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I. Executive Summary 

This report provides an in-depth analysis of how off-market investments generate significant returns within the 

Indian economy. The potential for these returns is primarily driven by the inherent illiquidity premium associated 

with private assets and a notable, ongoing shift in corporate financing strategies. The analysis explores diverse 

avenues, including unlisted shares, private equity, invoice discounting, and peer-to-peer (P2P) lending, detailing the 

specific mechanisms through which value is created and realized in each. While these investment classes offer the 

potential for exponential growth and crucial portfolio diversification, they also necessitate a nuanced understanding 

of their inherent risks, such as illiquidity, challenges in transparency, and complexities within the regulatory 

environment. The report underscores the progressive maturation of India's alternative investment ecosystem, 

evidenced by increasing assets under management (AUM) and the implementation of more structured regulatory 

frameworks. This evolution positions the off-market segment as a critical frontier for sophisticated investors 

seeking to capture unique growth opportunities. 

II. Introduction to Off-Market Investments in India 

Defining Off-Market Transactions and Transfers 

Off-market transactions fundamentally involve the direct transfer of shares between two demat accounts, bypassing 

the traditional stock exchanges and their associated clearing corporations. This process is analogous to direct 

electronic fund transfers, such as IMPS or NEFT, used for transferring money between bank accounts. The direct 

nature of these transfers distinguishes them from conventional on-exchange trading, where transactions are routed 

through a centralized marketplace. 

From an income tax perspective, particularly within the Annual Information Statement (AIS), "off-market credit 

transactions" refer to the movement of shares into a demat account without the involvement of a stock exchange. 

This broader definition encompasses various scenarios, including receiving shares as a gift, transfers from another 

demat account (whether within the same or a different depository), or inheriting shares. These non-commercial 

transfers, while not direct investments, are still categorized as off-market due to their bypass of exchange 

mechanisms. Depositories, such as NSDL or CDSL, are responsible for reporting the details of these credit 

transactions to the Income Tax Department. The valuation for reporting purposes is typically based on the end-of-

day price of the security on the transfer date, or the actual consideration paid if that information is available. 

The execution of an off-market transfer instruction involves a digital confirmation process designed to ensure 

security and authenticity. A link is generated and sent by the depository to the sender's registered mobile number 

and email ID. Upon clicking the link, the client is redirected to a web page where, after authentication, they can 

review the details of the pending off-market transfer instructions. If the details are accurate, the client proceeds by 

generating and confirming an OTP sent to their registered mobile number, thereby processing the instruction. 

For a comprehensive understanding of "returns" in the context of off-market investments, it is crucial to recognize 

the dual nature of the term "off-market." While it broadly describes any transaction bypassing an exchange, the 

primary focus for generating investment returns lies in deliberate, strategic investment activities rather than mere 

administrative transfers such for gifting or inheritance. However, the tax implications associated with all off-market 

movements, as tracked by the Income Tax Department , remain a vital consideration for investors who may acquire 

shares through various means and later seek to realize gains. Understanding this distinction is essential for 

navigating the specific avenues that drive investment-driven off-market returns. 
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Distinction between Off-Market and Public Market Investments 

The fundamental differences between off-market and public market investments shape their respective risk-reward 

profiles and appeal to different investor segments. 

Off-Market Investments, particularly in unlisted shares, are characterized by trading that occurs over-the-counter 

(OTC), directly between parties or through specialized brokers. This environment inherently leads to an illiquid 

market, making it challenging for investors to easily enter or exit positions. While these investments are governed 

by the Companies Act, they generally lack the direct regulatory oversight of SEBI that applies to listed securities. 

Consequently, off-market investments are often perceived as riskier, partly due to less stringent information 

disclosure requirements compared to public markets, which can lead to reduced transparency. 

In contrast, Public Market Investments involve securities traded on recognized stock exchanges like the National 

Stock Exchange (NSE) and Bombay Stock Exchange (BSE). These markets boast significantly higher liquidity, 

allowing for easy and rapid buying and selling of shares. Public markets are comprehensively regulated by SEBI, 

which mandates strict disclosure requirements, thereby ensuring greater transparency and generally lower risk 

profiles for investors. 

Globally, private markets, though considerably smaller in value than public markets (estimated at $10 trillion 

compared to $124 trillion in 2021), have demonstrated a faster growth trajectory. This momentum is largely 

driven by a significant strategic shift in corporate financing: 

high-growth companies are increasingly opting to remain privately owned for extended periods, reducing their 

reliance on public markets for capital. This phenomenon means that a substantial portion of a company's early, 

high-growth phase, which traditionally occurred post-IPO, now takes place while it is still private. This structural 

change in corporate finance implies that a significant concentration of high-growth investment opportunities now 

resides exclusively in the off-market domain. Consequently, investors who aim to participate in the initial, 

exponential growth phases of innovative companies are increasingly compelled to explore off-market avenues. This 

underscores the necessity for a comprehensive investment strategy to extend beyond traditional public market 

analysis, incorporating off-market channels to capture a significant segment of the value creation occurring in the 

Indian economy. 

To further delineate these differences, a comparative overview is presented below: 

Table 1: Comparison of Off-Market vs. Public Market Investments in 

India 
 

Characteristic Off-Market Investments Public Market Investments 

Trading Mechanism Over-the-Counter (OTC), Direct 

Demat Transfers 

Recognized Stock Exchanges 

(NSE, BSE) 

Liquidity Illiquid; Difficult to enter/exit High Liquidity; Easy to buy/sell 

Regulation Unlisted shares: Companies Act, 

less SEBI oversight. AIFs: SEBI. 

