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Abstract- Tamilnadu corporate are successfully running with
many benefits, especially companies located in hosur region
benefitted from low-cost labor inputs and supportive policy
lending as well as an export-led growth model and a good
match in a world of expanding trade. However, waning global
trade and rising competition from corporate in emerging
market economies such as Bangalore electronic city and
Hyderabad have been posing significant challenges to the
Hosur region companies. Some of the heavy industrial sectors
that underpinned hosur past growth—for instance, spare parts
making and assembling —are confronting uncertain
prospects. As in other region, these and other industries—
including the steel and petrochemical industries—have
struggled with excess capacity. While hosur companies overall
appear relatively healthy, some corporate appear to require
restructuring. Against this backdrop, the authorities and
corporate alike have stepped up efforts to restructure debt-
distressed firms in  multi-pronged ways. Corporate
restructuring is a daunting task, however, given its substantial
uncertainty arising from the business outlook and its impact
on employment and business lines.

l. ADVANCEMENT OF CORPORATE
RESTRUCTURING

Corporate restructuring is a set of discrete decisive
measures to increase a firm’s competitiveness and enhance its
value, and can take place at various levels. Corporate
restructuring also entails an improvement in operational or
financing structure, to transform a firm into one that is of
higher value, or to survive when a corporate business structure
becomes dysfunctional (Crum and Goldberg, 1998; Vyas,
1997).

Restructuring can take place at different levels. At the
whole economy level, it is a long-term, systemic response to
technological changes, market trends, and macroeconomic
conditions. At the industry level, changes in the production
structure and new arrangements across firms could be a
trigger. At the firm level, the need to adapt to new market
conditions could require new business strategies and internal
business reorganization (Vyas, 1997).
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Operational restructuring can be undertaken by
reducing labor and production costs, improving the production
mix or introducing new products, or enhancing distribution
channels. Investment restructuring leads to changes in fixed
capital or working capital investment. Financial restructuring
entails reduction of debt, injections of capital, debt to equity
swaps, restructuring of debt including a reduction in interest
rates, longer maturities, or partial debt write-downs, asset
sales, or equity issues. These sets of restructuring can be
undertaken in parallel. 6 In practice, corporate restructuring
can take various forms, such as financial restructuring,
mergers, acquisitions, divestitures, or buy-outs, a process of
redesigning a firm’s business lines and organization. In the
case of debt restructuring, corporate debt restructuring could
be categorized as formal restructuring or informal
restructuring. Formal restructuring could be bankruptcy or
liquidation. Informal restructuring could include either debt
transfers to a government agency, work-out department, or
bank subsidiary, debt-for-debt swaps, equity-for-debt swaps,
or debt sales.

In Hosur Region of Tamilnadu, the corporate sector
in aggregate appears to be healthy, but pockets of
vulnerabilities have arisen. Overall corporate leverage remains
relatively low. Profitability, however, has fallen since 2014,
partly due to lethargic global trade and rising competition
from budding markets, particularly Bangalore. This is in
contrast with other advanced economies where profitability
remains stable or has improved. Rising susceptibility has been
more pronounced in weaker segments of corporate. Weaker
firms have become more leveraged, while their profits have
declined sharply.

This is in contrast with Coimbatore companies,
which have seen a recovery in profitability and a reduction in
leverage since 2014. However, corporate performance has
been under particular pressure in a few industries. The spare
parts manufacturing, assembling, petrochemical, steel, and
construction industries have been affected by slowing global
trade, competition with Bangalore and Coimbatore companies,
and global overcapacity. Some of the largest corporate in the
spare parts manufacturing and assembling sectors have
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recently posted their worst performances, with record losses,
plummeting revenues, elevated leverage, and a liquidity
squeeze. While credit risks have risen, policy banks have large
exposure to the vulnerable sectors. Against the backdrop of
deteriorating performance, most of the firms’ credit ratings
have been downgraded, suggesting a heightened credit risk to
the banking sector.

Banks’ credit to the spare parts manufacturing units
and assembling electric goods firms is large. Two policy
banks in particular, SBI and Canara, have been facing
potential loan losses, which could affect their capital position
and policy lending capacity.

1.  CORPORATE VULNERABILITIES IN HOSUR
REGION

Hosur region has had a good track record of
corporate restructuring in the past and has further improved
the restructuring framework. Despite worsening corporate
conditions since 2014, however, restructuring efforts have
started to take place only rather recently. Changing global
market conditions have raised questions about the prospects
for certain sectors and Hosur appropriate positioning in them,
and against that background, corporate restructuring has been
extremely difficult.

Some banks tended to delay loan restructuring on
account of the highly uncertain industry outlook and fear of
substantial loss realization. There has been a concern as to the
negative effect on employment and regional economies as
well as potential difficulties for major firms. Notwithstanding
the progress already made in the corporate restructuring
framework, some  further areas for institutional
improvements—drawing on the international experience—
include:

Role of capital market

In many cities in tamilnadu, restructuring tends to be
delayed in normal times until the realization of debt distress
and heavily relies on legal, institutional arrangements. This
often requires large-scale government intervention and
taxpayers’ money, resulting in larger costs. The role of private
equity funds is limited, as their small size is insufficient to
take over large firms. M&A activity has been traditionally
low, despite a recent pickup, and the non-performing-loans
market remains underdeveloped.

