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ABSTRACT 

 

Bureaucracy, being a national carrier Air India was used by the government for its socialist 

mindset, thus making a big bureaucratic hellhole. The bureaucracy in Air India did not let it 

buy the aircrafts that were desperately needed and thus to keep the airline going, aircrafts 

running for more than 20 years are still flying. Now the thing is different as quite a good 

number of new aircrafts are in operation, and thus the complaints that you are saying about 

will not exist. Meanwhile many of the best national airlines are not so much controlled by govt 

like Air India. 
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HISTORY 

 

Tata Airlines was found in 1932 by J. R. D. Tata , an Indian aviator and business 

tycoon, as a division of Tata Sons Ltd. which is now known as Tata Group. In 

April 1932, J.R.D Tata won a contract to carry mails for Imperial Airways for 

which the aviation department of Tata Sons was formed with two single-engine 

de Havilland Puss Moths. In the first year of operation, the airline flew 160,000 

miles and carried 155 passengers and 10.71 tons of mails and made a profit of 

₹60,000. Then during the Second World War, the airline helped the Royal Air 

Force with shipping of supplies, rescue of refugees, troop movements and 

maintenance of aircraft. 

 

After the World War II, on 29 July 1946 Tata Airlines became a public limited 

company under the name Air India and the regular commercial service was 

restored in India. Post Indian independence i.e. in 1948, 49% of the airline was 

acquired by the Indian Government. 

 

In 1953, the Indian government passed the Air Corporations Act and a majority 

stake in the carrier was purchased from Tata Sons though its founder J. R. D. 

Tata would continue as Chairman till 1977. Later, the company was renamed as 

Air India International Limited. Few years after, the domestic services of Air 

India were transferred to Indian Airlines as a part of a restructuring. Since its 

operations were initiated, Air India recorded about 6.82 fatal events per million 

flights.3 

 

MERGER  

 

Air India and Indian Airlines were merged in 2007 under the name Air India 

Limited and the airline took delivery of its first Boeing 777 aircraft. The merger 

of Air India and the Indian Airlines has turned out to be a marriage between 
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two irreconcilable partners resulting into several human resource problems in 

the new commercial entity. 

 

Air India had wide-bodied Boeing aircraft; on the other hand, the Indian 

Airlines fleet featured narrow-bodied Airbus planes which were used for shorter 

domestic routes. Therefore, there was no correlation between pilots or 

engineers in the merger due to the different fleets. 

Now, talking about the salary and pay scale, the pay scale for the executive cadre 

are according to the department of public enterprise norms and that for the 

nonexecutive cadres like pilots are as per the industry norms. The Air India 

pilots complained that it takes them around twice the number of years to get 

the post of commanders as compared with their Indian Airlines counterparts 

who fly on domestic routes. "While our counterparts flying on domestic routes 

become commanders in 8-10 years, we become commanders after 22 years of 

service. This is a disparity which has not been worked out," grouses Rohit 

Kapahi, committee member, IPG.4 They opposed that this will hit their career 

and progression and the management is not willing to listen to them. 

 

In 2006-07 the joint losses for Air India and Indian Airlines were ₹7.7 billion 

and after the merger, it raised up to ₹72 billions by 2009. In mid 2009, SBI was 

appointed to prepare a agenda for the recovery of the airline. Three Airbus A300 

and one Boeing 747-300M were sold by the carrier for $18.75 million to finance 

the debt. By 2011, Air India had piled up a debt of ₹426 billion with an operating 

loss of ₹220 billion, and seeked around ₹429 billion from the government. 

Reports blame the decision to buy 111 new aircraft and the untimely merger 

with Indian Airlines for the miserable financial situation. In August 2011, as a 

result of its failure to meet the minimum standards for the membership, the 

invitation to join Star Alliance was suspended. 

 

The merger of the erstwhile Indian Airlines and Air India is to blame for the 

downfall of Air India, which was done despite the fact that both carriers are 
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very different from each other. The two companies were very different from 

each other in terms of  areas of operation, work culture, compensation, working 

conditions, entitlements etc. The merger lead to discontent and massive 

frustration amongst the staff. The subsequent de-merger of engineering 

companies and group handling added to the problems. It appears that a no-

merger scenario may have been preferable.5 

 

What I think is that the government should have funded the aircraft acquisition 

and not put the airline into a huge bank loan for the acquisition. A debt of such 

size is huge for the company and something else was supposed to be done. A 

part of the bailout package was to be used to clear loans for aircraft. The 

Government paid it only so many years later and the airline had been struggling 

with it for all these years. A debt of this size added to the Air India's financial 

performance. Air India today has to annually pay INR4, 000 crore to banks to 

service debt which is a huge amount of money and profitability would be much 

easier if we remove that.  

 

PRIVATISATION 

 

In an effort to advance its push to privatize loss-making public sector 

companies, the Indian Government announced that it would invite bids to sell 

76% of its stake in Air India which is the nation’s wholly government-owned 

national airline. As per the deal, the government would absorb a third of Air 

India’s Rs. 48,781 crore outstanding debts and would maintain 24% of its share 

in the company. Whoever or whatever entity/entities wins the bid will win 

management control of the company, but would also have to take on a burden 

of debt of Rs. 33,392 crore. 