Regulated by SEBI 

Transparency Less Transparent; Limited 

public data 

High Transparency; Regular 

public disclosures 

Risk Profile Higher Risk Generally Lower Risk 

Typical Information 

Disclosure 

Less rigid guidance Strict, ongoing disclosure 

requirements 

Primary Value Driver Early-stage growth, illiquidity 

premium, operational value-add 

Market sentiment, quarterly 

earnings, macro factors 

The Growing Landscape of Alternative Investments in India 

India's financial landscape has witnessed a significant expansion in alternative investments, which are broadly 

defined as non-traditional asset classes that extend beyond conventional stocks, bonds, or cash. This category 

encompasses a wide range of assets, including private equity, venture capital, hedge funds, real estate, commodities, 

infrastructure, and even unique assets like art and collectibles. 

The increasing popularity of these alternative investment avenues in India is primarily driven by their potential to 

generate higher returns compared to traditional options and their ability to offer valuable portfolio diversification 
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benefits. Investors are actively seeking ways to enhance their overall portfolio performance and mitigate risks, and 

alternative investments provide a compelling solution by offering exposure to different market dynamics. 

The growth trajectory of the Alternative Investment Market in India has been remarkable. Assets under management 

(AUM) in this segment more than doubled from $36 billion in 2016 to $72 billion in 2022, with an estimated value 

of $90 billion in 2023. This substantial expansion has been predominantly fueled by robust investments in real 

estate and private equity, indicating strong investor confidence and significant opportunities in these sectors. 

A notable development in this evolving landscape is the emergence of specialized digital platforms that are actively 

disrupting traditional investment models. Platforms such as CRED and INDwealth are at the forefront of this 

disruption, offering high-yield financial products and innovative alternative wealth management strategies that cater 

to a new generation of investors. The proliferation of these dedicated platforms, including others like Faircent, 

LenDenClub, KredX, Grip, RealX, Wint Wealth, and TradeCred , coupled with increasing regulatory clarity from 

bodies like RBI and SEBI for Alternative Investment Funds (AIFs) , signifies a profound evolution. This is not 

merely an expansion of niche markets; it points towards the maturation and institutionalization of India's alternative 

investment space. This institutionalization makes off-market investments more accessible and potentially more 

trustworthy for a wider range of sophisticated investors. The enhanced regulatory environment, even if still 

evolving, fosters greater confidence and participation, which in turn reinforces the growth trajectory of this 

segment. While the inherent characteristics of off-market investments, such as illiquidity, persist, the operational and 

structural risks are gradually being addressed, positioning this segment as a more viable and attractive component of 

the broader financial landscape. 

III. The Core Principle: Illiquidity Premium 

Explanation of Illiquidity Premium 

The concept of illiquidity premium, sometimes referred to as an illiquidity discount, is central to understanding how 

off-market investments can yield superior returns. It represents the additional return that investors demand as 

compensation for committing capital to assets that cannot be readily or immediately converted into cash without 

incurring a significant loss in value. This premium arises from the fundamental preference of most investors for 

liquid assets. 

Risk-averse investors generally try to avoid highly illiquid assets, creating a market dynamic where those willing to 

bear the burden of restricted access to their capital can achieve higher returns. 

The magnitude of this premium is often directly correlated with the duration for which an investor's capital is 

expected to be locked up. Generally, the longer an investor must wait to recover their principal, the higher the 

return they will demand as compensation for this loss of access. This relationship between time and return is a 

critical factor in valuing and investing in illiquid assets. 

Empirical studies have shed light on the significance of this phenomenon in the Indian context. India exhibits a 

"considerably high" average annual illiquidity premium when compared to both developed and other developing 

nations. This finding suggests that market illiquidity is a more pronounced concern and a more substantial factor for 

investors operating within the Indian financial market. Furthermore, research indicates that asset pricing models 

augmented with illiquidity factors, such as the Capital Asset Pricing Model (CAPM) and the Fama & French (1993) 

three-factor model, demonstrate superior performance in India compared to their traditional counterparts. This 

empirically confirms that illiquidity is a "priced component" and a critical factor in designing effective asset pricing 

models within an emerging market context like India's. The fact that illiquidity is a quantifiable and significant 

factor in asset pricing models in India highlights that it is not merely a theoretical concept but a tangible, value-

generating structural element of the market. The inherent lack of immediate market access and ease of transaction 

for off-market assets creates a barrier for many investors. This barrier leads to a reduced supply of willing capital 

relative to the demand from companies, which in turn necessitates a higher expected return (the premium) to attract 

investment. Thus, illiquidity directly enables the possibility of higher returns by compensating investors for this 

specific risk. For sophisticated investors in India, embracing illiquidity is not a compromise but a strategic choice to 

unlock additional returns, implying that a significant portion of alpha in the Indian market may reside in these less 

liquid segments, rewarding patience and a long-term capital commitment. 
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Why illiquid assets can command higher returns in India 

Several factors contribute to the ability of illiquid assets to command higher returns in the Indian economy, 

extending beyond the mere compensation for restricted access to capital. 

Firstly, private market investments often exhibit a lower correlation with public markets. This characteristic 

provides a valuable degree of insulation from the daily news cycles, short-term volatility, and broader market 

shocks that frequently impact listed equities and bonds. While public market investors might experience rapid 

declines during market downturns, private market investments, due to their infrequent valuation, are less affected 

by such immediate fluctuations. This relative stability, despite the inherent illiquidity, can be an attractive feature for 

investors seeking portfolio resilience, especially when public markets are experiencing significant turbulence. 

Secondly, the lengthier investment periods characteristic of private markets are naturally conducive to specific 

investment strategies, particularly those employed in venture capital and private equity. These strategies often 

involve deep operational engagement and require substantial time for active investors to implement their growth 

plans, execute strategic changes, and ultimately realize value creation within portfolio companies. The illiquidity 

allows these long-term strategies to play out without the pressure of short-term market valuations. 

