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Everything you should know about Privatization in India
(Source: Indian Express )
Context: The banking landscape in India is set to change with the government’s decision to privatise two
public sector banks. Coming after 51 years of nationalisation of government-owned banks in 1969, the move
will give the private sector a key role in the banking sector.
What Is Privatization?
 Privatization occurs when a government-owned business, operation, or property becomes owned by a
private, non-government party.
 Note that privatization also describes the transition of a company from being publicly traded to
becoming privately held. This is referred to as corporate privatization.
How Privatization Works
 Privatization of specific government operations happens in a number of ways, though generally, the
government transfers ownership of specific facilities or business processes to a private, for-profit
company. Privatization generally helps governments save money and increase efficiency.
 In general, two main sectors compose an economy: the public sector and the private sector. Government
agencies generally run operations and industries within the public sector.
 There are two types of privatization: government and corporate; although the term generally applies to
government-to-private transfers.
 Enterprises not run by the government comprise the private sector. Private companies include the
majority of firms in the consumer discretionary, consumer staples, finance, information technology,
industrial, real estate, materials, and healthcare sectors.
Public-to-Private Privatization vs. Corporate Privatization
 Corporate privatization, on the other hand, allows a company to manage its business or restructure its
operations without the strict regulatory or shareholders' oversight imposed on publicly listed companies.
 This often appeals to companies if the leadership wants to make structural changes that would negatively
impact shareholders. Corporate privatization sometimes takes place after a merger or following a tender
offer to purchase a company‟s shares. In order to be considered privately owned, a company cannot get
financing through public trading via a stock exchange.
 Dell Inc. is an example of a company that transitioned from being publicly traded to privately held. In
2013, with approval from its shareholders, Dell offered shareholders a fixed amount per share, plus a
specified dividend as a way to buy back its stock and delist. Once the company paid off its existing
shareholders, it ceased any public trading and removed its shares from the NASDAQ Stock Exchange,
completing the transition to being privately held.
Advantages and Disadvantages of Privatization
 Proponents of privatization argue that privately-owned companies run businesses more economically
and efficiently because they are profit incentivized to eliminate wasteful spending. Furthermore, private
entities don‟t have to contend with the bureaucratic red tape that can plague government entities.
 On the other hand, privatization naysayers believe necessities like electricity, water, and schools
shouldn‟t be vulnerable to market forces or driven by profit. In certain states and municipalities, liquor
stores and other non-essential businesses are run by public sectors, as revenue-generating operations.
Why the recent proposal on privatization of PSU banks?
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The Union Budget has announced the privatisation of two public sector banks (in addition to IDBI Bank)
and one general insurance company in the upcoming fiscal. It also announced a strategic
sale/disinvestment policy for four strategic sectors — including banking, insurance and financial
services — in which it will have a “bare minimum presence”.
Years of capital injections and governance reforms have not been able to improve the financial position
of in public sector banks significantly. Many of them have higher levels of stressed assets than private
banks, and also lag the latter on profitability, market capitalisation and dividend payment record.
The government front-loaded Rs 70,000 crore into government-run banks in September 2019, Rs 80,000
crore in in FY18, and Rs 1.06 lakh crore in FY19 through recapitalisation bonds. In 2019, the
government merged ten PSU banks into four.
Privatisation of two public sector banks will set the ball rolling for a long-term project that envisages
only a handful of state-owned banks, with the rest either consolidated with strong banks or privatised.
This will free up the government, the majority owner, from continuing to provide equity support to the
banks year after year. Through a series of moves over the last few years, the government is now left with
12 state-owned banks, from 28 earlier.
The two banks that will now be privatised will be selected through a process in which NITI Aayog will
make recommendations, which will be considered by a core group of secretaries on disinvestment and
then the Alternative Mechanism (or Group of Ministers).

What are the issues plaguing PSU banks?
 After a series of mergers and equity injections by the government, the performance of public sector
banks has shown improvement over the last couple of years.
 However, compared with private banks, they continue to have high non-performing assets (NPAs) and
stressed assets although this has started declining.
 After the Covid-related regulatory relaxations are lifted, banks are expected to report higher NPAs and
loan losses. As per the RBI‟s recent Financial Stability Report, gross NPA ratio of all commercial banks
may increase from 7.5% in September 2020 to 13.5% by September 2021 under the baseline scenario
(from 9.7% to 16.2% for public sector banks; from 4.6% to 7.9% for private banks).
