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Trigger for PSUs 
 

Quick Comment – PSUs to rally? We are mindful of 
the value trap in the shares of public sector (PSU) 
companies. The primary reason is the nature of their 
businesses; the second is their high level of government 
control. However, right now, three things favor PSU 
stocks. The first is the likely shift in investment style from 
growth to value – PSU shares dominate value screens. 
Indeed, as a group, they are trading at multi-year lows 
versus the narrow index (Exhibit 1). Most PSU 
companies operate in cyclical businesses, and we 
believe that cyclicals will outperform defensives in the 
coming months, given the likely recovery in growth.   

The third reason, and the likely trigger for some rerating 
of these shares, is the government’s proposal to create 
a PSU ETF. The government has invited bids from asset 
managers, and we believe the process will completed 
before the close of this financial year (i.e., end-March). 
An ETF would provide a low-cost, diversified and, 
hence, lower-risk investment option, especially to retail 
investors, allowing them to gain exposure to a number of 
stocks by paying a small amount. This would improve 
liquidity, trading and possibly the valuations of PSU 
stocks.   

A close examination of the relative performance of PSUs 
to the market in 2003-04 and in 2009 is that these stocks 
led the recovery in the market (Exhibit 2). The 
commonality with these two periods is a shift in 
investment style from growth to value and the 
resumption of a growth cycle. Both conditions seem to 
be satisfied at this point. This could set the stage for an 
improvement in performance of PSUs, in our view.   

PSU List: Below we have compiled a list of PSUs with 
market capitalization greater than US$1 bn, excluding 
banks, across the consensus coverage and using the 
framework laid down in The Quintessential Quest for 
“Quantamental" Alpha” dated December 14, 2012, (see 
Exhibit 3).  

Exhibit 1 

PSU Relative Valuations Hit Multi-year Lows 
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Source: Bloomberg, RIMES, Morgan Stanley Research 
 
Exhibit 2 

PSU Relative Performance Back to 2002 
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Exhibit 3 

PSU List (excl. banks)  

Bharat Petroleum Corp. Energy 59% 5% 48% -18% -2.4% 0.3 1.7 1.5% 34.5

Coal India Energy 11% 44% 12% 29% -0.6% -1.1 6.9 2.8% 15.6

GAIL (India) Utilities -6% 17% 6% 12% -0.8% -0.6 2.2 2.3% 12.9

Gujarat Mineral Development Corp.* Materials 18% 24% 23% 39% 3.6% 0.0 3.2 1.5% 13.4