Thirdly, and perhaps more subtly, there is a behavioral aspect to illiquidity that can contribute to higher realized 

returns. While it might seem counterintuitive, some investors may even be willing to accept a lower expected return 

for extremely illiquid assets if it allows them to "ignore" the volatility of such investments due to infrequent and less 

precise pricing. This perspective suggests that the inability to frequently price and easily trade illiquid assets 

reduces the psychological pressure on investors to react to short-term market fluctuations. This effectively leads to a 

forced long-term holding period, which prevents emotional and potentially value-destroying premature exits during 

market downturns. This behavioral discipline, imposed by illiquidity, can ultimately result in higher actual realized 

returns over the long run, even if the theoretical "premium" isn't always the sole driver. For certain investor profiles, 

particularly those who might be prone to emotional decision-making in liquid markets, illiquidity can serve as a 

beneficial constraint. It aligns investor behavior with the often-required long-term horizon of value creation in 

private markets, potentially enhancing overall portfolio performance by mitigating behavioral biases. 

IV. Avenues for Off-Market Returns in India 

The Indian economy presents several distinct avenues for generating off-market returns, each with its unique 

characteristics, mechanisms, and risk profiles. 

Unlisted Shares and Pre-IPO Investments 

Unlisted shares represent equity stakes in companies that are not listed on any public stock exchange in India. These 

shares are typically traded in over-the-counter (OTC) markets or through specialized brokers who deal exclusively 

in unlisted securities. Despite their unlisted status, these shares are held in dematerialized (demat) form, similar to 

their listed counterparts, facilitating their transfer and ownership. The category of unlisted shares is broad, 

encompassing stakes in companies preparing for an Initial Public Offering (pre-IPO companies), shares of 

new-age companies or startups, securities of companies that have been delisted from exchanges, or even portions of 

stakes offloaded by promoters. Investing in unlisted shares offers a unique opportunity to gain exposure to a 

company at its early growth stage, potentially yielding superior returns and contributing to portfolio diversification. 

However, they are inherently less liquid and transparent than listed shares, and while governed by the Companies 

Act, they lack the direct regulatory oversight of SEBI that listed shares enjoy. Transactions in this segment can take 

a few days to several weeks to complete, reflecting their illiquid nature. Mechanisms for Return Generation: The 

primary allure of unlisted shares lies in their potential 

for significant capital appreciation. This is often realized through: 

● Early-stage Investment: Investors can acquire stakes in promising startups or pre-IPO companies with 

strong growth prospects. The expectation is that if the company flourishes and achieves substantial growth, 

the value of these shares will appreciate significantly, leading to high returns. 

● Buying Employee Stock Ownership Plans (ESOPs): A common method involves purchasing ESOPs 

directly from employees who are willing to sell their vested shares after a certain holding period. 

Specialized brokers often facilitate these transactions, connecting buyers with sellers. 
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● Portfolio Management Services (PMS) and Alternative Investment Funds (AIFs): For investors seeking 

professional management, PMS and AIF schemes offer exposure to unlisted shares. AIFs, in particular, are 

pooled investment vehicles regulated by SEBI, designed for high-net-worth individuals (HNIs). These funds 

have specific minimum investment thresholds (e.g., ₹10,000,000 per investor) and fund corpus requirements 

(e.g., ₹200,000,000). 

● Private Placements: Unlisted companies can raise capital by directly offering shares to a select group of 

investors, typically large institutions or HNIs, bypassing the public offering process. 

● Role of Trusted Intermediaries: Given the illiquidity and reduced transparency of the unlisted market, 

engaging with trusted intermediaries or brokers specializing in unlisted securities is crucial. These 

intermediaries help mitigate counterparty risks and ensure smooth, compliant transactions. 

Exit Strategies: Realizing gains from unlisted shares often depends on specific exit pathways: 

● Initial Public Offering (IPO): This is the most sought-after exit route. Once an unlisted company 

successfully goes public, its shares become listed and can be sold on the open market, often at a significantly 

higher valuation than the pre-IPO purchase price. Investors typically adhere to a lock-in period, often six 

months post-listing, before they can sell their holdings. The prospect of a future IPO, where the company's 

valuation is expected to significantly increase upon public listing, drives initial investment into unlisted 

shares. This expectation creates the potential for substantial capital appreciation, as investors aim to buy low 

in the private market and sell high post-listing. The IPO, therefore, acts as the critical liquidity event that 

unlocks these exponential returns. This implies that a significant portion of the risk and reward in unlisted 

share investments is tied to the company's ability to successfully transition to a public entity. Investors must 

conduct rigorous due diligence not only on the company's fundamentals but also on its IPO readiness, 

prevailing market conditions, and the strength of the public market appetite. 

● Mergers & Acquisitions (M&A): If the unlisted company is acquired by another entity, shareholders can 

realize gains either through an all-cash deal (receiving payments per share) or an all-stock deal (receiving 

shares of the acquiring company based on a predetermined ratio). 

● Recapitalization: This involves restructuring the company's capital structure, for instance, by reducing debt 

and increasing equity. Such a move can create an opportunity for existing unlisted shareholders to exit by 

selling their holdings to new equity investors. 

● Direct Sale to Another Investor: Investors can also exit by finding another buyer in the secondary 

unlisted market, often facilitated by brokers specializing in these transactions. 

Taxation: The capital gains tax rate for unlisted shares in India is determined by the holding period. Gains realized 

from shares sold within 24 months are treated as short-term capital gains and are taxed according to the individual's 

applicable income tax slab. If the unlisted shares are held for more than 24 months prior to sale, the gains are 

classified as long-term capital gains and are taxed at a rate of 20%, with the additional benefit of indexation. Once 

the shares are successfully listed on a public exchange, they are subsequently treated as listed equity shares for all 

future tax purposes. 

