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Selling less while raising more 
If the government wants to continue to mobilise resources from 
divestments, it needs to ask itself three questions. First, is there clarity 
regarding the objectives in running particular PSU’s. Second, is the 
current Ministry-PSU linkage the best structure to ensure that PSU’s 
function efficiently and three is the divestment giving the government 
most bang for its bucks.  
 
Raising money from sale of Public Sector Undertakings (PSU’s) is now a 
critical item in meeting fiscal targets. This government has raised Rs 2.71 
trillion or 84.3% of the targeted Rs 3.21 trillion since 2014-15, meeting its 
divestment targets in the last two years. The tenacity with which the 
government is pursuing this one number is admirable.  
 
During this period, no route to raise money has been off the table; the 
government has used buybacks (Oil India, National Hydroelectric Power, 
IRCON, etc.), offers for sale (NALCO, National Fertiliser, Neyveli Lignite, 
etc.), piggybacking on  PSU IPO’s (Cochin Shipyard, GIC, New India, etc.), 
off-market transactions (HPCL-ONGC), strategic divestment (PFC-REC, 
Dredging Corporation), sale of SUUTI shares, sale through ETF’s (CPSE 
ETF and Bharat 22) and even sale of enemy shares. Nor is any amount 
too small; the Dredging Corporation of India employees brought in Rs 
9.3 million through an OFS. 
 
Despite the impressive amounts gathered from there sale, there are 
infirmities that ail the public sector. These come in the way of a more 
robust fund-raise. Some alternate sets of data point to this.  
 
One, the trailing BSE PSU Index (Exhibit 1). Rs 100 invested in the PSU 
index five years ago in August 2014 would return Rs 88.0 today. A similar 
amount invested in the BSE SENSEX would have returned Rs 146.7 and in 
the BSE100 Rs 147.0.  
 
Two, this is reflected in the price performance of PSU ETF’s. The 
CPSE ETF, which tracks 11 Central PSU’s has raised Rs 48,500 
crores. And Bharat-22, its dizygotic twin, with 19 public sector 
companies and three SUUTI shares - Axis Bank, ITC and Larson & 
Toubro, has garnered Rs 26,400 crores. Their performance lags as 
seen in exhibit 2. 
 
Three, governance is no longer an amorphous idea; it can now be 
measured on the IFC-BSE-IiAS Corporate Governance Scorecard. 
Excluding banks there are 16 PSU’s in the BSE-100 index. Their average 
and median score out of 100 is 52.3. Our research shows companies that 

http://www.iias.in/SubscriptionDetls.aspx
mailto:solutions@iias.in
https://dipam.gov.in/disinvestment-till-now/2502
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scored above 60 had a median return of 39% over two years, (7% over 
one), while those with lower scores, generated a 3% return (negative 
16%). This is a pointer that poor governance lies at the heart of middling 
performance.    
 
Exhibit 1: BSE PSU vs SENSEX vs BSE 100 
 
 

 
Source: BSE, upto 31 July  

 
If the government wants to continue to mobilise resources from 
divestments, it needs to ask itself three questions. First is there clarity 
regarding the objectives in running a particular PSU. Second, is the 
current Ministry-PSU linkage the best structure to ensure that PSU’s 
function efficiently and three is the divestment giving the government 
most bang for its bucks.  
 
Exhibit 2: PSU ETF Returns 

CPSE ETF YTD 1-
Month 

3-
Month 1-Year 3-Year 5-Year 

Fund 3.90 -9.18 -7.26 -2.17 5.14 0.10 
Category 4.04 -4.18 -2.97 1.68 4.96 2.89 
Rank within Category 2 3 3 3 2 3 
Number of funds in 
category 3 3 3 3 3 3 

 
BHARAT 22 YTD 1-

Month 
3-

Month 
1-Year 3-Year 5-Year 

Fund 1.28 -4.81 -3.87 7.54 - - 
S&P BSE Bharat 22 TRI 1.33 -4.82 -3.89 7.59 - - 
Category 3.57 -1.87 -3.03 3.53 - - 
Rank within Category 80 106 81 5 - - 
Number of funds in 
category 100 107 106 94 - - 

 
Source: Value Research; data as on 2 Aug 2019 

 
There is limited clarity regarding the objectives and purpose. Oscillating 
between achieving the greatest good for the greatest number versus 
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running a profitable business, muddles decision-making at the PSU level 
and confuses investors. It is perfectly legitimate to have national political 
level objective (development of a backward region), but these should be 
separated from those that control national resources (ONGC, Coal India), 
or building national champions (SBI). The government is better served 
pursuing just one goal. With clearer commercial focus and tighter 
financial discipline, the treasury can hope for a steady stream of 
dividends and of realizing a fair price from the sale of shares and even 
entire businesses. This money is then available for its broader (social) 
objectives. The alternative of running a febrile business which 
consistently needs funds to be injected, does not serve the divestment 
agenda.        
 
