THE GREAT INDIAN STOCK

Sterling  STAMPEDE: DREAMS, DEBTS, AND
DEMAT DRAMAS.

The unprecedented surge in retail investor participation in Indian capital markets has sparked intense
debate about the sustainability and implications of this phenomenon. Saurabh Mukherjea's cautionary thesis
that "the retail boom may not be as limitless as it seems" presents a compelling counter-narrative to the
prevailing bullish sentiment. This comprehensive case study examines both supporting evidence and
opposing viewpoints to provide a nuanced analysis of India's evolving investment landscape, household
financial patterns, and systemic market risks.
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This chart shows the rapid rise in NSE investor registrations, growing more than 6x from 2014 to 2025. The
acceleration post-2020 reflects a massive surge in retail participation driven by digitization, low-interest
rates, and widespread financial app adoption during COVID. However, the sustainability of this trend is
questioned due to economic inequality and financial capacity limits.
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Demat accounts have grown nearly 440% in just six years, reflecting democratization of investing.
The steep increase from 2023 to 2024 aligns with heightened IPO activity and financial awareness
campaigns. However, the concern is that many of these accounts may be inactive, duplicative, or
speculative in nature, not indicating true investor maturity.
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India’s household savings rate has fallen to a 47-year low, a troubling sign amidst the retail
investing boom. The decline suggests rising consumption, inflation pressure, and potential
overexposure to financial markets or debt. This trend could threaten financial resilience at the
household level, especially in the face of market corrections or economic shocks.
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The steady rise in household debt signals growing financial risk. Much of this debt is non-
housing and consumption-related, indicating that households might be leveraging to fund
spending rather than asset creation. This supports Mukherjea’s thesis that a significant
portion of the retail boom may be debt-fueled and fragile, posing systemic risks.

U The Scale of the Retail Investment Revolution

The numbers tell a remarkable story of democratization in Indian capital markets. NSE investor
registrations have surged 3.6 times from 1.65 crore in 2014 to over 11 crore in 2025, with the pace of growth
accelerating dramatically in recent years. What once took 14 years to achieve—the first crore investors—is
now being accomplished in just 6 to 7 months per additional crore.

Demat accounts have witnessed explosive growth, rising from 3.6 crore in 2019 to 19.4 crore in 2025—a
staggering 440% increase in just six years. This rapid expansion has coincided with record-breaking IPO
activity, where companies raised 4.3 lakh crore through equity in FY 2024-25, including X1.7 lakh crore via
public offerings. Today, nearly 20% of Indian households directly participate in the stock markets, up from
just 7% five years ago.

Despite these impressive figures, raises a cautionary flag regarding the financial capacity of the average
retail investor. While demat accounts have multiplied rapidly, only 6.68% of India’s earning population filed
income tax returns in FY24, and merely 3.19 crore individuals actually paid income tax. This implies that
around 30 to 32 million Indians may have the disposable income required to invest responsibly, yet the
number of demat accounts stands between 150 to 200 million after accounting for multiple holdings.

The employment landscape further underlines this mismatch. Government data reports the addition of 17
crore jobs between 2016-17 and 2022-23. However, Mukherjea argues that only about 10 crore Indians
have stable, reasonably well-paying jobs. This highlights a fundamental disconnect between the number of
individuals with sustainable investing capacity and the ballooning number of retail participants in the
capital markets.
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Household savings in India have dropped to a 47-year low, reaching just 5.1% of GDP in FY23—down
sharply from 11.5% during the pandemic peak in FY21. This significant decline has been accompanied by
a surge in household debt, which rose from 36.6% of GDP in June 2021 to 42.9% by June 2024.

According to the RBI's December 2024 Financial Stability Review, one in ten middle-class households is
now grappling with high levels of debt. The composition of this debt is particularly concerning. Non-
housing retail loans—primarily taken for consumption—now account for 54.9% of total household
borrowings. Alarmingly, among sub-prime borrowers, half of all loans are being used for consumption
rather than asset creation.

These trends suggest that many new retail investors may be entering the markets with borrowed money

rather than surplus savings, lending credibility to Mukherjea’s warning about the rise of “dangerous”
borrowing behavior in the retail investing landscape.