Private Equity and Venture Capital 

Private Equity (PE) and Venture Capital (VC) are cornerstone alternative investments and significant drivers of the 

broader alternative investment market's expansion in India. These funds play a crucial role in providing growth 

capital to companies at various stages of their lifecycle, from early-stage startups to mature businesses undergoing 

significant transformations. Role in the Indian Economy: The Alternative Investment Market in India has 

experienced substantial growth, with its assets under management (AUM) reaching $72 billion in 2022, up from 

$36 billion in 2016, and an estimated value of $90 billion in 2023. This impressive expansion has been 

predominantly fueled by robust investments in real estate and private equity, highlighting their critical contribution 

to the nation's financial landscape. The Indian PE market, in particular, has shown remarkable growth over the last 

decade, with a notable four-fold increase in the share of control/buyout deals in 2023 compared to 2010, indicating 

a maturing market where PE firms are taking more significant stakes and active roles in companies. While overall 

PE/VC investments saw a decline in 2023 to $49.8 billion (a trend observed globally), exits surged by a remarkable 

36% to $24.8 billion, primarily driven by buoyant capital markets and successful public market sales. In 2023, 

infrastructure emerged as the leading sector for PE/VC investments, followed closely by real estate, financial 

services, and healthcare, reflecting the strategic focus of these funds on high-growth sectors. 

Strategies for Maximizing Returns: PE and VC firms employ sophisticated strategies to maximize returns, 

extending beyond mere capital infusion: 
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● Thorough Due Diligence: This is a foundational step involving an in-depth analysis of a potential 

investment's financial health, management team, competitive landscape, and industry outlook. This 

meticulous process helps identify hidden risks early on and uncovers valuable insights that provide a 

competitive advantage. 

● Leveraging Operational Improvements: PE firms are renowned for actively improving the operational 

efficiency of their portfolio companies. This involves making strategic changes to streamline processes, 

reduce costs, and enhance productivity, thereby significantly increasing the company's intrinsic value. 

Examples include implementing advanced technologies, restructuring management, or refocusing on 

profitable core businesses. 

● Adopting a Value-Add Approach: This entails taking an active, hands-on role in the growth of portfolio 

companies. PE investors provide strategic guidance, enhance market positioning, and focus on innovation, 

scalability, and market expansion to unlock hidden value and drive long-term profitability and sustainability. 

The active intervention and strategic guidance provided by PE firms directly increase the intrinsic value and 

operational efficiency of the portfolio companies. This value creation, rather than just market multiple 

expansion, leads to superior returns upon exit. This demonstrates that PE returns are not solely derived from 

the illiquidity premium or market timing. A substantial portion of the alpha generated by PE funds is 

attributable to their expertise in business transformation and operational excellence. This justifies the 

typically higher fees associated with PE funds and underscores that "smart money" in this space brings more 

than just capital; it brings strategic and operational leverage. 

● Implementing an Early Exit Strategy: Maximizing returns is not just about making good investments but 

also about timing the exit effectively. PE firms typically plan exit routes (e.g., Initial Public Offering (IPO), 

strategic sale, secondary buyout, recapitalization) early in the investment cycle to capitalize on optimal 

market conditions and company growth trajectories. 

● Sector Specialization: A common strategy involves focusing on specific sectors that benefit from secular 

growth trends, such as digital & technology, consumer goods, and financial services. This allows for deeper 

domain expertise and better identification of companies with attractive unit economics and strong 

management capabilities. By concentrating investments in sectors characterized by strong underlying 

growth trends, favorable unit economics, and robust management, investors increase the probability of 

identifying and backing promising companies. This specialization enables more thorough due diligence, 

deeper industry insights, and more effective implementation of value-add strategies, which collectively 

contributes to higher returns and can mitigate risks associated with less understood or declining industries. 

For investors seeking off-market returns, this suggests that a thematic or sector-focused approach is often 

more effective than a broad-based one. Success in this space often requires aligning investments with 

India's macro-economic and demographic shifts, identifying specific industries poised for significant 

expansion, and then finding the right companies within those sectors. 

Regulations: PE transactions in India are governed by a complex web of laws, including the Companies Act, 2013; 

the Indian Contract Act, 1872; the Foreign Exchange Management Act, 1999 (FEMA); the Income-tax Act, 1961; 

the Competition Act, 2002; and the Indian Stamp Act, 1899. Additionally, SEBI regulations apply to transactions 

involving listed entities. The primary regulatory bodies include the Reserve Bank of India (RBI), SEBI, the 

Ministry of Corporate Affairs, and the Competition Commission of India (CCI). Sector-specific regulators, such as 

those for banking, insurance, broadcasting, civil aviation, and defense, may also impose additional conditions or 

require approvals for transactions within their respective domains. This multi-layered regulatory framework creates 

significant compliance challenges and necessitates specialized legal expertise. Non-compliance can lead to 

penalties or deal failures, impacting investment outcomes. This complexity often favors institutional investors or 

those with access to sophisticated legal and compliance teams, highlighting a barrier to entry for less experienced 

investors. 

Invoice Discounting 

Invoice discounting is a financial service that enables businesses to obtain immediate working capital by selling 

their unpaid sales invoices (trade receivables) to a third party, such as a factor or an investor, at a discounted rate. 

This mechanism provides a crucial liquidity solution for businesses that extend credit to their customers, allowing 

them to access funds tied up in receivables without waiting for the customer's payment due date. 

Mechanism and Benefits for Investors: As an investor, participation in invoice discounting involves purchasing 

these invoices at a discount. Essentially, the investor lends money to the business against its outstanding 
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receivables. The returns for the investor are generated when the customer eventually pays the full invoice amount 

to the platform or the business, and the investor receives their initial investment plus the agreed-upon return. The 

return on investment is calculated as the difference between the invoice's total outstanding value and the discounted 

price at which it was purchased. Annualized returns typically range from 10% to 15% , with some platforms 

claiming even higher XIRR (Extended Internal Rate of Return) of 13-15% over 

short tenures like 30-60 days. 

