The Financial Express

COMMENT

a
l_.l

August 29, 1995

Government must pull out of PSUs

Uttam Gupta demands that the bureaucratic rigmarole of clearances must go if public sector is to perform well

on Petroleum recently indicted the

concerned ol companies for delay in
implementation of ive projectsin the oil sec-
tor (including the prestigions Kandla
Bhatinda pipeline and the Neelam oil fields
In the Bombay High). which resulted In a
cost overrun of a whopping Rs 3.30() crore.

Apart from emphasising the need for
improving project planning and implemen-
tation, it also suggested adoption of a com-
prehensive  system of incentives/
disincentives to encourage elliciency and
discourage inefliciency. No one will disagree
with the need for these, which, indeed con-
stitute the essential components of the code
ol eflective project management In any
enterprise. But, there is a more important
dimension to the Issue ol delay In execution
of the projects and resultant cost escalation.
This relates to delay in obtalning varlous
approvals and clearances over which the
project authorities have no control.

As per the rules applicable to the public
sectorundertakings, any projectinvolvinga
capital expenditure of more than Rs 530 crore
has to be cleared by the Public Investment
Board (PIB) and later the Cabinet
Committee on Economic Allairs (CCEA),
Thereafter, it Is sent to the Cablnet
Committee on Political Affairs (CCPA) In
case the project scope and content has polit-
leal ramifications.

Approval of the Planning Commission
[PC) is more or less mandatory in case the
project requires budgetary assistance. And,
even if such support isnot needed, then also
PC's involvement may not be ruled out. For
instance, oil companiescannot borrow from
the Oil Industry Development Board (OIDB)
unless the inancing package of the lormer's
project is approved by PC.

Apart [rom these, there are routine clear-
ances/approvals that the undertaking must
independently seek [rom the concerned
administrative ministry. the Ministry of
Finance. and nolessimportant, the Ministry
of Environment. These would be required
irrespective of the level of capital expendi-
ture.

For projects under scrutiny by the
Standing Committee, commencementofthe
execution work got substantially delayed
mainly because of the delay In getting gov-
ernment approval. In view ol this, and con-
sidering that the original cost estimates
were based on prices prevailingin 1991-92,
the inflation lactor alone, until the start of
the project work, obviously accounted for
the bulk of cost escalation. Under such cir-
cumstances, it would be totally inappropri-
ate to lay the blame on the door steps of the
mapagement. ..
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the management and that of the govern-
ment machinery In granting approval is
absolutely necessary to prevent any demor-
alising and humiliating effect on the former.
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tory approvals and Inordinate delays In
granting them. The recent decision of the
Government to raise the Invesiment ceiling
below which the approval of the PIB/CCEA
is not required, will be of no great help. This
is because the cost of most of the public sec-
tor projects being higher than even the
revised celling, they will still have to be
approved by the PIB/CCEA.

Apart from project Implementation, a
related issue is promotion of joint ventures
{JVs) with private companies. These have
assumed significance In the context of the
massive resource requirements ol new pro-
jects which the concerned PSUs are not able
to arrange on their own. Besides. there are
unavoidable gaps in technology and related
capabilities which MNCs alone can fill. The
Governmenl recognises these and, asa mat-
ter of conscious policy, is willing to encour-
age [Vs, but, Is in no mood to relinquish the
decision making powers in favour of the
managements. The recent decision of the
Committee of Secretaries not to give the nec-
essary autonomy to ONGC in this regard
abundantly confirms the Government's
intransigent attitude.

Il the bureaucracy is prone to delaying

It is important to note
that the woes of PSUs are not going to end
even II the Government decides to do away
with the PIB clearance which. at the
moment, it is not needed to do. This is
because the necessary approval from the
concerned administrative ministry would
still be required, Even assuming that in an
extreme clrcumstance thisis dispensed with,
the problem of lack of [reedom and indepen-
dence of action will still persist as, by virtue
of full ownership, the board of directors
would still be predominantly from the
Government and crucial decistons can still be
held up due tolack ol cooperation [rom them.

Inthiscontext, about three yearsago. the
Cabinet had taken a decision to induct pro-
fesstonals on the board of PSUs and reduce
Government's nomineces from the con-
cerned administrative ministry to at best
one, Even this decision is yet to be imple-
mented. giving a clear indication of bureau-
cracy’s intention to remain in the driver’s
seal by hook or by crook.

Itis clear thatsolong as the E‘nvrzmmu nt
continues o be the sole owner of these
undertakings, the former’s involvement in
conducting the latter’s affairs will be
unavoldable, And this would happen even if

the Government decides to dispense with
the existing paraphernalia of approvals/
clearances which Is only theoretical. To
expect that the bureaucracy will reform
itself and speed up decision making In tune
with the demands of changing times tanta-
mounts to asking lor the sky. During the last
four years of relorm, it has given no demon-
stration of doing beiter. nor it is serious
about Improving now.

The only way managements can hope to
commission projectsin time and control cost
is by ensuring that the Government dis-
tancesitsell [rom these undertakings. It can-
not happen in the present dispensation of
the latter being the majority owner. The
Government should oMload its equity hold-
Ing to the extent of 51 per cent which would
result in vesting absolute authority in the
board of directors lor taking Important deci-
sions including planning and implementa-
tion of the new projecis.

Por undertakings in the oil sector specifi-
cally. it should initiate necessary steps o
implement the recommendation of the
soundararajan Commitiee (o offload 40 per
cent of the equity directly to the public and
11 percenttothe public sector mutual funds
to begin with. In due course, even the latter
should be divested in favour of the general
public.

[n the present dispensation characterised
by much bigger problems of huge delays
caused by external factors, the deficlency of
the management. ifany, islikely tobe glossed
over. In the suggested arrangement of the
Government's role being reduced to a minor-
ity partner and resultant disappearance of
the problems on that account, accountabil-
ity can be pinpointedly lixed and systems of
incentives and disincentives too will become
meaningful and effective.

While in France some time ago, the
Prime Minister was reported to have said
that the Government had no intention of
selling the public sector. In other words. the
suggestion of reducing GOI's stake to minor-
ity status will be unacceptable to the politi-
cal leadership. With the Government itsell
not managing the PSUs well, can the coun-
try afford the resultant heavy burden on the
exchequer and the monumental loss
inflicted on the consumers by way of ever
increasing administered prices?

Thesituationshould not be allowed todrift
any further. It is high time that the
Government took a pragmatic view of the sit-
uation and vacates the industrial territory
whereitisnolongerneeded. Instead, itshould
concentrate mainly on lts prime responsibil-
ity of governance e.g.. maintaining law and
order and catering to the social sector needs
le. health, education and family wellareete.,
and nadessfimportant, on improved tax col-
lection to finance these activities.
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