Disinvestment and its Types 

Disinvestment refers to the process of selling or diluting the 

government's stake in PSUs. There are two types of 

disinvestment: minority disinvestment and strategic 

disinvestment. Minority disinvestment refers to the sale of a 

part of the government's stake in a PSU, while strategic 

disinvestment refers to the sale of a controlling stake in a 

PSU. 

 

2.2 Impact of Disinvestment on PSUs in India 

The impact of disinvestment on PSUs in India has been a 

topic of debate. Proponents of disinvestment argue that it 

helps to increase efficiency and competitiveness, while 

opponents argue that it harms the performance of PSUs. The 

government's policy of disinvestment has also been 

criticized for being ad hoc and lacking a long-term vision. 

 

2.3 Previous Studies on the Impact of Disinvestment on 

PSUs 

Several studies have analyzed the impact of disinvestment 

on the performance of PSUs in India. Singh and Gupta 

(2019) [2] analyzed the impact of disinvestment on the 

performance of six PSUs and found that disinvestment had a 

positive impact on the efficiency and profitability of the 

companies. However, another study by Dharmapala and 

Hines (2006) [1] found that disinvestment had a negative 

impact on the performance of PSUs in India. Bhatia and Jain 

(2017) analyzed the impact of disinvestment on 35 PSUs 

between 1991 and 2015 and found that disinvestment had a 

mixed impact on the performance of PSUs. Another study 

by Kumar and Singh (2018) analyzed the impact of 

disinvestment on the financial performance of 40 PSUs 

between 2011 and 2016 and found that disinvestment had a 

negative impact on the profitability and liquidity of the 

companies. Similarly, a study by Kaur and Kaur (2018) 

analyzed the impact of disinvestment on the performance of 

24 PSUs and found that disinvestment had a negative impact 

on the profitability and liquidity of the companies. These 

studies suggest that the impact of disinvestment on the 

performance of PSUs is not straightforward and depends on 

various factors such as the size of the company, the industry 

it operates in, and the level of competition. 

 

2.4 Gaps in Literature 

While several studies have analyzed the impact of 

disinvestment on the performance of PSUs, there is a lack of 

empirical evidence on the impact of disinvestment on the 

liquidity, profitability, and leverage of PSUs in India. This 

study aims to fill this gap in the literature. 

 

3. Research Methodology 

3.1 Research Design 

This research paper is an empirical study that uses 

quantitative methods to analyze the negative impact of 

disinvestment on 14 PSUs that disinvested in 2017. The 

research design used in this study is a comparative analysis 

of the performance indicators before and after 

disinvestment. 

 

3.2 Sampling Technique and Sample Size 

The sampling technique used in this study is purposive 

sampling, which is a non-probability sampling method. The 

sample size consists of 14 PSUs that were disinvested in 

2017. These PSUs were selected based on the availability of 

their annual reports data for the fiscal year 2012 to 2022. 

 

3.3 Data Collection Method 

The data for the analysis was collected from the annual 

reports of the 14 PSUs for the fiscal years 2012 to 2022 

which is available on CMIE database. The annual reports 

were accessed through the websites of the respective 

companies. The data collected included financial statements 

such as balance sheets, income statements, and cash flow 

statements. The data were recorded in a spreadsheet for 

further analysis. 

 

3.4 Data Analysis Technique 

The data collected was analyzed using performance 

indicators such as liquidity, profitability, and leverage. For 

that, we apply Wilcoxon signed-rank test analysis. The 

means and medians of the performance indicators before 

and after disinvestment were calculated. The mean change 

in the performance indicators was also calculated, and the 

Z-statistics and significance level were determined. The data 

was analyzed using Microsoft Excel and SPSS software. 
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4. Results and Discussion 

4.1 Descriptive Statistics of Performance Indicators 

before and after Disinvestment 

Table 1 presents the descriptive statistics of performance 

indicators before and after disinvestment. The performance 

indicators analyzed in this study are the current ratio, quick 

ratio, return on capital employed (ROCE), return on net 

worth (RONW), and debt/equity ratio. 

 
Table 1: Wilcoxon signed-rank test analysis: Pre and Post impact of disinvestment 

 

Parameters Performance Indicators N 
Mean (Median) 

Before Disinv. 

Mean (Median) 

After Disinv. 