For businesses, invoice discounting offers several significant benefits: it unlocks funds tied up in receivables, 

substantially improves working capital, and crucially, allows them to access financing without incurring new debt 

on their balance sheet. This agility enables businesses to negotiate better terms with suppliers and seize new 

opportunities. For investors, this avenue provides steady, predictable returns that are often more attractive than 

those available from traditional savings accounts or fixed deposits. These are typically short-term investments, with 

tenures generally ranging from 30 to 90 days, offering quick liquidity cycles for investors. 

Modern invoice discounting platforms leverage advanced technologies, including automation, Artificial 

Intelligence (AI), and Machine Learning (ML), to streamline the entire process. These technologies facilitate 

automatic invoice verification, quick fund transfers, and enhanced credit assessments by analyzing large amounts of 

data. This leads to faster approvals for businesses and a reduced default risk for investors. 

Return Potential and Risk Factors: While invoice discounting offers attractive returns, investors must be aware of 

the associated risks: 

● Credit Risk: The primary risk is that the debtor (the customer who owes the payment) may fail to pay 

the invoice, leading to a loss for the investor. 

● Liquidity Risk: Although generally a short-term investment, liquidity issues can arise if debtors delay 

payments, affecting the investor's ability to access their funds as expected. 

● Economic Risk: Broader economic downturns or adverse changes in market conditions can increase the 

likelihood of invoice defaults across a portfolio. 

● Platform Risk: The security, reliability, and regulatory compliance of the platform facilitating the 

transaction are crucial. Inadequate measures can expose investors to fraud or scams. 

● Regulatory Risk: The regulatory landscape for invoice discounting in India is still evolving, and changes 

in laws or compliance requirements could potentially impact the profitability of these investments. 

Invoice discounting serves as an effective mechanism for bridging the SME funding gap with investor capital. The 

fact that invoice discounting provides "immediate cash" to businesses and "improves working capital without extra 

debt" directly addresses a critical and perennial challenge for Small and Medium-sized Enterprises (SMEs) in 

India: access to quick, flexible, and non-dilutive financing. The unmet demand for short-term working capital 

among businesses, particularly SMEs, creates a lucrative opportunity for investors. By providing funds against 

verified invoices, investors solve a pressing liquidity problem for businesses. In return, the discount charged on the 

invoice becomes the investor's return. This mechanism efficiently channels capital from investors with surplus 

liquidity to businesses with short-term cash flow needs, often bypassing traditional, slower banking channels. This 

highlights invoice discounting as a significant innovation in financial intermediation, fostering economic agility by 

ensuring businesses have access to necessary funds to operate and grow. It also underscores a symbiotic 

relationship where investors gain attractive, predictable returns, and businesses gain crucial liquidity, contributing 

to overall economic efficiency. 

Peer-to-Peer (P2P) Lending 

Peer-to-Peer (P2P) lending has emerged as a dynamic off-market avenue in India, leveraging online platforms to 

directly connect individual borrowers with individual or institutional investors. This model effectively bypasses 

traditional financial intermediaries like banks or non-banking financial companies (NBFCs), streamlining the 

lending process. 

How P2P Lending Generates Returns: Investors participating in P2P lending platforms lend capital to a 

diversified pool of borrowers and, in return, earn returns in the form of interest on their portfolio. These platforms 

offer the potential for significantly higher returns compared to conventional lending channels, with reported 

average risk-adjusted returns of 12.56% on platforms like Lendbox , and potential returns reaching up to 15.4% 

ROI , 18% per annum on IndiaP2P , or even up to 25% on Lendbox. Investors typically receive regular monthly 

repayments, comprising both principal and interest, which provides a steady passive income stream. Loan tenures 

are flexible, generally ranging from 3 months to 36 months, catering to various borrower and lender needs. A key 

feature of P2P lending in India is its accessibility, with minimum initial investments often as low as ₹25,000, 
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making it a viable option for a broader range of investors. 

Regulatory Framework and Investor Protection: P2P lending platforms in India, such as Lendbox and IndiaP2P, 

operate under the strict guidelines of the Reserve Bank of India (RBI) and are registered as NBFC-P2P lending 

companies. The RBI's regulatory framework is designed to safeguard the interests of both investors and borrowers, 

ensuring fair practices and protection against fraudulent activities. Platforms are mandated to act solely as 

intermediaries; they are not permitted to lend on their own books or provide credit enhancement or guarantees. Key 

compliance requirements include obtaining an RBI Certificate of Registration, maintaining a minimum capital of ₹2 

crore, and adhering to Know Your Customer (KYC) and Anti-Money Laundering (AML) standards. 

To manage risk and enhance investor confidence, platforms employ robust borrower screening processes. These 

often involve assessing creditworthiness across hundreds of parameters, including social, professional, and 

behavioral analysis, thereby going beyond traditional credit scores like CIBIL. A crucial investor protection 

mechanism is the requirement for funds to be transferred to a lender escrow account, which is managed by a bank-

appointed trustee, as mandated by RBI regulations. The RBI recently increased the aggregate P2P exposure limit for 

a single lender from ₹10 lakhs to ₹50 lakhs, indicating growing confidence in the sector's maturity and potential. 

P2P lending represents a significant step towards the democratization of lending and enhanced risk management 

through technology and regulation. The combination of high potential returns and low minimum investment 

thresholds makes P2P lending accessible to a broader retail investor base. Simultaneously, the robust RBI regulation 

and advanced technological screening methods are critical for mitigating inherent risks. The direct connection 

between borrowers and lenders, facilitated by technology, removes the traditional banking layer, allowing for more 

efficient pricing (potentially higher returns for lenders, lower rates for borrowers). The robust regulatory framework 

(RBI registration, escrow accounts, exposure limits) and sophisticated credit assessment tools (big data, AI/ML) 

mitigate the default and platform risks, thereby increasing investor confidence and participation in this alternative 

asset class. This highlights how technology, combined with evolving regulatory oversight, can create viable off-

market investment opportunities that balance attractive returns with necessary investor protection, fostering a more 

diversified and accessible financial ecosystem. 