Oversight of a PSU is a small part of a Ministry’s responsibilities. Shortish 
tenures leave bureaucrats insufficient time read the industry trends, let 
alone understand business nuances. An added downside is a very short 
institutional memory. Responsibilities towards the company give the 
appearance of being chores and need safe decisions: why else will PSU 
boards be dominated by former bureaucrats – which compound the 
problem of limited skills and to a less robust board oversight.  Then there 
is the mistaken belief in Delhi that SEBI’s rules apply only to the private 
sector. Consequently, PSU’s generally weigh in favour of their parent 
ministry; conversely market discipline is frequently breached. And while 
market discipline may not ensure business success, but its absence will 
ensure failure. Suffice to say, the ministries have exhibited extremely 
uninspiring stewardship over our PSU’s. A  
 
Finally, divestment is a specialized job. Deciding between IPO’s, offers for 
sales, follow-on offerings, bulk deals, QIP’s is not an easy task. Add to 
this the complexity of deciding which company is ripe for sale. Will selling 
HPCL to ONGC be more value accretive than merging the two and then 
selling the combined entity? Should the general insurance companies be 
merged, and shares in the holding company be sold or should one sell 
shares in the operating business? Different market cycles will give a 
different answer. Unfortunately, the decision is likely to be driven by the 
fear of the Central Bureau of Investigation or the Vigilance 
Commissioner, rather than what markets dictate.  
 
There are ownership models that address the challenges that plague 
Indian PSU’s. They address governance issues and structures, a path 
towards gradual disengagement from non-core investments, beneficial 
asset monetization and generating returns for the state. Temasek 
(Singapore), Khazanah (Malaysia), Solidium (Finland), Forsta AP-fonden 
(Sweden), ADIA and Mubadala (Abu Dhabi, UAE), are some successful 
models. All of them involve at the core, putting in place a governance 
structure where ownership shifts from individual ministries to a 
government holding company or a fund and furthering their 

https://www.iiasadvisory.com/single-post/2018/09/17/For-want-of-a-nail
https://www.iiasadvisory.com/single-post/2018/09/17/For-want-of-a-nail


  Selling less while raising more   

 

4                                   iiasadvisory.com                                                      August 2019         
 

Institutional 
EYE 

governments agenda. Parenthetically, the report of the Committee to 
Review Governance of Boards of Banks in India aka the PJ Nayak 
Committee had a similar recommendation for government owned 
banks. Such structures will bring the desired focus, accountability, 
specialization and sense of ownership to the task at hand. These are 
some examples of successful transitions and structures importantly 
within the ‘state’, that we should consider emulating. 
 
This shift, even if begun today, will bear fruit in the medium to long-term. 
Meanwhile there is undoubted fiscal pressure to raise funds. There are 
assets including BALCO and Hindustan Zinc, that can be sold immediately 
- to Vedanta or even the public.  Shareholding with SUUTI can also be 
monetized relatively quickly. These and other such ideas will serve for the 
short-term. For the long-term unless we bring about transformative 
change, the pipes will choke.    
 
 

  
A modified version of this article by Amit Tandon, appeared in Business 
Standard on 30 August 2019 under the headline ‘Selling less while raising 
more”  

https://rbidocs.rbi.org.in/rdocs/PublicationReport/Pdfs/BCF090514FR.pdf
https://rbidocs.rbi.org.in/rdocs/PublicationReport/Pdfs/BCF090514FR.pdf
https://rbidocs.rbi.org.in/rdocs/PublicationReport/Pdfs/BCF090514FR.pdf
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Disclaimer 
This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The information contained herein is solely 
from publicly available data, but we do not represent that it is accurate or complete and it should not be relied on as such. IiAS shall not be 
in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this 
report. This document is provided for assistance only and is not intended to be and must not be taken as the basis for any voting or investment 
decision. The user assumes the entire risk of any use made of this information. Each recipient of this document should make such 
investigation as it deems necessary to arrive at an independent evaluation of the individual resolutions referred to in this document (including 
the merits and risks involved). The discussions or views expressed may not be suitable for all investors. The information given in this 
document is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. 
This information is subject to change without any prior notice. IiAS reserves the right to make modifications and alterations to this statement 
as may be required from time to time. However, IiAS is under no obligation to update or keep the information current. Nevertheless, IiAS is 
committed to providing independent and transparent recommendation to its client and would be happy to provide any information in 
response to specific client queries. Neither IiAS nor any of its affiliates, group companies, directors, employees, agents or representatives 
shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or 
in connection with the use of the information. The disclosures of interest statements incorporated in this document are provided solely to 
enhance the transparency and should not be treated as endorsement of the views expressed in the report. 
 
