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PRIVATE PLACEMENT MARKET I1
With the launching of major reforms in the financial and real sectors of the
economy in mid-1991, capital market has become an important external source of
funding the activities of the corporate sector. In the primary segment of the capital
market, resources are usually raised through the public issues (in terms of prospee
US) and/or the rights issues (in terms of letters of offer). During the last few
years, another method called 'private placement' has emerged as an additional
method of raising funds. Notwithstanding the growing importance of this method
of financing, available literature on this aspect is meagre and piecemeal. The
present endeavour is to provide a comprehensive account of this market in India.
The study is structured into four parts. In order to appreciate the developments
in the private placement market in India, the experiences of selected countries in
this area are briefly presented in Part-I. Various dimensions of the private placement market in the Indian context are discussed in Part-II. Implications of the developments in the private placement market to the Reserve Bank are noted in Part
III. The important issues relating to the private placement market along with suggestive measures for improvement are set out in Part-IV of the paper.
Part-I
Private Placement Market
in Selected Developed Markets
The structure of private placement market in selected countries viz., the US.,
U.K., Japan and Germany is discussed in this Part.
1.

United States (U.S.)

In the United States, the private placement market has been in existence for a
very long time providing access to domestic as well as international issuers. In the
U.S. private placement market, predominantly debt instruments are privately
placed. Since mid-1960s, as much as one-third of long-term debt and equity offerings issued by domestic and foreigners used to be privately placed. The volume of
funds raised by issuers in the private placement market constituted 40 per cent of
the total long-term capital during mid-1970s, dominated mainly by the domestic
issuers. The U.S. bond market recorded phenomenal growth in the late 1980swhich was due essentially to the increased resort to the private placement of
bonds. However, in the 1990s, the private placement market witnessed a slowdown
notwithstanding the fact that it is still preferred by corporates desiring to raise
funds with less rigors of the Securities Exchange Commission (SEC). In 1990, out
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of new debt issues, private placement of bonds mnsdtuted as much as around 65
per cent of the total. This, however, has declined to around 50 per cent in 1996.
The private placement market of the U.S. has been accessed by the foreign issuers mostly from Canada, U.K., France, Sweden, and other European countries
apart from Mexico. The share of non-US issuers to the total amount of private
placement is on the rise it has gone up from 17.2 per cent in 1990 to 29.3 per
cent in 1993 and further to 36.7 per cent in 1994. The life insurance companies of
the US. are the most active investors in this market.

-

The popularity of the private placement route in the U.S. is due to the following characteristics:
(i) In private placen~mtmarket, the issues are not underwritten and most of
the terns of issues are negotiable.

(ii) The method is flexible and regulatory measures are not rigorous. The first
step an issuer has to take is to select a bank to act as its agent for the purpose of arranging funds. A 'term sheet! is prepared by the agent giving details - of convenants, maturity period, spreads over Treasuries, etc. After
scrutinising these parameters, the investors enter into a verbal agreement
called "soft circles". Then the agent arranges for a conference of all probable
investors where the agreement is reached for maturity, spread, of the private
.placement, rtc. within four to six weeks, the deal is executed subject to
perhaps reviewing of convenants and documentations, etc.
(iii) It is a standard practice to include 'CAI option' to give flexibility to the borrowers in private placements.
About 40 per cent of all privately placed bonds outstanding in the world were
issued in the U.S. market. However, restrictions imposed by the SEC for privately
placed bonds in the U.S. made them less liquid as compared with public issues
and hence only institutional investors can invest and afford to hold for long time.
Later, changes have been brought about for resale of private issues among institutions, which are neither underwriters or dealers. The SEC introduced Rule 144 in
1972 which allowed for resales of privately placed instruments after a two-year
lock-in-period and unlimited transfer after three years. SEC further introduced Rule
144a in April 1990 in connection with private placement. Accordingly, restricted
securities are exempt from the SEC registration and hence cannot be released to
the public trading markets. The rule permits Qualified Institutional Buyers (QIBs)
to trade on privately placed securities without a two-year holding restriction. In
November 1992, SEC further modified Rule 144a to allow bank trust funds and
master trusts for pension funds to buy unregistered bonds and stocks.
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United Kingdom (U.K.)

unlike in the US., the private placement market in the U.K. is not well established. . English Law had a traditional private placement exemption, but in general
this wils too nxrow
constitute an adequate mechanism through which a bond
issue can flow. According to Sections 59 and 60 of the Companies Act 1985,
,consequently where an issuing house places the whole or part of a new issue
privately with a few institutional investors like pension funds which have agreed
to hold the securities as long-term investments, the investments should appear to
be made to' the publicl. The implication of this is since there was no issue to the
public the prospectus requirements did not apply.

