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Takeaways from SEBI report on retail intraday trading

SEBI's report (link) on intraday cash trading by retail highlights the strong (~5x)
growth in retail intraday traders over FY2019-23, driven by young traders with
small trading amounts. Experience over FY2019-23 indicates that a large share
(~70%) of retail makes losses, even though the average number of trades, trade
size and loss per individual have declined, probably due to peak margin rules
capping intraday leverage in 2021, in our view. The report makes no reference
to potential future actions (unlike the F&O report), even though there has been a
continuous clampdown by the regulator on unregulated advice by influencers.

Intraday cash equities market—key stats

Key facts about the equity intraday market from the SEBI report: (1) Around 1 in
3 people, who trade in the equity cash segment, trades intraday; (2) intraday
traders increased from 1.5 mn in FY2019 to 7.8 mn in FY2022 and then,
moderated down to 6.9 mn in FY2023; (3) the share of young traders (<30Y) grew
to 48% in FY2023 from 18% in FY2019; (4) participation from tier-1, -2 and -3
cities grew to 3X, 5X and 10X, respectively, in FY2023 versus FY2019 and (5) the
share of ‘very small’ traders (annual intraday turnover <Rs50K) doubled to 56%
during the period; young traders (<30Y) also contributed ~55% of incremental
additions in FY2019-23. While not covered in the report, the share of delivery in
trading volumes at the NSE has been at 20-25% for the past few years.

Adverse P&L experience for the majority

In FY2023, 71% of intraday traders lost money, growing from 65% in FY2019 and
69% in FY2022. Around half (54%) of intraday traders who traded in all three
years still lost money in FY2023. The proportion of profit-makers was highest in
tier-1 cities, followed by tier-2 and tier-3 cities. Loss-makers carried out a greater
number of trades than profit-makers. As a result, loss-makers also lost 57% over
and above their aggregate trading loss as cost of trading during FY2023
(compared with 19% for profit-makers). From a demographic point of view, there
is a clear pattern of a higher share of loss-makers among younger traders (~80%
for <30Y versus ~55-60% for >50Y).

Potentially limited regulatory implications

A few observations on retail intraday trading when compared with F&O: (1) Average
loss of ~Rs2,000 for intraday versus ~Rs80,000 for F&O traders, even though the
share of loss-makers at ~70% in intraday is not materially lower than ~90% in F&O;
(2) aggregate losses of Rs15-20 bn are much lower than in F&O trading (~Rs300 bn
in FY2022) and (3) retail participation in options has grown much faster than their
participation in cash; adjusting for delivery trades, retail option volumes are nearly
equal to intraday cash as compared with ~10% in FY2019.

Past measures such as peak margin norms have already curtailed the leverage
available in intraday trades. The regulator has been actively taking action against
players that provide unregulated stock advice. It is unclear if intraday traders do
end up creating a stock portfolio, which is held for a longer duration, for which
the profitability could also be better than intraday and F&O trades.
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Retail volume growth in options versus cash intraday
March fiscal year-ends, 2019-24 (Rs bn)
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Quick Numbers

Around 1 in 3 individuals, who trade in the equity cash
segment, trades intraday

7 out 10 intraday traders incurred losses

Average number of trades by loss-makers was higher
than profit-makers
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Scope of the study

SEBI's report covered individual client level data from top-10 brokers, accounting for 86% of individuals
in NSE's cash segment in FY2023. Data for individuals trading with multiple brokers was aggregated to
arrive at a year-wise unique set of individuals. While individuals may have traded intraday as well as
delivery, only intraday trades of such traders have been considered for the analysis.

Intraday comprises ~75% of cash trading volumes at the NSE

I Exhibit 1: Monthly cash equity value traded and share of delivery, 2018-2024
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Source: SEBI, Kotak Institutional Equities

Retail trading activity has been much stronger in options versus other products

I Exhibit 2: Retail volumes growth in options versus cash intraday, March fiscal year-ends, 2019-24 (Rs bn)
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Exponential growth in retail premium

Exhibit 3: Retail option premium (daily average), March fiscal
year-end, 2014-24
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Retail activity in cash jumped in 2021, but flat thereafter

Exhibit 4: Retail cash equity turnover (daily average), March
fiscal year-end, 2014-24
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Intraday cash trading is highly skewed with ~80% of traders contributing only 1% of turnover

I Exhibit 5: Distribution of intraday turnover across sub-categories, March fiscal year-end, 2023

Very small <50K

Small 50K -0.5mn
Medium 0.5mn-25mn
Large 2.5mn-10 mn
Very large >10 mn

Total -

Source: Kotak Institutional Equities
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Intraday traders are nearly one-third of cash traders

I Exhibit 6: Sample data—individual intraday traders in equity cash segment, March fiscal year-end, 2019-23
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Strong growth in number of intraday traders during FY2019-23, with rise in share of loss-makers

I Exhibit 7: Summary statistics of P&L of individual traders, March fiscal year-end, 2019-23