Confidentiality 
This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced 
or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. 
This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or 
which would subject IiAS to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain 
jurisdictions may be restricted by law, and persons in whose possession this document comes, should inform themselves about and observe, 
any such restrictions. The information provided in these reports remains, unless otherwise stated, the copyright of IiAS. All layout, design, 
original artwork, concepts and other Intellectual Properties, remains the property and copyright of IiAS and may not be used in any form or 
for any purpose whatsoever by any party without the express written permission of the copyright holders. 
 
IiAS Voting Guidelines 
IiAS' voting recommendations are based on a set of guiding principles, which incorporate the basic tenets of the legal framework along with 
the best practices followed by some of the better governed companies. These policies clearly list out the rationale and evaluation parameters 
which are taken into consideration while finalizing the recommendations. The detailed IiAS Voting Guidelines are available at our website. 
The draft report prepared by the analyst is referred to an internal Review and Oversight Committee (ROC), which is responsible for ensuring 
consistency in voting recommendations, alignment of recommendations to the IiAS’ voting criteria and setting and maintaining quality 
standards of IiAS’ proxy reports. Details regarding the functioning and composition of the ROC committee are available at 
https://www.iiasadvisory.com/about. In undertaking its activities, IiAS relies on information available in the public domain i.e. information 
that is available to public shareholders. However, in order to provide a more meaningful analysis, IiAS, generally seeks clarifications from the 
subject company. IiAS reserves the right to share the information provided by the subject company in its reports. Further details on IiAS policy 
on communication with subject companies are available at https://www.iiasadvisory.com/about. 
 
Analyst Certification 
The research analyst(s) for this report certify/ies that no part of his/her/their compensation was, is or will be, directly or indirectly related to 
specific recommendations or views expressed in this report. IiAS’ internal policies and control procedures governing the dealing and trading 
in securities by employees are available at https://www.iiasadvisory.com/about. 
 
Conflict Management 
IiAS and its research analysts may hold a nominal number of shares in the companies that IiAS covers (including the subject company), as on 
the date of this report. A list of IiAS’ shareholding in companies is available at https://www.iiasadvisory.com/about.  
 
However, IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have actual/beneficial ownership 
of one per cent. or more securities of the subject company, at the end of the month immediately preceding the date of publication of this 
report. A list of shareholders of IiAS as of the date of this report is available at https://www.iiasadvisory.com/about. However, the preparation 
of this report is monitored by an internal Review and Oversight Committee (ROC) of IiAS and is not subject to the control of any company to 
which such report may relate and which may be a shareholder of IiAS. 
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Other Disclosures 
IiAS is a SEBI registered research entity (proxy advisor registration number: INH000000024) dedicated to providing participants in the Indian 
market with independent opinions, research and data on corporate governance issues as well as voting recommendations on shareholder 
resolutions of about 750 listed Indian companies (https://www.iiasadvisory.com/iias-coverage-list). Our products and services include voting 
advisory reports, standardized services under the Indian Corporate Governance Scorecard, and databases (www.iiasadrian.com and 
www.iiascompayre.com). There are no significant or material orders passed against the company by any of the Regulators or 
Courts/Tribunals.  
 
IiAS further confirms that, save as otherwise set out above or disclosed on IiAS’ website (www.iias.in):   
• IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any financial interest in the subject 

company. 
• IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any other material conflict of interest 

at the time of publication of this report. 
• None of IiAS, the research analyst(s) responsible for this report, and their associates or relatives, have received any compensation from 

the subject company or any third party in the past 12 months in connection with the provision of services of products (including 
investment banking or merchant banking or brokerage services or any other products and services), or managed or co-managed public 
offering of securities of the subject company.  

• The research analyst(s) responsible for this report has not served as an officer, director or employee of the subject company in the past 
twelve months. 

• None of IiAS or the research analyst(s) responsible for this report have been engaged in market making activity for the subject company. 
 
Disclosures relating to the subject companies  
IiAS as a proxy advisor provides various services including publishing reports on corporate governance and related matters. The subject 
companies have subscribed to IiAS’ services and IiAS has received remuneration from the subject companies in the past twelve months. 
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About IiAS  
Institutional Investor Advisory Services India Limited (IiAS) is an advisory 
firm, dedicated to providing participants in the Indian market with 
independent opinion, research and data on corporate governance issues as 
well as voting recommendations on shareholder resolutions for over 800 
companies. IiAS provides bespoke research, assists institutions in their 
engagement with company managements and their boards, and provides 
governance and ESG benchmarks.  

 
In addition to voting advisory, IiAS offers two cloud based solutions, IiAS 
ADRIAN, and comPAYre. IiAS ADRIAN captures shareholder meetings and 
voting data and provides packaged data that can be used to gain insights on 
how investors view specific issues and gain greater predictability regarding 
how they might vote. comPAYre provides users access to remuneration data 
for executive directors across S&P BSE 500 companies over a five-year 
period.  
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