...

The negotiations relating to the sale of bonds under private placement are entered into directly with the purchaser involving small amount and hence such
deals are not captured b y offiaal statistics or any other published statistics. Another factor is debt issues in private placement market of the U.K. are not listed.
3.

Japan

Under the Japanese Securities and Exchange Law, private placement of issues
need not be registered and also no filing of document in the form of prospectus is
warranted. While the Securities and Exchange Law defines a public offering and
secondary distribution, solicitation towards "many unspecified persons", offer to a
small group of specified persons can be termed as 'private placement'. In Japan,
mostly domestic bonds, and muniapal bonds are privately placed.
Private placement market in Japan is accessed mostly by the issuers from Third
World countries and private companies of Japan which d o not have enough aedibility to float public issues. Hence, private placement in Japanese market does
not form a significant part. However, the private placement market operates according to the following guidelines prescribed by the Trustee Banks Committee,
1977:
a) The net assets of the corporation wishing to issue "bonds privately should be
at least Yen 1.5 billion.
b) For a seasoned issuer in the private placement market, norms relating to
dividend, certain accounting ratios relating to assets, etc., should be met.
c) Even the issuers in the market will have to adhere to norms in regard
dividend and certain accounting ratios.
d) The guidelines also prescribe the minimum issue amount and number of
times an issuer can enter the market.
According to the directives of the Ministry of Finance, Japan, the number of
partidpants in a private placement is restricted to 50 persons per issue. Besides,

purchasers of private placements are required to hold the securities for a minimum
lock-in-period of two years.
permission for floating of bonds by foreign issuers was given in April 1972
subject to fulfilment of the following conditions for privately placing bonds in
Japanese ~ b k e :t
a) The sales should be made to a limited number of institutional investors
familiar with foreign affairs.
b) Re-sale of such bonds is prohibited.
4.

Germany

In Germany, private placement of securities is made in the form of certificate
of indebtedness in the domestic Deutschemark market. Three type of certificates are
issued in the private placement market in the country- i)short-term certificates for
a period upto 6 months, ii) medium-term notes for a period upto 4 years and iii)
long-term certificates covering upto 15 years maturity. The certificates creating payment liability are treated as debts and are transferable instruments. The issuers get
the inherent advantage of saving the costs involved in public issues. Normally,
private placement of securities will have to get the concurrence of Ministry of
Finance.
The principal investors in the market are insurance companies, credit institutions, and major industrial groups. The said certificates are traded on OTC market
with bankers (both major and private bankers) making market for it. In Germany,
interest attached to private placement issues is more than public offerings. While
pricing a private placement issue, the factors like credit risk, liquidity risk, financial standing of the borrower, interest rate level, size of the issue, maturity, and
investment interest are taken into .consideration.
Part-I1
Private Placement Market

- Scenario in India

Though the private placement market in India has been in existence for long, it
has gained prominence only from 1990-91. This market has become an important
avenue for sourcing funds by both private and government sector& especially in
the recent two years in the light of prolonged subdued conditions in the primary
market for new issues. Further, the decline in interest rates in the wake of the
monetary and credit policy announcement of the Reserve Bank for the first half of
1997-98 have activated the debt market for fixed income securities.
1.

Modality of Private Placement in India

Several factors are considered before deciding on the private placement offers in
India. At the outset, the cruaal decision whether to go for a public issue at large

or a private placement with limited number of persow largely hinges upon the
amount to be raised, the reputation of the issuer, the frequency with which the
issuer has tapped the market for funds in the past, the timeframe for actually
raising the money, the willingness to administer a large number of small ticket
holdings and the price he is willing to pay.