 

Despite the efforts for privatization, however, the way forward still remains 

uncertain. The government intends to finalize the deal by December 2018. But 

as of writing, no company or group of companies has publicly declared interest 
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in bidding. Rather, many companies have clearly stated that they will not 

participate in the bidding process, referring to the terms of the deal and Air 

India’s high level of debt. 

 

IndiGo, currently India’s largest airline as well as a low-cost domestic carrier, 

has ruled out participation in the bidding process. When the Cabinet approved 

the sale of Air India 10 months ago, IndiGo was one of the first company to 

express interest in bidding. Later, Aditya Ghosh, the president of IndiGo said, 

"the airline’s premier interest is to buy its international operations and low-cost 

carrier Air India Express. But that option is not available under the 

government’s current disinvestment plans for Air India." 

 

Another Indian carrier, Jet Airways too denied participating in the bidding 

process for the privatization of Air India. Amit Agarwal, the deputy CEO, said, 

“Considering the terms of offer in the information memorandum and based on 

our review, we are not participating in the process.”6 

Tata Group, one of the India’s largest conglomerates may also not participate. 

Although Tata group has not made any definitive public statement yet, but 

according to reports Tata is uncertain about considering a bid for the state-run 

carrier as they find government’s terms too onerous. The report also argued that 

a lack of interest from Tata is likely to pressurize the government to restructure 

its terms or even rethink of the sale.” 

 

However, a few foreign airlines, which have previously shown an interest in 

acquisition of Air India, have not yet backed out from the bidding process. 

Reports suggest that Star Alliance members such as Singapore Airlines, Air 

China, and United Airlines will gain immensely if they were to pick up stake in 

Air India. Etihad Airways and British Airways have also shown keen interest in 

bidding. However, any foreign company will need to collaborate with an Indian 

firm before bidding, as Indian government regulations stipulate that control of 

Air India must remain with an Indian entity. As a result, Etihad tried to 
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approach the Reliance Anil Dhirubhai Ambani Group for discussing a 

partnership. In the same way, private firm Warburg Pincus and GIC Private 

Limited, sovereign wealth fund of Singapore, are also scouting for Indian 

partners. 

 

However, foreign firms will still have to reconsider the high level of debt they 

would need to pay back. Kotak Institutional Equities warned it's clients that 

even if as a buyer they paid nothing for the equity, Air India still seems expensive 

due to its debt and lease obligations alone. As a result, buyers are uncertain to 

offer a reasonable price for the “family jewel” of India’s government-owned 

companies, spelling bad news for the government. 

 

The huge amount of debt accumulated by the airline, estimated at over Rs53,000 

crore becomes the sticky point for a prospective buyer. The government has 

planned to transfer about Rs33,000 crore out of the total debt of the airline into 

a special purpose vehicle i.e. SPV but the remaining debt, which is against 

aircraft purchases, will remain on its books. 

 

Conclusively, the privatisation of Air India will ensure that the industry will run 

in an efficient and rational way. The private firm, unlike the government, will 

bring about a logical spending, funding and capital infusion in Air India, which 

was not done earlier and badly affected the industry as a whole. 

 

Arguments in favor of privatization of Air India 

 

a) High debt: Air India has been extremely mismanaged. Also, it is operationally 

inefficient and is incapable to compete with private sector operators. Due to 

these reasons, it is consistently making losses and is dependent on the 

government for its survival.  

 

b) Overstating profit: Analysts argue that the Air India is overstating its 

operational profit as it has been losing market share due to its poor service. The 
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Comptroller and Auditor General of India (CAG) has questioned its operational 

profit of Rs 105 crore for 2015-16, which seems highly overstated. 

 

c) Failure of bailout package of 2012 : In 2012, the airline was provided with a 

bailout package of Rs 30,000 crore which has not shown the desired results. Air 

India managed to raise only Rs64.06 crore and failed to meet the operational 

targets and target of raising Rs500 crore annually. 

 

(d) tax payers money will get wasted : If the status quo exists then the 

government will have to keep bailing out Air India which will affect the fiscal 

health of the government and will waste the tax payers money. This amount 

otherwise can be used in other important sectors such as health and education. 

 

Challenges in privatization of Air India 

 

It won't be easy for the government to privatize Air India. 

 

a) The NITI Aayog proposed that all non-aircraft related debt should be written 

off to make it attractive for investors. But it seems difficult to convince financial 

institutions, banks, oil companies and the Airports Authority of India to agree 

to such a massive write-off. 

 

b) Second problem is the employees. The Air Corporation Employees’ Union 

has given a warning to the government of a “major confrontation” if it decides 

to move ahead with this divestiture. 

 

CONCLUSION 

 

It is clear that the Indian Government is making a big effort to both sell the 

airline and to keep it operating over the longer term. Whether they have more 

success than previous efforts to offload the airline, time will tell. One thing one 

could be fairly sure about, whether Air India is sold or goes under, Mr Lobani 
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along with the rest of Air India’s upper echelons will soon be looking for a new 

job. 

	