2019 2022 2023
Average P/L (10,042) (2,484) (2,069)
Number of individual traders (sample) (#mn) 1.49 7.83 6.89
% of Loss-makers 65% 69% 71%
% of Profit-makers 35% 31% 29%
Average profit made by profit-makers 9,409 6,910 5,989
Average loss made by loss-makers (20,701) (6,607) (5371)

Source: SEBI, Kotak Institutional Equities

Share of loss-makers is higher in larger traders

l Exhibit 8: Summary statistics of P&L of individual traders based on turnover, March fiscal year-end, 2019-23

Individual traders Individual traders
(annual turnover <= Rs10 mn) (annual turnover >Rs10 mn)

2019 2022 2023 2019 2022 2023
Average net P/L (401) (239) (112) (50,620)  (32200)  (34977)
Number of individual traders (sample) (# mn) 1.2 7.3 6.5 0.3 0.6 0.4
% of Loss-makers 61% 69% 71% 82% 78% 76%
% of Profit-makers 39% 31% 29% 18% 22% 24%
Average profit made by profit-makers 3,067 2,076 1,914 66,637 97,659 89,172
Average loss made by loss-makers (2,658) (1,286) (953) (77,057) (68,744) (74,575)

Source: SEBI, Kotak Institutional Equities
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Average number of trades has fallen from 2019 levels

Exhibit 9: Average number of intraday trades by individuals in
a year, March fiscal year-end, 2019-23 (#)
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Loss-makers have higher number of trades in a year

Exhibit 10: Average number of intraday trades by individuals in
a year, March fiscal year-end, 2019-23 (#)
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Wide gap in average trades in a year between small and large traders

I Exhibit 11: Average number of intraday trades by individuals in a year across segments, March fiscal year-end, 2019-23 (#)

Individual traders (annual Individual traders (annual
All individual traders turnover <= Rs10 mn) turnover >Rs10 mn)
2019 2022 2023 2019 2022 2023 2019 2022 2023

All Traders [l 230 |l 81 | 66 | ||
Profit-makers [| 124 |] 63 |] 51 |
Loss-makers I:| 288 [| 88 |] 72 |]

Source: SEBI, Kotak Institutional Equities
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Decline in average trade size after 2019

Exhibit 12: Average trade size of individual traders in intraday
segment, March fiscal year-end, 2019-23 (Rs)
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Source: SEBI, Kotak Institutional Equities

Lower trade size for loss-makers

Exhibit 13: Average trade size of individual traders in intraday
segment, March fiscal year-end, 2019-23 (Rs)
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Source: SEBI, Kotak Institutional Equities
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Loss-makers typically have lower trade size

I Exhibit 14: Average trade size of individual traders in intraday segment, March fiscal year-end, 2019-23 (Rs)

Individual traders (annual
All individual traders turnover <= Rs10 mn) turnover >Rs10 mn)
2019 2022 2023 2019 2022 2023 2019 2022 2023

i i Individual traders (annual
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Source: Kotak Institutional Equities

Loss-makers incur much higher trading costs
I Exhibit 15: Cost of trading as % of trading P&L, March fiscal year-end, 2019-23 (Rs)

Profit-makers Loss-makers
2019 2022 2023 2019 2022 2023
Average trading P&L (Rs) 12,580 8,542 7,435 (12,431) (4,155) (3,415)
Average cost of trading (Rs) 3,171 1,632 1,446 8,270 2,452 1,956
Cost of trading (% of P&L) 25% 19% 19% 67% 59% 57%

Source: SEBI, Kotak Institutional Equities

Strong growth in intraday traders trading below Rs50,000 turnover per year

I Exhibit 16: Participation of individual traders across turnover categories, March fiscal year-end, 2019-23
(Rs)
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Source: SEBI, Kotak Institutional Equities
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Share of loss-makers is higher for individuals with lowest and highest turnovers in a year

I Exhibit 17: Proportion of loss-makers across turnover categories (%)
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Share of loss-makers increases with frequency of trading
I Exhibit 18: Proportion of loss-makers across trading frequency (%)
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Source: SEBI, Kotak Institutional Equities
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Share of loss-makers declines with age of individuals

I Exhibit 19: Proportion of loss-makers across age groups

100 -
81
80 - 73 8 75 76 .
68 67
64 65
62 59 60

60 - 52 53

47
40 -
20 A

0
<20 20-30 30-40 40-50 50-60 <20 20-30 30-40 40-50 50-60 =60 | <20 20-30 30-40 40-50 50-60 >60
2019 2022 2023

Source: SEBI, Kotak Institutional Equities

Diversified Financials

India Research



@ KOTAK INSTITUTIONAL EQUITIES
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Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe

I:l Percentage of companies covered by Kotak Institutional

70% - - o o
Equities, within the specified category.
60% -
|:| Percentage of companies within each category for which
50% Kotak Institutional Equities and or its affiliates has
provided investment banking services within the previous
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0% 34.9% * The above categories are defined as follows: Buy = We
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2.9% 1.8% 1.1% used illustratively to comply with applicable regulations. As
0% of 31/03/2024 Kotak Institutional Equities Investment
BUY ADD REDUCE SELL Research had investment ratings on 272 equity securities.

Source: Kotak Institutional Equities

As of June 30, 2024

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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