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THE PLIGHT OF THE SMALL INVESTOR BY S L Rao

What do Advance Medical Care (health services), Ansal Buildwell (construction), Balaji Foods and Feeds (animal feeds), Beardsell (insulation and industrial marketing, Core HealthCare, Dhunseri Tea, Electro Scan (electronics components), Gujarat Optical Communication, Gujarat Telephone Cables, HiTech Drilling (now changed in name), Indian Acrylics, Indian Steel Rolling Mills, International Data Management (computer hardware), Krisons (audiovisual equipment), Laxmi Automatic Loom, Nippon Denro Ispat (steel), Oswal Spinning, Reed Relays & Electronics (electronic relays and  switches), Salzer Controls, Swaika (vanaspati), Uniplas (storage tanks), have in common? That is, apart from being companies either in the “new” economy or in core growth areas. 

Almost all of them belong to the beginnings of the liberalization era, the early years of the Rajiv Gandhi government, when we thought that he and his Finance Minister were going to drag India quickly into the 21st century. Some of them are the “missing companies” whose investors have after sending in their money and receiving the shares, not heard from the companies: no dividends, no annual accounts, and no responses to letters. Others were listed in the then flourishing stock exchanges in Calcutta, Madras, Bangalore, Coimbatore, etc., which today are almost non-functioning exchanges, with practically no trading. A few companies made profits for some years and then, due to declining markets, poor management or the personal avarice of so-called promoters who took money out for themselves, stopped doing so, and also ceased to disclose anything. Brokers in the exchanges in which they are listed, are unable to effect any transactions in them. For all practical purposes, they do not exist for the investor, except as gaudily printed share certificates kept locked in safe deposits as reminders of savings lost.  

Every small investor in India would have a list like the one given here, of companies in which they have invested hard-earned savings and that are now worthless to them. As Rajiv Gandhi once said, the companies might have become sick, but who has come across sick “promoters”? For many investors, this has meant a sharp deterioration in their old age of a standard of living for which they had worked hard all their lives, saved and invested, wisely, as they imagined. Most of them would have also saved compulsorily in provident funds, sometimes in small annuity schemes, and other government savings instruments, along with these exciting shares. Unlike officers in government, many public enterprises as well as some private ones who have indexed pension schemes, these investors would have had no other hedge against future inflation except for the shares in companies. They should have appreciated in value. Instead, they just disappeared in value. This loss was for many of them, out of the meager incomes of pre-liberalization days.

We are proud of our legal and judicial systems, the rule of law, the presence of a multi-regulatory framework, external and internal audits, financial analysts, etc. None of our financial regulators, SEBI, Department of Company Affairs, the Company Law Board, Reserve Bank, the Finance Ministry, etc., appear to have enforced the law that they are responsible for. There is no attempt to bring such “promoters” and management of defaulting companies to account for their failures in observing the law. Filing of annual accounts is a statutory requirement. Responding to shareholders is an essential need of corporate governance. When stock exchanges cease to function, the regulator must ensure that the shares of companies registered in them, however small, are traded so that investors have liquidity. The small investor is otherwise left high and dry, many times at the mercy of “promoters” who are the only ones he can communicate with to sell the shares, and who exploit this advantage. He has no recourse since he does not have the resources to pursue his grievances. Financial Regulators are also very lax in responding to the complaints of such small investors.

What can be done? The defaulting management must be vigorously pursued and their defaults treated as criminal offences since they have not accounted for the use of the investors’ moneys. If some were to be fined heavily and sent to jail, it would be a salutary example to the others. If the companies are not functioning they should be wound up and any personal guarantees of the “promoters” must be encashed to pay off creditors and investors. Small companies listed on the non-functioning exchanges should be compulsorily listed on the big ones like the BSE or the NSE, so that there is some possibility of trading in them. Regulators should have a small investors’ cell that must be able to respond quickly with actions to redress their grievances. 

Ultimately, it is the regulators who must do their job without fear or favour. That many of them do not, is a sad commentary on our democracy (795) 

