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"Save the..." campaigns
are usually reserved for
whales, nature reserves or
historical landmarks. So
when someone starts one
for initial public offerings,
as though these too have
become a threatened
species, the situation must
be desperate.

"[It is] time we stopped
IPO bashing, time that we
welcomed more IPOs, time
we changed our mindsets
on IPOs," cries Prithvi
Haldea, of Indian stock
market researcher
PrimeDatabase, in a report
titled Stop IPO Bashing: In
Defence of IPOs.

As India's three-year bull
market pauses for breath,
some observers are
re-examining its excesses.
Just as there was a
regulatory backlash in the
US to "over-exuberance"
after the technology boom,
so there is a risk of the
same pattern playing itself
out in India.

The backlash centres on
accusations of "overpricing"
of IPOs at the expense of
retail investors. So great is
concern that the Securities
and Exchange Board of
India, the regulator, is
studying a proposal to

introduce mandatory
grading of IPOs, possibly
using credit rating agencies
- a largely untried idea.

The Sebi proposal comes
as India's benchmark
Sensex index, which has
risen about fivefold since
2003 on the back of rapid
economic growth, has lost
steam in recent weeks.

Concerns this month over
the health of the US
economy and rising
inflation in India have led
to a 9 per cent fall in the
Sensex since the beginning
of the year.

India's bull market has
coincided with a steady
flow of IPOs. In 2006 Indian
corporates issued a total of
$19.3bn in shares, up 23 per
cent from a year earlier,
according to figures from
Dealogic, the data company.

The volume of IPOs
increased 186 per cent, led
by Cairn India, part of the
oil exploration and
production company Cairn,
based in London, whose
$2bn listing was India's
biggest ever. But even
during the euphoria last
year about rising stock
prices, the market proved
discriminating.

Cairn India's shares failed
to take off on their trading
debut amid uncertainty
over a pipeline that affected
the company's main oil
find. The stock remains
down about 21 per cent.

The mixed performance of
some IPOs has led to
concern that some
companies and their

advisers in the investment
banks have been
deliberately overpricing
issues.

"There's too much froth
and greed in the system,"
says R Venkataraman,
executive director of India
mfoline, a research house.
"Bankers should be .pricing
issues to leave much more
on the table."

Others agree that the
problem is more about the
pricing of issues than their
quality.

Ridham Desai, equities
strategist with Morgan
Stanley in Mumbai, argues
that the quality of IPOs
during the current bull run
has been far higher than in
previous booms in 1994 and
2000 on the back of
improved regulation.

"What we've had this
time is very aggressive
pricing. Investors have
picked up these very tightly
priced issues and then the
stock has slipped in the
market," he says.

Mr Haldea says it is
wrong to apply 20-20
vision hindsight to the
pricing of an issue following
a slide in the market.

He calculates that most
IPOs would have provided
investors with ample
opportunity to take profit
had they sold on time.

Of the four
worst-performing large
listings of the past year,
three would have enabled
any investor who sold to
make a large profit before
the current market slide.

Indeed of the top 15 IPOs
by size, 11 were still in the
black compared with their
listing prices. In this
context, Mr Haldea argues,
proposals before the
regulator to force
companies to seek
independent gradings fo^
their IPOs are onerous.

The system is already
working, he says, with Sebi
and institutional investors
providing quality control.

Since January 6, Sebi has
forced nine companies to
withdraw from the listing
process for reasons of
quality, while six IPOs have
failed because of a lack of
interest from institutional
investors and 40 had
subscription levels of less
than six times.

Retail investors can
take their cue from
institutional investors -
if institutional subscription
is low, the chances are the
IPO is a dog. If the small
investor fails to understand
the implications of this and
goes ahead and invests all
his life savings, then the
issue is more one of
education. A grading
system will only add to the
complexity.

Chances are the matter
will become lost in the
bureaucracy at Sebi
anyway. By the time it
resurfaces, the bull market
will have got under way
again in time to save the
Indian IPO from the
endangered list.
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