
 

Author Can be reached at madhu.lunawat@pantomathgroup.com  

SME IPOs : Participation of Institutional Investors 

 

-By Madhu Lunawat 

Executive Director, Pantomath Capital Advisors Private Limited 

 

There are two potential ways in which capital markets can help SME financing: (i) by providing 

SMEs access to capital via issuances in the market, and (ii) by providing a refinancing facility to SME 

lenders. Each of these channels has suited differently the appetite of institutional investors.  

 

In Indian Capital Market, Institutional Investors i.e. Qualified Institutional Buyers comprises of FIIs, 

Domestic Financial Institutions and mutual funds. India being a emerging economy, capital market can 

play a pivotal role in bridging the financing gap in strategic SME sectors of India, and domestic 

institutional investor base, given its size and importance, can be a determining factor. 

 

Foreign Institutional Investors (FIIs), Non-Resident Indians (NRIs), and Persons of Indian Origin (PIOs) 

are also allowed to invest in the primary and secondary capital markets in India through the portfolio 

investment scheme (PIS). Under this scheme, FIIs/NRIs can acquire shares/debentures of Indian 

companies through the stock exchanges in India. The ceiling for overall investment for FIIs is 24 per cent 

of the paid up capital of the Indian company and 10 per cent for NRIs/PIOs. Where as overall allocation 

to QIBs can not be more than 50% of net issue to public in a Fixed Price SME IPO. 

 

However, participation of Institutional investors in Indian SME IPOs is still a rare event. One of the major 

reason being individual SMEs issuances do not easily align with the risk appetite and prudential 

requirements of institutional investors. SME issuances can deliver higher returns than those of more 

established companies; however due to their small size, an investor’s SME portfolio needs to comprise a 

relatively large number of companies for such higher returns to have a meaningful impact in the overall 

portfolio of institutional investors.  

 

That explains the limited level of direct investment of institutional investors in SME issuances. However, 

we can say that In India, the role of Institutional investors in bridging the financing gap in SME Sector 

has not yet fully materialized. What is required is development of different capital market instruments, 

that can attract the institutional investors.  

 

Where on one side, attempts are being made to increase the retail participation in India’s over all Capital 

market, in SME Capital Market, what is required is, increase in participation by Institutional Investors. 

When we talk about participation of institutional investors, there are more than one factor. National policy 

environment such as permissible investments for institutional investors or development of more venture 

capital funds with specific focus on SMEs etc. also needs to be tuned for SME capital markets.  

 

In past, SIDBI has invested in an SME IPO, i.e. Ashapura Intimates Fashion Limited, and now DSP 

Blackrock mutual fund has also invested in the same. This shows sign of progress. Today, more than 135 

companies have been listed on SME capital markets. Recently, IPO of Sysco Industries Limited, lead 

managed by Pantomath Capital Advisors (P) Limited, got oversubscribed by 9 times, setting up a 

benchmark in SME Capital Market Industry. Where as SME capital market is showing great sign of 

growth, and acceptance from HNIs and Retail investors, participation by institutional investors will prove 

out to be a feather in the cap of emerging SME Capital Markets of India. It also encourages more HNIs 

and Retail investors to participate in the market, by creating growth and trust oriented environment, as 

presence of QIB is a sign of compliance and growth for many investors. Overall, development of capital 

market will fulfill India’s SME financing needs, thereby supporting the backbone of India’s economy i.e. 

SME Segment.    