Indian Oil Corp. Energy 11% 20% ++ -12% ++ 0.0 1.1 1.8% 5.7

LIC Housing Finance Financials 31% 17% 26% 24% -3.3% -1.4 2.6 1.2% 16.3

Neyveli Lignite Corp.* Utilities 5% 12% 4% 20% 1.1% 0.6 1.2 3.4% 9.9

Oil & Natural Gas Corp. Energy 7% 22% 6% 10% 0.4% -0.9 2.1 3.4% 9.7

Oil India Energy 7% 20% ++ 13% ++ 0.0 1.6 3.9% 8.3

Power Finance Corp.* Financials 46% 13% 20% 20% 1.7% 1.4 1.2 2.8% 9.2

Power Grid Corp. of India Utilities 14% 14% 18% 22% 0.9% 1.0 2.3 1.8% 16.3

Rural Electrification Corp.* Financials 66% 22% 17% 28% 2.1% 0.7 2.0 2.8% 9.3

Valuations

12M Perf.Sector
5Y EPS 
Growth

Consensus 3M 
Earnings 

Revisions F14

ER Breadth as 
SD from Avg 

Fundamental

F12 ROE
F12-F14 

EPS 
CAGR

F12 P/B F12 DY F12 PEStock

 
Please note that all important disclosures including personal holding disclosures and Morgan Stanley disclosures for stocks under coverage appear on the Morgan Stanley public website at 
www.morganstanley.com/researchdisclosures. For non-covered stocks ( * ) please refer to Important US Regulatory Disclosures on Subject Companies and Other Important Disclosures located at the 
back of this report.  
Source: FactSet, IBES Estimates, Bloomberg  
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responsibility for its contents) and/or Morgan Stanley Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia 
(Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore (which accepts legal 
responsibility for its contents and should be contacted with respect to any matters arising from, or in connection with, Morgan Stanley Research), 
and/or Morgan Stanley Taiwan Limited and/or Morgan Stanley & Co International plc, Seoul Branch, and/or Morgan Stanley Australia Limited (A.B.N. 
67 003 734 576, holder of Australian financial services license No. 233742, which accepts responsibility for its contents), and/or Morgan Stanley Smith 
Barney Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial services license No. 240813, which accepts responsibility for its 
contents), and/or Morgan Stanley India Company Private Limited, and/or PT Morgan Stanley Asia Indonesia and their affiliates (collectively, "Morgan 
Stanley"). 
For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the Morgan 
Stanley Research Disclosure Website at www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan Stanley 
Research at 1585 Broadway, (Attention: Research Management), New York, NY, 10036 USA. 
For valuation methodology and risks associated with any price targets referenced in this research report, please email 
morganstanley.research@morganstanley.com with a request for valuation methodology and risks on a particular stock or contact your investment 
representative or Morgan Stanley Research at 1585 Broadway, (Attention: Research Management), New York, NY 10036 USA. 

Analyst Certification 
The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and 
that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this 
report: Ridham Desai. 
Unless otherwise stated, the individuals listed on the cover page of this report are research analysts. 

Global Research Conflict Management Policy 
Morgan Stanley Research has been published in accordance with our conflict management policy, which is available at 
www.morganstanley.com/institutional/research/conflictpolicies. 

Important US Regulatory Disclosures on Subject Companies 
The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation based 
upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment 
banking revenues. 
Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making, 
providing liquidity and specialized trading, risk arbitrage and other proprietary trading, fund management, commercial banking, extension of credit, 
investment services and investment banking. Morgan Stanley sells to and buys from customers the securities/instruments of companies covered in 
Morgan Stanley Research on a principal basis. Morgan Stanley may have a position in the debt of the Company or instruments discussed in this report. 
Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions. 

STOCK RATINGS 
Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below). 
Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the 
equivalent of buy, hold and sell.  Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since 
Morgan Stanley Research contains more complete information concerning the analyst's views, investors should carefully read Morgan Stanley 
Research, in its entirety, and not infer the contents from the rating alone.  In any case, ratings (or research) should not be used or relied upon as 
investment advice.  An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) 
and other considerations. 

Global Stock Ratings Distribution 
(as of December 31, 2012) 

For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside 
our ratings of Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we 
cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative 
weightings (see definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy 
recommendation; we correspond Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively. 
 

  Coverage Universe Investment Banking Clients (IBC) 

Stock Rating Category Count 
% of 
Total Count

% of 
Total IBC

% of Rating 
Category

Overweight/Buy 1103 37% 436 41% 40%
Equal-weight/Hold 1301 44% 497 46% 38%
Not-Rated/Hold 108 4% 27 3% 25%
Underweight/Sell 478 16% 111 10% 23%
Total 2,990  1071   
 
Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual 
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan 
Stanley received investment banking compensation in the last 12 months. 

Analyst Stock Ratings 
Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis 
over the next 12-18 months. 
Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted 
basis over the next 12-18 months. 
Not-Rated (NR) - Currently the analyst does not have adequate conviction about the stock's total return relative to the relevant country MSCI Index on 
a risk-adjusted basis, over the next 12-18 months. 
Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted basis, 
over the next 12-18 months. 
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months. 
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Analyst Industry Views 
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the 
relevant broad market benchmark, as indicated below. 
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant 
broad market benchmark, as indicated below. 
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant 
broad market benchmark, as indicated below. 
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; 
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index. 
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Citi Research publications may be available about the companies or topics that are the subject of Morgan Stanley Research.  Ask your Financial Advisor or use Research 
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