On identifying the need to borrow money from the private placement market,
the issuer normally contacts a merchant banker or a oonsortium of merchant bankers for determining various features of the issue and enters into an agreement for
arranging to place the issue with the selected clients. In some cases, perhaps in
case of .big institutions, issuers themselves are experienced enough to undertake
private placements without involving any intermediary.
2.

W h y corporates Raise Resources via Private Placement Route

There are inherent advantages to corporates for tapping private placement market route instead of going for rights or public issues. These advantages are set out
below:
(i) Private placement is a cost and time effective way of raising funds. According to merchant bankers, the cost of raising resources from a private placement
could lie anywhere between 1 to 2 per cent of the issued amount whereas the
same for public issue would be in the region of 5 percent and in some cases, it
could even reach as much as 9 per cent. Public issues entail heavy expenditure on
marketing. Also, there are printing costs, and the brokers' incentives. These costs
can be avoided by opting for private placement (Table 1).
1.

Table 1: THE RELATIVE COSTS

(in per cent)

Brokerage Fees
Lead Manager Fees
Advertising and Marketing Costs
Printing and other Costs
Issue Expenses

PUBLIC ISSUE

PRIVATE PLACEMENT

2.0-3.00

0.5-1.OO

0.5-0.75

0.4-1.OO

2.0-4.50
0.5-0.75

None
-do-

5.0-9.00

0.9-2.00

Source: Business Tcday, June 07-21,1997.

Furthermore, the time taken for private placement route is much shorter as
compared. with a public issue. Sometimes, private placement can be arranged
within a short span two to three weeks whereas the same for a public issue runs
into months. In a situation where interest rate structure in the economy and market conditions are volatile, quick issuance can be of critical advantage. Further,
proceeds of a private placement can be used as and when received unlike a public

issue where the issuer can access the proceeds only after completing all the
post-issue formalities as required in terms of the regulatory norms. As private
placements are not for public, neither issues are underwritten nor any minimum
subscription rule is adhered to. Hence the, arrangers-merchant bankers have no
worry about devolvement but would be receiving commission as per the
arrangement.
(ii) One important feature of a private placement market is that it can be
tailored 'to the needs of the new entrepreneurs. It also satisfies investors
(mostly institutions) who want large holdings of better rated instruments which
cannot be bought through public issues. The issuers also enjoy a lot of flexibility for raising funds through private placement. As they deal with a small
number of lenders, terms and conditions of issues are very much negotiable on
each deal.
(iii) In India, private placements are not bound by any regulatory system
barring pricing for equities. Information relating to various details of private
placement are contained in "Memorandum of Information" and deals are struck
through negotiations between the ultimate borrowers and lenders. In case of equity
issues, companies are free to fix the quantum of private placement and only follow
the rule of pricing as stipulated by the SEBI. Such private placements will have
no lock-in-period excepting those in favour of promoters. As in the case of
public issues, there are no compliance system for merchant bankers in private
placement.
(iv) The private placement of instiuments are confidential and provide inherent
advantages to the corporates. This helps in keeping strategic business seaets pertaining to a firm.
In view of these advantages, private placement has become a favoured route
for corporates and financial institutions in India for mobilising funds during the
last couple of years in the absence of an active primary market.
3. Growth of Private Placement Market During the Nineties

Table 2 below sets out the data on private placement vis-a-vis new issues since
1990-91. It may be observed from the table that during 1990-91, Rs.4244 crore
were mobilised through private placement route in the form of equities and bonds
which constituted 49.0 per cent of the total resources mobilised in the primary
market.

Table 2 : Trend in Primary Market Mobilimtion

- 1990-91 to 1996-97
%

Year
(AprilMarch)

Private
Sector

Ciovt.
Sector

PSU
Bonds

#

#

Q

Total
(2+3+4)

Private
Placement

Total
Mobilisation
(5+6)

1990-91
1991-92
1992-93
1993-94
1994-95
1995-96
1996-97

4,312.20
6,193.10
19,825.60
19,355.40
26,416.70
16,220.00
10,581.00

N.A.
N.A.
7,8553
4,561.54
1,313.64
4,465.40
5,002.OO

100.00

-

504.50

-

4,412.20
6,193.10
20,611.13
24,421.44
27,730.34
20,685.40
15,!j83.00

4244.30
4,463.00 ,
1,634.60
7,465.90.
11,174.30
13,361.00
15,066.00 .