 This would mean the government would again need to inject equity into weak public sector banks. The
government is trying to strengthen the strong banks and also minimise their numbers through
privatisation to reduce its burden of support.
Why were private banks nationalised in the first place?
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Then Prime Minister Indira Gandhi, who was also Finance Minister, decided to nationalise the 14 largest
private banks on July 19, 1969. The idea was to align the banking sector with the socialistic approach of
the then government. State Bank of India had been nationalised in 1955 itself, and the insurance sector in
1956.
Various governments in the last 20 years were for and against privatisation of PSU banks. In 2015, the
government had suggested privatisation but the then RBI Governor did not favour the idea. For over 50
years, successive governments have chosen not to bother beyond a point.
As former RBI Governor Dr Y V Reddy once said, nationalisation was a political decision, so
privatisation too will have to be one. Seen in this context, privatisation of two banks and the indication
of carrying it further is a major reform signalling a changing political approach.
These moves, along with setting up an asset reconstruction company entirely owned by banks, underline
an approach of finding market-led solutions to challenges in the financial sector.

Are private banks doing better?
 Private banks‟ market share in loans has risen to 36% in 2020 from 21.26% in 2015, while public sector
banks‟ share has fallen to 59.8% from 74.28%. Competition heated up after the RBI allowed more
private banks since the 1990s.
 They have expanded the market share through new products, technology, and better services, and also
attracted better valuations in stock markets — HDFC Bank (set up in 1994) has a market capitalisation
of Rs 8.80 lakh crore while SBI commands just Rs 3.50 lakh crore. India has 22 private banks and 10
small finance banks.
 However, in the last couple of years, some questions have arisen over the performance of private banks,
especially on governance issues. ICICI Bank MD and CEO Chanda Kochhar was sacked for allegedly
extending dubious loans.
 Yes Bank CEO Rana Kapoor was not given extension by the RBI and now faces investigations by
various agencies.
 Lakshmi Vilas Bank faced operational issues and was recently merged with DBS Bank of Singapore.
 Moreover, when the RBI ordered an asset quality review of banks in 2015, many private sector banks,
including Yes Bank, were found under-reporting NPAs. Former Axis Bank MD Shikha Sharma too was
denied an extension.
What has been the government and RBI stand on privatisation since 1969?
 The UPA government of 2004-14 refrained from taking any decision on privatisation. Many committees
had proposed bringing down the government stake in public banks below 51% — the Narasimham
Committee proposed 33% and the P J Nayak Committee suggested below 50%.
 An RBI Working Group recently suggested the entry of business houses into the banking sector. The
NDA government, in its second term, has been pushing for privatisation and reducing the number of
PSU banks to five or six.
 According to RBI‟s History series, the number of commercial banks was brought down sharply from 566
in 1951 to 91 in 1967 in order to consolidate commercial banking, which was very fragile. By the mid1960s, Indian banking had become far more viable than ever before.
 However, the expansion of branches was mostly in urban areas, and rural and semi-urban areas
continued to go unserved, RBI History‟s Volume 3 notes.
 The big question is: will private banks repeat the mistakes of 1960s. There is widespread perception that
the private sector then was not sufficiently aware of its larger social responsibilities and was more
concerned with profit, which made private banks unwilling to diversify their loan portfolios as this
would raise transaction costs and reduce profits.
Will more PSU banks be privatised in the coming years?
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Currently, there are ten nationalised banks in addition to IDBI Bank and SBI. While the government is
unlikely to touch the top three including SBI, smaller and middle-level banks are likely to be privatised.
The Finance Minister did not disclose which two banks will be privatised this fiscal.
The initial plan of the government was to privatise four. Depending on the success with the first two, the
government is likely to go for divestment in another two or three banks in the next financial year.
PSU banks are under dual control, with the RBI supervising the banking operations and the Finance
Ministry handling ownership issues.

All about INS Viraat
(Source: The Hindu )
Context: The Supreme Court ordered status quo on the dismantling of the Navy’s decommissioned aircraft
carrier, INS Viraat.
British origin
 The ship was commissioned into the Royal Navy as HMS (Her Majesty‟s Ship) Hermes in November
1959, close to one and half decades after its keel was laid.