Enduring to build up restructuring framework.
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While companies have growingly tapped into market
funding such as bonds and commercial paper, the out-of-court
restructuring framework hinges on the role of the main
creditor banks. Uncertainty arises, therefore, regarding a loss
sharing between bank creditors and nonbank creditors, as
banks have less incentive to initiate debt restructuring and bear
the brunt of restructuring.

stronger bank relationship could make the
restructuring process easier, which suggests growing market
financing may render restructuring more complicated. a
stronger bank relationship has a greater probability for
successful debt restructuring through private renegotiation.
traditional bank loans are significantly easier to out of court
restructuring than institutional lender loans, and that firms that
rely on syndicated loans are harder to restructure. In this
sense, India revised Corporate Restructuring Promotion
policies, which came into effect in July 2017, will help
address some of these problems, by extending the coverage of
creditors to all the creditors including bond creditors and
offshore financial institutions, and strengthening the role of
the main creditor banks through a right to request other
creditors to freeze the exercise of creditor rights.

11l. MPACT OF CORPORATE RESTRUCTURING
Increase productivity

Delayed corporate restructuring and slow balance
sheet repairs could result in sluggish investment and weak
productivity growth.

Guide for financial experts in corporate

The financial supervisory authorities should play a
proactive role to encourage banks to carry out loan
restructuring, notably through debt-equity swaps.

Costs of government intervention.

Risks of potential costs of government involvement.
Government ownership, which may result from the
assumption of a debt distress private firm, is associated with
costs and government intervention could come at a cost. The
cost of government intervention in corporate rescue could be
significant and state-owned enterprises.

Supportive financial policy

An unfavorable macroeconomic environment—
notably the sluggish property markets seen over the past
years—could make it more difficult for creditor banks and
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corporate to resolve assets and reorganize business lines. Also
a rise in unemployment associated with corporate restructuring
could make restructuring more difficult and painful. In this
context, supportive financial policy, including enhancing the
social safety net, may be helpful to incentivize and facilitate
restructuring.

Managing Credit risk management

Banks may have incentives to delay loan
restructuring for fear of loss realization and a rise in NPLs. In
this sense, banks’ sufficient capital position is to restructuring
debt, and the government may need to step in to enforce
timely recognition of losses and to recapitalize banks, in case
it is not feasible for shareholders to recapitalize the bank.

Legal requirement purpose

Reform of the insolvency and other related laws
support out-of-court restructuring, where feasible, and it is
essential to enable a speedy out-of-court restructuring to be
accepted by a qualified majority of creditors and bind
dissenting creditors. In this context, it will be helpful to extend
clear guidelines that facilitate a collective process for
workouts to non-financial creditors. Financial deregulation
can also provide supports to restructuring. In Japan, for
example, firms’ spin-ins contributed to improvements in
investment, assisted by financial deregulation, which helped
diversify corporate financing from bank financing to market
financing, making corporate’ internal structure more efficient.

Market infrastructure

The transparent, reliable disclosure of firms’ business
and financial conditions, and the deepening of the financial
markets (i.e., M&A, or buyout funds) play important roles to
facilitate corporate restructuring in normal times, as in the
case of the United States. Kim (2003) also estimates that the
positive effects of corporate restructuring could be larger with
broader reforms, including in financial disclosure, enhanced
corporate transparency, and more active M&A markets. The
positive effect of M&A activity on growth is discussed in the
panel estimates in the following section.

Tax Administration

Tax issues can be a factor to facilitate business
restructuring, as favorable tax treatment on debt restructuring
or write-offs could lead creditors to write off more debt.
favorable tax treatment can incentivize a firm to create a
structure better suited to a restructuring and risk and asset
reallocation. Also countries with a common law system tend
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to provide more favorable and comprehensive tax treatment
for debt write-offs, whereas countries with a civil law system
have less favorable tax regimes to debt write-offs, rendering
the business environment less conducive to restructuring .

Business Reorganization

Cross-industry restructuring can be very effective. By
narrowing their product focus and reducing their product
cycle, corporate are able to restructure and attract investors.
operating performance for cross-industry spinoffs, rather than
own-industry cases, could lead to a significant improvement,
and that this is possible by removing unrelated businesses and
allowing managers to focus attention on the core operations
they are best suited to manage.

Management’s Reliability and Competency

Two essential elements of a successful debt
renegotiation are the management’s reliability and
competency, and the role of market oriented managers is
solution in restructuring firms

IV. CONCLUSION

Hosur region corporate overall appear relatively
healthy, some companies appear to require restructuring. The
authorities and corporate alike have stepped up efforts to
restructure debt distressed firms in multi-pronged ways.
Corporate restructuring is a daunting task, however, given its
substantial uncertainty arising from the business outlook, and
its impact on employment and business lines. speedy, timely
restructuring where the financial supervisory authorities
should play an important role to encourage banks to carry out
credit restructuring; capital adequacy of banks and the
appropriate role of the government to facilitate restructuring;
clear guidelines that facilitate a collective process for
workouts extended to non-financial creditors; an appropriate
regulatory framework for spin-in and M&A activity; market
infrastructure to promote corporate restructuring during
normal times; and firm-level financial and operational
restructuring in multi-pronged ways.

The paper also finds that debt restructuring could
have a positive effect on growth in the medium-term either
through increased investment or capital productivity.
Corporate restructuring, however, could have a negative effect
on the labor markets and the financial markets in the short
term. These results may suggest the importance of setting
policy to strengthen banking supervision and fiscal supports
during a restructuring period to mitigate the potential negative
spillovers on the banking sector and employment.
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