8,656.50
10,656.10
22,245.73
31,887.34
38,904.64
34,046.40
30,649.00

d

Mvate
Placement
(col. 6
over d . 7 )

49.0
41.9
7.3
23.4
28.7
39.2
49.2

# consisting of both public and rights issues.
@ issued to public only.
Source : 1. Report on Currency and Finance and RBI's Annual Report, Various Issues.
2. Select Leading Merchant Bankers and CMlE (for private placement).

During 1991-92, issues placed through private placement aggregated Rs. 4,463
crore, accounting for nearly 41.9 per cent in total. However, the setting up of SEBI
and its announcement of first set of guidelines for floating new issues in June
1992 including guidelines relating to placement of equities on firm basis brought
down drastically the floating of equity issues on preferential basis by corporates in
the market. In 1992-93, the share of private placement in the total amount
mobilised fell to 7.3 per cent. There was a steady growth in the share therafter
due mainly to two factors. First, there is no regulatory mechanism to control debt
issues on private placement. Secondly, the secondary markets had been faang elongated subdued conditions since mid-Sep tember 1994 impacting adversely upon the
primary market. In this scenario, corporates, banks, financial institutions and public
sector undertakings (PSUs) have increasingly accessed private placement market for
funding their activities through issue of debentures/bonds of medium to long term
period. Consequently, the share of private plaement in the total steadily rose from
23.4 per cent in 1993-94 to 39.2 per cent in 1995-96.During 199697, the amount of
private placement at Rs. 15,066 crore constituted 49.2 per cent of the total amount
of mobilisation.
4.

The Main Characteristics of Privately Placed Issues. During 1995-96 and
1996-97

i) During the year 1995-96, Rs. '13,361 aore was raised through private placement by 154 corprates. Of this; the share of public sector companies including
banks and financial institutions numbering 37 amounted to Rs. 9,290 more which

constituted around 69.5 percent. However, in 199697, public sector undertakings
raised still larger amounts which increased therefore; the share of public sector in
total mobilisation to around 84 percent in 199697. Thus, the public sector has been
the major smobiliser of resources in the private placement market (Table 2).
ii) Activity-wise

The activities of corporates floating issues in the private placement market have
been broadly classified into financial and non-financial activities d u e to limited
availability of data. In 1995-96, while the share of finanaal companies consisting of
financial institutions, banks, and other non-banking financial companies constituted50.1 percent, the non-financial companies accounted for the rest of 49.9 per cent.
During 1996-97, the share of financial companies went upto 55.7 per cent and correspondingly the share of non-financial companies declined to 44.3 per cent. Further analysis of data highlights that the share of financial sector companies was
significantly higher in public sector category while in the private sector, the financial and non-financial companies accounted for more or less equal share (Table 3).
Table 3 : Sector-wise Raising of Resources in the Primary Market
Year
(AprilMarch)

Pub1ic Sector

Private Scctor
F

NF

Total (A)

'F

NF

Total (B)

Grand
Total
(A+B)

F = Financial.
N F = Non-Financial.
Source : Select Leading Merchant Bankers.

The private placement market is accessed by a variety of entrepreneurs. Development financial institutions, housing financial corporations, commercial banks, financial services, corporates in both public and private sectors are the issuers in the
market. The available disaggregated data for the years 1945-96 and 1996-97 indicate
that the financial institutions (FIs) including those in the financing services and
commercial banks accessed private placement market to raise resources more often
than other categories of issuers. In 1995-96, the share of all-India financial institutions like IDBI, ICICI, etc., (including state level financial institutions and state
industrial development corporations) in the total private placement market was
around 29.0 per cent which rose sharply to 49.0 per cent during 1996-97. On the
other hand, the banks' share in the total private placement market declined
steeply from 8.9 per cent in 1995-96 to 0.7 per cent in 1996-97. The public sector
undertakings (at Centre and States) other than financial services accounted for 35.5
per cent in 199596 and 40.0 per cent in 1996-97. The major issuers among the financial institutions and banks in private placement market included IDBI, IFCI,