Other Alternative Investments 

Beyond the more commonly discussed unlisted shares, private equity, invoice discounting, and P2P lending, the 

Indian off-market landscape offers several other alternative investment avenues that cater to diverse investor needs 

and risk appetites. 

● Real Estate: This encompasses both direct ownership of properties and investments 

through Real Estate Investment Trusts (REITs). A growing trend within this sector is the rise of fractional 

ownership platforms. These platforms enable multiple investors to collectively invest in high-value Grade-A 

properties, such as warehouses or office spaces, which often come with existing long-term tenants, thereby 

providing assured cash flow. 

While real estate is inherently illiquid, it can offer significant resale value depending on the location and 

prevailing economic conditions. 

● Commodities: Investments in commodities, which include raw materials like agricultural products, metals, 

and energy resources, tend to exhibit a low correlation with the stock market. This characteristic makes 

them valuable for portfolio diversification, as they can help minimize exposure to broader market volatility 

and act as a hedge against inflation. 

● Art & Collectibles: This niche asset class appeals to investors seeking unique, tangible investments that 

can appreciate significantly over time. The category spans traditional assets like fine art, rare coins, and 

vintage cars, as well as newer trends such as 

Non-Fungible Tokens (NFTs). India's art market, in particular, is experiencing growth, with dedicated auction 

houses and online platforms emerging to provide access to both seasoned collectors and first-time investors. 

● Sovereign Gold Bonds (SGBs): Issued by the government, SGBs offer a unique and secure way to invest in 

gold without the need for physical ownership. These bonds provide a high level of safety and security due to 

their government backing. Investors receive a fixed annual interest rate (currently 2.5%) on their initial 

investment and can benefit from potential capital appreciation linked to the market price of gold. SGBs are 

tax-efficient, especially when held to maturity, and are tradable on the stock exchange, which enhances their 

liquidity compared to other illiquid assets. However, potential risks include interest rate fluctuations, 

liquidity risk if sold prematurely in the secondary market, a specified lock-in period, and limited availability 

during specific subscription windows. 
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● Structured Debt: These are fixed-income securities, often with short maturities, that typically offer a 

definite exit clause at the end of the investment period. They are considered relatively easy to liquidate 

and are sometimes secured by underlying real estate assets, providing an additional layer of security for 

investors. 

The availability of such a wide array of alternative investments underscores the concept of diversification beyond 

traditional assets. The query about "off-market returns" encompasses this broad spectrum of "alternative 

investments" , which are explicitly cited as offering "portfolio diversification". The low correlation of many 

alternative assets (e.g., real estate, commodities, art) with traditional stock market movements makes them 

attractive for portfolio diversification. By incorporating these assets, investors can potentially reduce overall 

portfolio volatility while simultaneously enhancing risk-adjusted returns, particularly during periods of public 

market downturns. This breadth allows sophisticated investors to construct highly customized portfolios that align 

with specific financial goals (e.g., stable income from structured debt, capital appreciation from art, inflation 

hedging from gold/commodities) and manage overall portfolio risk more effectively than by solely relying on 

traditional public market investments. 

V. Factors Driving Off-Market Returns in India 

The potential for significant off-market returns in India is underpinned by a confluence of macro-economic, 

structural, and behavioral factors that create a fertile ground for these less traditional investment avenues. 

Economic Growth and Market Dynamics 

India's robust economic growth serves as a fundamental catalyst for generating off-market returns. The overall 

economic strength, reflected in key indicators such as GDP growth rate, inflation, consumer spending, and 

employment rates, directly influences the performance of the country's financial markets. A positive economic 

outlook generally boosts investor confidence, leading to increased capital allocation across various investment 

avenues, including the 

off-market segment. 

At the microeconomic level, the growth of individual companies, whether listed or unlisted, is a primary driver of 

value. Increased demand for a company's products or services, the successful introduction of new offerings, 

strategic expansion into new markets, and improvements in operational efficiency are all fundamental drivers of 

earnings growth. This growth, in turn, positively impacts company valuations and the potential for returns for both 

public and private entities. 

Government policies also play a significant role in shaping economic reforms and influencing market performance. 

Initiatives such as production-linked incentive (PLI) schemes, favorable taxation policies, and strategic budget 

spending can stimulate growth in specific industries, creating attractive opportunities for private investments. For 

instance, PLI schemes can specifically boost manufacturing sectors, which then become prime targets for private 

capital. Furthermore, the monetary policy decisions of the Reserve Bank of India (RBI), particularly changes in 

interest rates and liquidity management, directly affect the cost of borrowing and overall investment attractiveness, 

impacting both public and and private market activity. A robust and consistently growing Indian economy, as 

evidenced by buoyant capital markets and strong domestic fundamentals , creates a fertile and expanding playing 

field for businesses, whether public or private. This favorable macro environment directly translates into higher 

growth potential for unlisted companies and opportunities for private equity investments, thereby driving the 

potential for higher returns in the off-market space. Off-market returns in India are not isolated from the country's 

overall economic health; instead, they are often amplified by it, as private companies operating within a high-

growth economy can achieve rapid scale and significant valuation jumps, leading to attractive exit opportunities. 

This suggests a strong symbiotic relationship where robust economic fundamentals underpin the potential for 

substantial off-market alpha. 

Companies Staying Private Longer 

A notable and increasingly prevalent trend in the Indian economy is the growing tendency for high-growth 

companies to remain privately owned for extended periods, rather than seeking early public listings. This 

phenomenon is not merely a preference but a strategic choice, often supported by the availability of substantial 

private capital. Private equity firms, for instance, are actively involved in acquiring public companies, and a 
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significant portion of the commercial real estate sector continues to operate outside the purview of public markets. 