L Asset Allocation Patterns: Indian Households vs HNIs vs Advanced Countries
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The asset allocation patterns among Indian households present a structural challenge to the deepening of
India’s equity markets. As the data reveals, both average Indian households and HNIs continue to allocate a
disproportionately large share of their wealth to real estate and gold, with equities forming only a small fraction
of overall portfolios. Average Indian households invest nearly 84% of their assets in real estate and 11% in gold,
leaving just 5% for financial assets. Even among Indian HNIs, real estate accounts for 48%, with limited
allocation to equities and retirement-focused instruments. In contrast, households in advanced economies
maintain a much more balanced and financially forward-looking portfolio, with significant exposure to equities
and retirement funds. This persistent over-allocation to physical assets not only limits portfolio diversification
and liquidity but also hampers broader retail participation in the capital markets. Unless there is a shiftin
investor behavior and financial awareness, this trend could constrain the growth of India’s equity investor base
and the democratization of wealth creation through the markets.
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U Market Vulnerability and Retail Losses

F&O Traders: 93% Lost Rs 1.8L Cr (FY22-24)
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SEBI Study Reveals Massive F&O Trading Losses: 93% of Retail Traders Lost Money FY22 24

Recent market corrections have disproportionately affected retail investors. Within the NSE 500 universe,
stocks with more than 20% retail ownership have experienced a steep 45% decline from their peaks—
significantly sharper than the 34% fall observed in Dll-backed stocks and the 29% drop in those with high
FIl participation. The ongoing correction, now stretching over 165 days and resulting in a 16% decline in
the Nifty 200, marks one of the most prolonged downturns in recent memory.

Further amplifying concerns, SEBI’s studies on derivatives trading have revealed alarming trends among
retail participants. Between FY22 and FY24, a staggering 93% of retail F&O traders incurred losses, with
cumulative losses surpassing %1.8 lakh crore. The average loss per trader stood at X2 lakh, and only 1% of
traders managed to earn profits exceeding X1 lakh. What’s more troubling is that 76% of those who lost
money earned under X5 lakh annually, and nearly half were under the age of 30. This data not only
highlights the vulnerability of retail investors but also raises red flags about the growing financial risk
exposure among young and lower-income individuals in the equity derivatives market.

HNI Investment Patterns and Financial Discipline

Even among High Net Worth Individuals (HNIs), financial discipline appears to be lacking. A 2025 survey
conducted by Marcellus Investment Managers across 465 HNI households revealed that 43% save less than
20% of their post-tax income, despite earning two to three times more than the average taxpayer. Among
affluent families in the 30-45 age group, the savings gap is even more pronounced, with estimates
suggesting they save 40-50% less than what is considered financially prudent.

The problem is further compounded by their asset allocation patterns, which remain heavily skewed toward
real estate. While the average Indian household allocates 84% of its wealth to real estate and physical
goods, 11% to gold, and only 5% to financial assets, HNIs also exhibit a similar bias. Over 50% of them
allocate more than 20% of their portfolio to real estate, and just 17% allocate over 30% to equities. This
persistent preference for physical assets—often referred to as a “deeply Indian phenomenon”—leads to
liguidity constraints and hampers effective portfolio diversification, limiting the potential for long-term
financial growth and resilience. - Sterling Research



U The Case for Optimism: Opposing Arguments
Financial Inclusion Success and Digital Empowerment

Despite concerns around sustainability and financial overreach, the surge in retail participation also
signifies a major success in financial inclusion. It marks the entry of previously excluded segments into
formal financial markets. Rapid digital penetration has played a key role in breaking down traditional
barriers, with 63% of lower middle-class households now reporting that digital access has made it easier to
pursue their financial goals.

Systematic Investment Plans (SIPs) further illustrate the rise of disciplined retail investing. The number of
SIP accounts has crossed 100 million—nearly triple the level from five years ago. Monthly SIP inflows
touched a record 25,323 crore in October 2024, reflecting strong investor commitment to long-term
wealth creation, even amid periods of market volatility.