HU-,

HDFC, SCICI, Bank of Baroda, etc. On the other hand, the major non-

financial institutions included, TISCO, Hindustan Organic Chemicals, Arvind Mills,
SAIL, MTNL, Nuclear Power Corporation, etc.
iv) instrument-wise

An analysis of instruments placed in the market has been attempted based on
the available disaggregated data for the years 199596 and 1996-97. It is observed
that out of a total mobilisation of Rs. 13,361 aore through private placement during 1995-96, only Rs. 1,602 crore (12.0 per cent) was mobilised by issuing equity
instruments, while the remaining 88.0 per cent constituted debt market instruments.
Further, available data indicate that in 1996-97, only a small amount of Rs. 171
crore (1.1per cent) was mobilised through equities out of the total mobilkation of
Rs. 15,066 crore.

v)

Maturity Pattern and Coupon Rate on Bonds

A sample study of tenure of private placement of debt instruments during the
period 1994-97 was carried out. The study revealed that bonds/debentures were
issued mainly in three types: 1) short-term debt instruments upto a maximum of
eighteen months; 2) medium-term instruments covering upto 3 years; and 3) longterm instruments ranging 3 to 7 years. In the category of short-term bonds/debentures, only a very few issues were floated in the market. In respect of mediumterm issues, there were some issues of financial institutions and PSUs. Most of
the private placements were in the form of long-term issues of 3 to 7 years.

As regards coupon rate, it is observed that,. barring tax-free bonds issued at
10.5 per cent, the rate varied depending upon the period as well as the issuers. In
the year 1994-95, while for short term the coupon rate was around 14.5 per cent,
the long-term rate was in the range of 14.5 to 16 per cent. The short-term bonds
coupon rate in 1995-96 was 16.25 per cent. The long-term coupon was fixed in the
range of 15.5 to 17 per cent. During this period, among public sector institutions,
banks were able to quote competitive rates in the private placement market. Dming 1996-97, upto end-January 1997, coupon rates were fixed as high as 17.5 per
cent with minimum coupon rate of around 16.0 per cent. From February 1997 onwards, there has been a noticeable decline (to 15.0 per cent) in the coupon rate.
The available details are set out in Annexure I.

vi) Innovations in BondslDebentures issued in the Private Placement Market
During the last two years, the private placement market has witnessed the introduction of hybridlinnovative bonds. These included Step Down bonds where
coupon rate comes down every year till the instrument is redeemed, Step-Up
bonds, Liquid income bonds, Secured Premium NCD, Zero Coupon Bonds, Regular
Return Bonds, High Growth Bonds, Subordinated Bonds, Floating Rate Bonds, etc.
Further, the issuers have come up with green-shoe option clause in many of their

issues facilitating retention of over subscriptions. In the past, bonds were privately
placed for a fixed tenure without any faality to redeem/withdraw the funds. In
the last couple of years, there were quite a few issues with call/put options. A
put option gives right to the investor to sell the instrument to the issuer, thereby
. the instrument gets liquidity. In case of call option, it allows the issuer to call
back the issue in case interest rates decline significantly so as to enable the issuer
to get .finance at cheaper rates. According to a report (Business Today, June 0721,1997) in 1995-96, 43 placements provided put options while 39 entered the market with call options. There were 24 issues offering both call and put options.
In private placements, the instrument can be selected to suit the cash-flow requirements of both the issuer and the investor. To give an example, the deep-discount bond can be restructured in such way that the principal amount and the
premium would be redeemed a year or two befor; maturity while the interest
accrued will be payable at maturity. This arrangement would fit the staggered cash
outflow matched with project inflows.
vii) The Main Investors in Private Placement Market
According to the merchant bankers arranging the issues, the main investors in
the Indian private placement market are finanaal institutions, insurance cornpanis;
commercial banks, corporates and high net-worth individuals. Recently, the
corporates have started attracting small investors also by retailing the privately
placed issues with them with low face value bonds. However, there are no firm
data on this aspect are available.
Part-I11
Private Placement and its implications for the Reserve Bank
In the recent years, it has been observed that corporates float issues of large
sized bonds/debentures in the private placement market, and also to a smaller
extent equities, for the purpose of enhanang their long-term finanaal requirements.
The finance provided by commercial banks in terms of loans (non-food credit), it
may be argued, meet the working capital requirements of the industries.*The
corporates, infer alia, raise resources from financial institutions, on long-term basis,
for investment in projects. Another avenue of raising resources through private.
placement market on medium to long-term basis is essentially a complementary.'
source of finance. The floating of instruments in the primary market is primarily
determined by the trend existing in the secondary market. While a rising stock,?.
market encourages the corporates to access primary market on an increasing scale,*'
depressed stock markets tend to discourage public issues and arranging funds .
through the private placement market would be more attractive to the corporates
issuers. Hence, in the Indian situation corporate issuers presently find private
placement more attractive not only for raising resources but also in terms of costbenefit analysis over other routes of raising resources.