This trend contributes to a clear momentum in private markets globally, with assets under management (AUM) 

projected to more than double to $24 trillion by 2026. This substantial growth is largely driven by the fact that 

companies are staying private for longer, as they no longer solely rely on public markets for growth financing. This 

observation represents a profound structural shift in corporate finance. Traditionally, much of a company's early, 

exponential growth phase occurred after its Initial Public Offering (IPO). However, this trend 

indicates that a significant portion of this value creation now takes place before a public listing. This phenomenon 

shifts the opportunity to capture early-stage, high-growth returns from public markets to the private domain. 

Consequently, investors who are keen to access these potentially exponential gains must engage with off-market 

avenues. This, in turn, reduces the pool of high-growth, early-stage companies available for public market 

investment, potentially making public markets less dynamic or offering lower early-stage growth potential in 

certain sectors compared to their private counterparts. This structural change in corporate financing means that a 

substantial amount of wealth creation is now occurring before a company goes public. For investors, this 

necessitates a strategic re-evaluation of their investment universe, compelling them to understand and access private 

markets to capture these returns, rather than waiting for an IPO where much of the initial growth might already be 

priced in. 

Sector-Specific Opportunities 

The generation of off-market returns in India is significantly influenced by the strategic identification and focus on 

specific high-growth sectors. Private equity and venture capital investments in India are increasingly concentrated in 

industries demonstrating strong underlying growth potential and favorable market dynamics. For instance, in 2023, 

infrastructure, real estate, financial services, and healthcare emerged as the leading sectors for PE/VC investments. 

This focus is not arbitrary; private equity investment strategies often involve "sector specialization," targeting 

companies that benefit from secular growth trends in areas such as digital & technology, consumer goods, and 

financial services. This approach allows for deeper domain expertise, more targeted due diligence, and ultimately, 

more effective value creation within portfolio companies. 

Examples of successful unlisted companies and alternative investments span a diverse range of industries, illustrating the 

breadth of opportunities available. These include: 

● Healthcare: Companies like Care Health Insurance and PharmEasy. 

● Financial Services: Entities such as HDB Financial Services and Fincare Small Finance Bank. 

● Technology: Firms like Lava International and Tata Technologies. 

● Manufacturing: Companies such as Boat and Merino Industries. 

● Food & Beverage: Examples include Bikaji Foods and Bira91. 

● Retail: Notably, Reliance Retail, a significant player in India's consumer market. 

● Solar Energy: Companies like Sterlite Power and Vikram Solar. 

The consistent focus by PE firms and successful unlisted companies on specific, often high-growth, sectors 

highlights that this is not a random distribution of investments but a 

deliberate strategic choice. By concentrating investments in sectors characterized by strong underlying growth 

trends, favorable unit economics, and robust management , investors increase the probability of identifying and 

backing promising companies. This specialization enables more thorough due diligence, deeper industry insights, 

and more effective implementation of value-add strategies, which collectively contributes to higher returns and can 

mitigate risks associated with less understood or declining industries. For investors seeking 

off-market returns, this suggests that a thematic or sector-focused approach is often more effective than a broad-

based one. Success in this space often requires aligning investments with India's macro-economic and demographic 

shifts, identifying specific industries poised for significant expansion, and then finding the right companies within 

those sectors. 

Investor Sentiment and Demand for Diversification 

Investor sentiment and a growing demand for diversification are significant factors driving capital towards off-

market investments in India. A key reason for the increasing popularity of alternative investments is their potential 

to enhance overall portfolio returns while simultaneously reducing risk through diversification. This is particularly 

relevant as investors seek to optimize their portfolios in dynamic market conditions. 

Private market investments, due to their often lower correlation with public markets, are particularly effective in 
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improving portfolio diversification. This characteristic makes them attractive, especially during periods when 

public markets are experiencing volatility or downturns, as they can provide a buffer against broader market 

fluctuations. Investors are actively seeking unlisted companies for their high-growth potential, the inherent benefits 

of portfolio diversification, and the opportunity to realize substantial returns before a company's public listing. 

Furthermore, India is currently experiencing a discernible "generational shift" in investment patterns. Household 

savings are increasingly moving away from traditional debt products, which offer relatively lower returns, towards 

higher-return-yielding equity instruments. This includes a growing interest in the off-market space, as investors 

seek more dynamic avenues for wealth creation. The consistent mention of "diversification" as a key benefit, 

coupled with the observed shift in household savings from debt to equity, indicates a strategic reallocation of 

capital by investors. The inherent desire among investors to reduce overall portfolio risk through diversification, 

particularly in an increasingly interconnected and sometimes volatile global market, drives a significant portion of 

capital allocation towards less correlated off-market assets. This increased demand for diversification leads to 

greater capital inflow into the 

off-market space, which in turn supports valuations, enables more deals, and facilitates the generation and 

realization of off-market returns. This trend signifies a growing maturity among Indian investors, who are looking 

beyond traditional asset classes to build more resilient and diversified portfolios. 

VI. Risks and Challenges in Off-Market Investing 

While off-market investments offer compelling return opportunities, they are inherently associated with distinct 

risks and challenges that investors must thoroughly understand and mitigate. 

Illiquidity and Exit Difficulties 

The most prominent characteristic of off-market investments, particularly unlisted shares, is their inherent 

illiquidity. Unlike listed shares, which can be bought and sold easily on public exchanges, unlisted shares are 

difficult to enter and exit. Capital invested in these assets cannot be easily accessed until a specific exit point is 

reached, which can be years away. The limited number of potential buyers in the over-the-counter market makes it 

challenging to quickly sell shares when needed, potentially tying up funds for extended periods. This necessitates a 

long-term investment perspective, typically requiring investors to hold these assets for several years. While 

illiquidity commands a premium, it simultaneously presents significant challenges. The illiquid nature causes 

difficulty in exiting investments quickly, which can lead to funds being tied up for extended periods. This creates a 

higher risk profile for investors who might need 

access to their capital. Investors must therefore possess a long-term investment horizon and allocate only capital that 

they do not anticipate needing readily. This risk acts as a significant barrier for retail investors and consequently 

limits the pool of suitable investors to High Net Worth Individuals (HNIs) and institutional players. The illiquidity 

premium serves as compensation for bearing this specific, fundamental risk. 