 During her service with the Royal Navy, the ship operated three fixed-wing planes and a chopper.
 The ship belonged to the Centaur class of light fleet carriers from the Royal Navy which were in use
since World War II.
 She was part of the key formation of the British forces during the Falklands War against the Argentinian
forces in 1982. HMS Hermes was decommissioned within three years after the war.
 The Indian Navy, which was at the time operating 1961-commissioned INS Vikrant, zeroed down on
Hermes and announced its purchase in 1985-86. The ship underwent a major refit and modernisation
before being commissioned into the Indian Navy in May 1987 as INS (Indian Naval Ship) Viraat, which
means enormous.
Service in Indian Navy
 The ship‟s Motto was the Sanskrit phrase „Jalamev Yashya, Balamev Tasya‟ which means „who controls
the sea is the powerful‟. The ship was capable of a maximum speed of 28 knots and underwent three
major refits and some smallers ones during its 30 years long service with the Indian Navy in addition to
the one prior to commissioning. The refits which are usually long processes, include complete overhaul,
renovation and many upgrades of capabilities.
 The ship, during its service, operated one fixed wing aircraft British made Sea Harriers and three
helicopters — Anti Submarine aircraft Sea King Mk 42B, Sea King Mk 42 C, Chetak on board. Some
other helicopters including Indian made ALH Dhruv have also been operated from it during its service.
 INS Viraat proved pivotal in Operation Jupiter in 1989 during the Sri Lankan Peacekeeping operation.
Subsequently, the ship was affiliated with the Garhwal Rifles and Scouts of the Indian Army in 1990.
The ship was also deployed during 2001-02 operation Operation Parakram following the terror attack on
the Indian Parliament.
 She has also played a major role in calibrating the flying activities from the carrier, which proved to be
of great help at the time of induction of INS Vikramaditya (previously Admiral Gorshkov), which is
currently the sole aircraft carrier operated by Indian Navy. Viraat‟s displacement, the indirectly
measured weight of the ship, was 28,700 tonnes compared to Vikramaditya‟s 45,500 tonnes.
 At the time of its decommissioning in March 2017, the Navy had said, “Under the Indian Flag, the ship
has clocked more than 22,622 flying hours by various aircraft and spent nearly 2252 days at sea sailing
across 5,88,287 nautical miles or 10,94,215 kilometers. This implies that Viraat has spent seven years at
sea, circumnavigating the globe 27 times. Since her inception, she has had a total of 80,715 hours of
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boilers running. „Mother‟, as she was fondly referred to in the Navy, had been commanded by 22
captains since 1987. She was the Flagship of the Navy since her inception. Around 40 Flag officers
including five Chiefs of Naval Staff were raised and groomed in her lap.”
Viraat’s decommissioning and what lies ahead
 With mounting operating costs and age, the Navy announced the decision to decommission Viraat in
early 2015. After the requisite predecommissioning processes at Kochi
Shipyard, the „Grand Old Lady‟ was
decommissioned on March 6 in 2017,
in a ceremony held at Mumbai.
 There were plans and even some
movements by the state governments of
Maharashtra and Andhra Pradesh
governments at the time towards
preserving the historic carrier and
converting it into a museum. There
were also crowdfunding efforts towards
the
same
goal,
which
were
unsuccessful. However, after not
receiving any concrete bid towards
preservation, the Centre decided to
auction the ship to be broken and sold
as scrap.
 Since 2017, India has been operating a
single carrier — INS Vikramaditya —
as against the minimum essential
operational requirement of having two
Carrier Battle Groups — which are
formations of ships and submarines
with Aircraft Carriers at the lead role.
Indigenous Aircraft Carrier on the anvil
 India‟s first Indigenous Aircraft Carrier
(IAC-I) INS Vikrant which has a
displacement
comparable
to
Vikramaditya is under construction at
Kochi Shipyard and is soon expected to
undergo sea trials.
 The Navy‟s Maritime Capability Perspective Plan looks at three carriers in total considering one of them
requiring to be under refit.
 This requirement becomes crucial considering China‟s aim to gain control over the Indian Ocean Region
and sea routes which are key for world trade. PLA Navy‟s present strength is of two carriers with plans
to double it by the end of 2020s.
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