Employment Growth and Rising Incomes

Contrary to widespread employment pessimism, official data points to substantial improvement in the
labor market. Employment grew by 36% between 2016-17 and 2022-23, with 17 crore new jobs added and
unemployment falling to 3.2%. The Worker Population Ratio increased significantly from 46.8% to 58.2%,
and youth unemployment saw a notable decline from 17.8% to 10.2%.

Incomes are also on the rise, particularly in the lower middle class. In 2025, 57% of such households
reported income growth, up from 52% the previous year. Despite persistent inflation, 73% of respondents
remain optimistic about achieving their key financial goals within five years, a sentiment reflected in a
consistently strong Financial Well-Being Index.

Market Resilience and Institutional Strength

The growing strength of domestic institutional investors (Dlls) has added resilience to Indian capital
markets. DIl ownership in listed companies has risen from 13% to 20%, while foreign institutional
ownership has declined from 22% to 17%. This shift toward domestic capital reduces dependence on
volatile foreign flows and strengthens market stability.

Structural Economic Improvements

India’s economic structure is also evolving in ways that support long-term market participation. The middle
class has expanded significantly—from 14% of the population in 2004-05 to 36% today. Tax reforms have
increased disposable income, with annual returns of 80,000 to 2.4 lakh to many middle-class
households. Additionally, a 65% expansion in the taxpayer base since 2014 reflects greater formalization of
the economy. Investments in infrastructure, education, and healthcare are further laying the groundwork
for more inclusive and sustainable economic growth.
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Market Risk Analysis and Regulatory Response

The current market environment reflects a mix of optimism and underlying vulnerabilities. While retail
investors have demonstrated resilience during recent minor corrections, a significant number of them
entered the market post-2020 and have yet to experience a prolonged and severe downturn. The
Economic Survey 2024-25 cautions that should such a correction occur, its impact on investor sentiment
and consumer spending could be substantial.

In response to these growing risks, regulatory authorities have taken proactive steps. SEBI has tightened
rules around F&O trading by reducing contract expiries and increasing lot sizes, thereby making
speculative trading less accessible and more costly. Additionally, investor education has been prioritized—
SEBI's awareness programs have nearly doubled, growing from 23,670 sessions in FY2020 to 43,826 in
the first half of FY2025 alone.

Adding to domestic concerns are global market interlinkages. Indian equities have become increasingly
correlated with U.S. markets, raising the risk of spillover effects from any sharp corrections overseas. The
Economic Survey specifically highlights that elevated valuations and buoyant sentiment in U.S. markets
increase the probability of a meaningful correction in 2025—one that could reverberate through Indian
markets and test the resilience of newer retail participants.

Implications and Future Outlook

The reality of India’s retail investing boom likely lies between the two extremes of unbridled optimism and
excessive skepticism. While Saurabh Mukherjea’s concerns about financial over-leverage, investor
capacity constraints, and rising household debt are well-founded, it would be premature to label the entire
phenomenon as unsustainable. In fact, the surge in retail participation reflects a deeper structural shift—
one that, if properly nurtured and regulated, could become a long-term driver of economic growth and
financial inclusion.

However, this transformation brings with it a set of critical risk factors that warrant continuous monitoring.
These include the sustainability of household borrowing trends, the depth and effectiveness of financial
education for new investors, the diversification of household asset allocation, and the resilience of retail
investors in the face of future market downturns. Particularly notable is the concentration of retail money
in small-cap stocks, posing heightened vulnerability during corrections.

To navigate these risks, policy efforts must focus on a balanced approach. Key recommendations include
strengthening financial literacy programs, promoting more diversified and risk-adjusted investment
behavior, actively tracking household debt levels, and enhancing investor protection frameworks.
Ensuring that financial inclusion does not morph into financial overextension is central to the sustainability
of this retail revolution.

In sum, India’s retail investing boom represents both a significant opportunity and a latent risk. The trend
toward democratized capital markets appears irreversible, and the real challenge now lies in harnessing
this momentum constructively—empowering individual investors while safeguarding systemic stability in a
fast-evolving financial landscape.

- Sterling Research
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