The Reserve Jank, through its monetary and credit policies makes efforts to
keep inflation under check with the help of various instruments at its mmmand
simulataneously facilitating availablity of adequate resources through oommeraal
banks for promoting investmenis in industrial activities. An a t t w p t has been made
ao see the relation between the non-food credit provided by mmmeraal banks md
that of resources raised through private placement by corporates in the Last seven
years by taking quarterly data. Also the relationship bktween private placement
and the disbursement of financial institutions were attempted. The variable private
placement when fitted with non-food credit and disbursements of financial institutions showed positive amelation (Graphs 1 and 2).
The Reserve Uank, to effectively hplement its monetary poliaes, needs to assess various forms of resources that would be accessible for output generation. For
this purpose, necessary information should be available with the Central Bank ob
the country. As there is no transparency of information in respect of private p l a e
ment, it is difficult to assess actual finances availed of b y the corporate. Therefore,
information should flow to the Reserve Bank from merchant bankers associated
with private placement issues as arrangers.
Another issue involved is lack of regulatory system which would make issuers/
merchant bankers to comply with the guidelines relating to their operations in the
private placemen: rnaxket. Presently, there is no institutional arrangement in place
to monitor and control the activities of the issuers in the private placement market.
This is of utmost importance and needs to be addressed expeditiously.
Part-IV
Private Placement s ~ a r k e tin India

- Some Issues

Although private placement market is playing a crucial role in enabling both
private and public sector companies to raise resources fairly at large scale mainly
through issue of bonds/debentures, it is imperative that the market has to address
certain vital issues for well-directed, and efficient functioning of the market. In this
respect, the following issues need to be immediately addressed for the overall
development of t ..e m~rket.
1.

Monitoring and Surveillance to Protect Investors

The private piacement market in India is highly an informal market and as
such there is no transparency of operations. As the actual resources mobilised will
have implications on monetary and capital market regulatory policies, for the purpose of fine-tuning, the issue needs to be addressed. In developed markets, the
regulatory authorities indicate the framework within which the private placement
market has to function like number of persons per placement, arrangements with
only qualified investors instead of small investors, strict regulations to access certain classified inlestors, etc. In India, we are yet to evolve a regulatory frame-

work to protect the interest of investors from risks associated with subsoiption to
private placement market. The very fact that large amounts are raised from this
muLcl end the r c m t happenings of irregularities associated with the funds raised
from the private placement by corporate bodies raises the need for proper regulatory framework for issuers in the private placement market. At present, the SEBI
has prescribed guidelines for pricing and lock-in period for promoters while privately placing equity issues. There are no guidelines in regard to amount of issues
and any other disclosure requirements. Besides, debt issues are not subject to any
regulatory mechanism. As a note of caution, SEBI through a press release in January 1993 asked the investors to exercise caution while subscribing to private placp
ments of issues, in any form, as the same do not come under the guidelines for
disclosure and investor protection issued by the SEBI.
2.

