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Tar Economic TivMes

PEs are driving force in brokerage consolidation

Prashant Mahesh
- FILIMEA]

RIVATE equity finns could drive
P hrokerage consolidation—it’s

probably a connection that is hard
o decipher for most people. By ali
indications, it does seem as ifthe
conselidation ameng brokerages has been
drivenby private equity firms. Here's how
the story has been unfuldiug.

Owerthe astowo years, there havebeena
siew of private equiry players makmg signifi-
camt invesmments in broking firms. Among
the prominent deals ase those of Citi
Verture Capital acquiring a 85 % stake inn
Sharekhan in a Rs 650-crore deal, italso
picked up 19.9% in Anand Rathi for Rs 100
crore and Barings PE armm Duckworth
picked up a 45% stake in JRG Securities for
Rs 150 croge. Apart from this, ICICT Ventures
and Barings Private equiry bought into
Karvy Stock Broking with a 20% stake for
Rs 440 crore and IFC picked upa 12.3%

halding in Angel Broking for s 150 e,

Thendex, meanwhile, has shed over
5,000 points from its peak in Tanuary this
yearwhich has restlted intough times for
staller brokerages. These establishments
have been unable to recover the losses
incurredin the crash, Volumes, too, have
fallen to about 25-30% from theirpeak
lewels. i all this was not encugh, the stocks
of listed brokerages are down o sbout a
third of their peak prices, Overall. these
brokerages are facing criticai issues that
inchude failing brokerape rates, lower
volumes, lack of capital to expand and non-
availabiliry of skilled manpower.

“Overa period of tirne, smaller
brokerages have found it tough to invest in
research, manpower and other value-added
services, leading o loss of dienis o larger
players,” says Alok Churiwala, director,
Churiwala Securities. Another point of view
oomes from Saurabh Tripathi, parmer and
mianaging director, Boston Corsulting
Grioup, whio thinks the way forward will be

anytiing buteasy. “The last five months,
ave rmade all small brokers realise thai this
isa garne of scale and itwill be difficult for
thern tosarvive,” he thinks. Today, the retal
broking indusmry is pretry fragmented with
the top ten players accounting for merely a
quarter of the market witich makes analyss

+ believe hat the next round of conselidadon

is ot too far avway, Iif expanding the business
is looking difficult, the private equiry players
could acally stepin. Vinnie Vyas, CEQ,
Crossover Advisors, poins out thai the
prvate equity players could well be the cata-
Iyt forsuch mergers and acquisitions.
“Since the IPO option is far away, value can
e added hefore di through consol-
idation, " he says, Vyas adds that brokerages
that donot have the capital today will be
foreed tosell out,

1's not asif the deals that are spoken of are
o far ineo the future. * A Jot of broking deals
are coming torus. Stene of these do have pri-
vate equity investors,” confirms Venkatesh
Srinivasan. COO, Furare Capital Holdimg,

which recenthy acquired a stake in Cenmmum
Droking, Others like Sharekhan too remain
oper leopporiunities. “For the next two
years, the first priogty is w build the
Sharekhan business. [f something
interesting comes that lits the portielio, we
are opent o add,” says Ajay Relan, M, Cio

Venlure Capital Fnrernational,
The scenario, going forward, promisesto
Bet iy, Already, congic ach

as AV Birla Group, Tata Capital aid Religare
have expressed interest to expand their
financial services business through the inor-
ganicroute. The AV Birla Group recently
bought a stake in Apolio Sindhoori Capital,
“Big corporate howses looking wexpand in
finandal services could book 1o buying PE
firmns’ stakes in unlisted brokerages,” says
Mahesh Chihabria, DIRECTOR, 3tindia.
Foreign banks, 100, have been quite active,
HSBC has picked upa stake in [L&FS
Investsman, while Standand Chartered has
acquired LTI Securities. The consolidation
story in the broking space has barely started.
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