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\WHEN SEBI TRIES TO GETYOU
A PIECE OF THAT HOT IPO

In an increasingly institutionalised market, the regulator means
to find space for the individual investor

1. HNIs CONTRIBUTE MOST TO IPO BIDS BY INDIVIDUALS

SACHIN P MAMPATTA
Mumbai, 20 October

Haveyoutried tobuysharesinacove-
ted company entering the market for
thefirsttime and were disappointed?
Sebi will helpyou. The market
regulator, inarecent consultation
paper, proposed arule tweakto ensure
thatyou getsomestocks. Noble
intention, butananalysisof
international trendssuggests that it
could beswimmingagainstthetide.
First, let’slookatwhat’shappened.
Companieshave gone bigon initial
publicoffers (IPOs)in the coronavirus
pandemic. Rulesreserve a portion of
shares for retail and non-institutional
investors: ifthey don’t bid the shares
canbeallocated tootherapplicants.
Retail investors are those who bid for
shares worth upto3200,000. Bids over
that fallunder the non-institutional
investor category. Wealthy high net
worth individuals (HNIs) often account
forthebulkofbidsin this category.
Companiessold, through25IPOs,
shares worth351,979 crore this financial
year. Theyreceived bids worth%10.3
trillion, or199 timesthe value of shares
beingoffered. HNIsaccounted forabig
partofthisbidding (asseeninchart1).
Sebi found that oversubscriptions
often crowd out those on the lower side
of bids of overz200,000. It suggested
reserving one-third ofthe non-
institutional investor quota for those
investing between¥200,000 and
I million, sothat they are not crowded
outbymoneybagsbiddinglarger
amounts. Conversations with market
expertssuggest that the wealthy borrow
money and investinIPOsto makea
profiton companiesexpected torise
afterlisting. Lower interest rate appears
topower thistrend (chart2).
Aquotaforindividuals through
. reservationsforretailand non-
institutional investor categories was
supposed tobring in new investors to
themarket. However, retail investors
oftenburn their fingersin IPOs.In
international markets, wider equity
ownershipishappeningincreasingly
through institutional means (like ’
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2. LOWER RATES FUELLED
OVERSUBSCRIPTIONS
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3. DIRECT HOLDINGS FELL
ELSEWHERE OVER TIME

M Individual stake before (in %)
M Individual stake after (in %)

© United States
Kingdom . ofAmerica . (1970t0
(1963to2018) | (1963t0201) |  2020)

Source: Office for NatlonaIStatlstlcs(UK) Japan

Exchange Group, US statistics from OECD Journal:
Financial Market Trends Volume 2013/2 ‘Institutional

United Japan

investors and ownership engagement' by authors
Serdar Celik and Mats Isaksson

S0yearsshow individual ownership
goingdown in favour of institutional
ownership (chart3).

Institutions, because of sizeand orga-
nisation, canbetterassert theirrightsas
shareholders. Institutional investors’
stakehasrisen from 62.39 per cent by
value of India’s publicly available
shares (or free float) in June 2009 to
70.35per cent in June 2021. Individual
shareholding has dropped from19.66
percentto18.74 percent (chart4).

This could mean institutional share-
holders will be the dominant providers
ofequity capital. Such ownershipcan
createitsown challenges: such asabias
towardslargelisted firms. Meanwhile, a
debate onat what pointindividual
quotas would have outlived their utility
inanincreasingly institutionalised
matket may well be worth having.

L. INSTITUTIONAL SHARE-
HOLDING HAS BEEN RISING
l Individual (by value as % of free float)
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Note: Shows ownership patterhs for companies listed
on the National Stock Exchange. Individual ownership
includes retail and high networth individuals.
Institutional includes domestic institutional investors
and foreign portfolio investors.
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