Public Issues in Disguise

The main indicator of a matured private placement market is that arrangements
should be made to place issues only with qualified institutional investors. However, a peculiar situation in the Indian condition is that the "Memorandum of Information" issued by private issuers while offering issues under private placements
are also mailed to retail investors by arrangers soliciting subscriptions besides net
working institutional investors. This tantamounts to flouting public issue norms. As
private placements are regulated/guided by capital market regulatory authorities
abroad, there is a need to frame guidelines to plug such irregularities and also to
ensure some code of ethics for merchants bankers engaged in arranging private
placements.
3.

Credit Rating

Credit rating is a pre-requisite for any bond/debenture issue if the tenor of the
instrument is more than 18 months. Some of the debt instruments are deliberately
pegged just below 18 months in order to avoid credit rating as happened in one
of the recent issue of a non-banking company which indulged in irregularities in
securities transactions. Also some companies based on old credit rating (rating
which has expired), float debt instruments instead of obtaining a fresh rating before going for a private placement. Under such circumstances, the investors are at
a loss to gauge the risk profile of the instruments. Credit rating can be insisted
upon for all issues of private placement irrespective of the tenor. The agencies
involved in credit rating should be encouraged to publish regularly about their
ratings awarded for privately placed issues even, if it is not accepted by the
corporates, for taking informed decision on investments by investors, particularly
small investors.
Suggestions

In view of the above discussions, the following suggestions are put forth for
regulation of private placement market.

It is suggested to evolve a system to disseminate consolidated data on pri1.
vate placement on regular basis in view of its increasing importance. In this re
gard, the following procedures might be considered for improving private placement market:
(i) Since the issues are arranged by merchant bankers as arrangers, it is possible that Association of Merchant Bankers (AMBI) may be in a position to collect
the information from their members and forward the same to the Reserve Bank
and SEBI on regular basis to help in their policy, decision exercises,
(ii) Either merchant bankers or issuers can be asked to submit a copy of the
'Memorandum of Information' to the SEBI. After the issue is closed, the issuer
may be asked to file a return on the amount collected from the market from the
monitoring point of view. In turn, the SEBI may come up with consolidated data
on private placements for dissemination to public.
It is not desirable to impose any severe restrictions on private placements
2.
like the markets abroad. However, it is advisable that issuers should not be allowed to place their issues as they like but within certain well defined regulatorty
frame work like investments by only big investors, trusts, pension funds,etc., as
these issues are mostly floated by public sector undertakings, financial institutions,
banks, etc.

3. As most of the issues are not listed, there is no secondary market for investments in bonds and in particular liquidity will be a big question for idvestors in
this market. It is advisable to prescribe guidelines relating to retail selling of privately placed issues. However, it would be wise to make private placements with
qualified institutional investors than with retail segment.
4. In order to have a check over unhealthy practices presently prevailing in the

market like early bird incentives, zero margin just to remain in business, etc., selfregulatory standards among merchant bankers may have to be evolved.
Conclusion
The private placement market has developed as an important segment of the
primary market in India. It has offered an additional route of mobilising funds for
corporates and financial institutions in cost and time effective manner without the
issuers being subject to detailed regulatory compliance. In view of the several inherent advantages of private placement, it is Likely to be an important method o f ,
raising resources for the corporates in the coming years.
The corporate debt market i n 1ndi'a is becoming deeper and wider. Several
policy decisions on the part of Government in allowing 100 per cent debt fund to
be fully subscribed by FlIs, lifting of ceiling by the Reserve Bank on banks to in-

vest beyond 5 per cent in corporate debentures, surge in trading on NSE in the
wholesale debt market segment for debt insh+ments, etc. should help in develop
ing a good market for debt securities in India. With large requirements of funds
for infrastructure development in the foming years, private placement market could
be an effective route for mobilising the necessary funds. However, in private place
ment .market investors are exposed. to greater risks if the market is flooded with
issues which are of poor quality. As the market at present is offering bonds for
small investors also, a need arises to protect their interests with some regulatory
measures. It may be argued that like markets abroad, in India too a system may
be introduced for plaang the issues only with qualified investors who do possess
the resources and expertise necessary to assess 'the risk-return trade-off. With a
framework put in place which will remove the existing loopholes and provide for
minimal regulatory compliance, the private placement market can develop further
as an important constituent of the primary market for raising resources by the
corporates in the years to come.
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