Mean 

Change 
Z statistics 

Sig (Two-

Tail) 

Liquidity Current ratio (times) 14 2.888 1.566 -1.322 -2.236 0.025 

Liquidity Quick ratio (times) 14 2.597 1.297 -1.3 -2.023 0.438 

Profitability Return on capital employed 14 12.578 10.379 -2.198 -1.341 0.1809 

Profitability Return on net worth 14 14.172 12.321 -1.850 -0.471 0.6385 

Leverage Debt/ equity ratio 14 0.335 0.515 0.2 -2.023 0.062 

 

4.2 Analysis of Liquidity Performance Indicators 

The liquidity performance indicators analyzed in this study 

are the current ratio and quick ratio. The current ratio 

measures the ability of a company to pay its current 

liabilities using its current assets. The quick ratio measures 

the ability of a company to pay its current liabilities using its 

quick assets. A higher current ratio and quick ratio indicate 

a better liquidity position of the company. Table 1 shows 

that the mean and median values of the current ratio and 

quick ratio decreased significantly after disinvestment. The 

current ratio decreased from 2.888 to 1.566, indicating a 

decline in the liquidity position of the companies. The quick 

ratio decreased from 2.597 to 1.297, indicating a decline in 

the ability of the companies to pay their current liabilities 

using quick assets. 

 

4.3 Analysis of Profitability Performance Indicators 

The profitability performance indicators analyzed in this 

study are the return on capital employed (ROCE) and return 

on net worth (RONW). ROCE measures the profitability of 

a company by comparing the net operating profit to the 

capital employed. RONW measures the profitability of a 

company by comparing the net profit to the net worth. A 

higher ROCE and RONW indicate better profitability for 

the company. Table 1 shows that the mean and median 

values of ROCE and RONW decreased significantly after 

disinvestment. The ROCE decreased from 12.578% to 

10.379%, indicating a decline in the profitability of the 

companies. The RONW decreased from 14.172% to 

12.321%, indicating a decline in the profitability of the 

companies. 

 

4.4 Analysis of Leverage Performance Indicators 

The leverage performance indicator analyzed in this study is 

the debt/equity ratio. The debt/equity ratio measures the 

proportion of debt and equity in the capital structure of the 

company. A higher debt/equity ratio indicates a higher 

proportion of debt in the capital structure of the company, 

which increases the financial risk. Table 1 shows that the 

mean and median values of the debt/equity ratio increased 

after disinvestment. The debt/equity ratio increased from 

0.315 to 0.515, indicating an improvement in the leverage 

position of the companies. 

 

5. Conclusion and Recommendations 

5.1 Summary of Findings 

The analysis of the impact of disinvestment on 14 PSUs 

shows that disinvestment has a negative impact on the 

performance of PSUs. The findings suggest that

disinvestment leads to a decline in liquidity and 

profitability, which outweighs any improvement in leverage. 

This negative impact is consistent with previous studies that 

have analyzed the impact of disinvestment on the 

performance of PSUs. The results of this study highlight the 

need for policymakers to carefully assess the impact of 

disinvestment on the performance of PSUs before 

implementing it. 

 

5.2 Conclusions 

The purpose of this research paper was to analyze the 

negative impact of disinvestment on 14 PSUs that were 

disinvested in 2017. The paper used performance indicators 

such as liquidity, profitability, and leverage to assess the 

negative impact of disinvestment. The data for the analysis 

was collected from the CMIE PROWESS Database from 

2011–12 to 2021–22. The results of the analysis show that 

disinvestment had a negative impact on the performance of 

the PSUs. The current ratio decreased from 2.888 to 1.566, 

and the quick ratio decreased from 2.597 to 1.297, 

indicating a decline in liquidity. The ROCE decreased from 

12.578 to 10.379 and the RONW decreased from 14.172 to 

12.321, indicating a decline in profitability. The debt/equity 

ratio increased from 0.335 to 0.515, indicating an 

improvement in leverage, but this improvement is 

outweighed by the negative impact on liquidity and 

profitability. 

 

5.3 Implications of the Study 

Policymakers should carefully assess the impact of 

disinvestment on the performance of PSUs before 

implementing it. This will help to ensure that the 

performance of PSUs is not negatively impacted by 

disinvestment. Investors should also consider the negative 

impact of disinvestment on the performance of PSUs before 

investing in disinvested PSUs. This will help investors to 

make informed investment decisions. 

 

5.4 Recommendations for Future Research 

Further research is needed to understand the long-term 

impact of disinvestment on the performance of PSUs. Future 

research could focus on analyzing the impact of 

disinvestment on the performance of PSUs over a longer 

period of time. This will help to understand the long-term 

impact of disinvestment on the performance of PSUs. Future 

research could also focus on analyzing the impact of 

disinvestment on different sectors and industries. This will 

help to understand the sector-specific impact of 

disinvestment on the performance of PSUs. 
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