Lack of Transparency and Information Asymmetry 

A significant challenge in off-market investing stems from the comparative lack of transparency. Unlike public 

companies, private entities are not subject to the same stringent regulatory guidance regarding information 

disclosure. This results in less transparency compared to listed shares, with limited public access to crucial data 

concerning a company's financial status, strategic goals, and market positioning. This information asymmetry can 

create an environment where certain parties might hold a significant informational advantage, potentially impacting 

fair valuation and investment outcomes. The lack of transparency means investors do not have the same level of 

public information as with listed companies, which creates information asymmetry. This information asymmetry 

necessitates "thorough due diligence" and reliance on "trusted intermediaries" to uncover hidden risks and make 

informed decisions. Without robust due diligence, the risk of mispricing or fraud increases significantly. Successful 

off-market investing therefore requires a higher level of investigative capability and often access to proprietary 

information or expert networks. This is a key differentiator from public market investing, where information is 

more standardized and widely available. It also underscores why institutional investors and Alternative Investment 

Funds (AIFs), with their dedicated resources for due diligence, are generally better equipped to navigate this space. 
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Valuation Challenges 

Valuing unlisted shares presents a notable challenge due to the absence of an actual market price determined by 

public trading. Instead, these shares are valued using complex methodologies such as the Fair Market Value (FMV) 

method or the Discounted Cash Flow (DCF) method, typically calculated by underwriters or investment bankers. 

Unlike listed shares with real-time market prices, unlisted shares require complex valuation methodologies like 

FMV and DCF. This introduces a degree of subjectivity and complexity into determining fair value. 

Different assumptions in DCF or FMV calculations can lead to widely varying valuations, making it harder for 

investors to ascertain the true worth of an investment and increasing the risk of overpaying. Investors in this 

segment need to be highly sophisticated in financial modeling or rely heavily on expert valuers. This complexity 

adds another layer of risk and cost to off-market investments, distinguishing them from the more transparent pricing 

mechanisms of public markets. 

Regulatory and Compliance Risks 

The regulatory environment for off-market investments in India is multifaceted and can pose significant risks. 

Unlisted shares, for instance, are not directly regulated by SEBI, although they are governed by the Companies Act. 

This lower level of direct oversight can increase credibility risk and the potential for fraudulent activities. 

Furthermore, off-market credit transactions are meticulously tracked by the Income Tax Department for potential 

tax implications, requiring investors to maintain proper records. 

For specific off-market avenues like invoice discounting, the evolving regulatory landscape means that changes in 

laws or compliance requirements could directly affect profitability. For foreign investors, restrictive and sometimes 

vague foreign investment laws can present additional hurdles. While some off-market segments, such as 

Alternative Investment Funds (AIFs) and P2P lending, are regulated by SEBI and RBI respectively , direct unlisted 

share trading lacks this direct SEBI oversight. This creates a regulatory divide. The lack of direct SEBI regulation 

for unlisted shares increases investor risk. However, the evolving regulatory clarity in other alternative segments 

can foster greater trust and participation. The complexity of multiple governing laws creates a significant 

compliance burden. The regulatory environment for 

off-market investments in India is dynamic. While increased regulation in some areas aims to professionalize the 

market and protect investors, the inherent less-regulated nature of direct unlisted share trading means investors 

must exercise extreme caution and be aware of the specific legal and tax implications. This highlights the need for 

expert legal and tax advice. 

Credit and Platform Risks (for Invoice Discounting/P2P) 

For platform-based off-market investments, such as invoice discounting and P2P lending, risks extend beyond the 

underlying asset to the platform itself. The primary risk in invoice discounting is credit risk, where the debtor may 

fail to pay the invoice. Similarly, in P2P lending, the creditworthiness of borrowers is paramount. Beyond the asset, 

there is also significant platform risk: the security and reliability of the platform facilitating the transaction are 

crucial. If the platform lacks proper security measures or regulatory compliance, investors could be exposed to 

fraud or operational failures. Economic risk, where broader downturns lead to increased defaults, also affects these 

platforms. For platform-based off-market investments like invoice discounting and P2P lending, risks extend 

beyond the underlying asset (invoice, loan) to the platform itself. The reliance on a third-party platform introduces 

"platform risk." If the platform lacks security or proper regulation, investors are exposed to fraud or operational 

failures, regardless of the underlying asset's quality. Investors in these specific off-market avenues must conduct 

due diligence not only on the borrower/invoice but also on the intermediary platform's credibility, regulatory 

compliance, and technological robustness. This adds a unique layer of risk assessment compared to direct asset 

ownership. 

Broader Economic and Geopolitical Factors 

Off-market investments, despite their often-touted lower correlation with public markets, are not immune to broader 

economic and geopolitical shocks. Global headwinds can significantly impact private equity activity, as seen in 

recent trends. International relations and geopolitical volatility can cause a "domino effect" on economies, leading 

to disruptions in supply chains, shifts in consumer spending patterns, and a decline in overall investor confidence. 
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For foreign investors, currency depreciation, such as the consistent performance of the Indian Rupee, can 

significantly erode potential returns, even if the underlying asset performs well in local currency terms. 

Furthermore, high corporate taxes (ranging from 25% to 30%) and bureaucratic hurdles associated with forming 

and maintaining companies in India can add to the operational and financial risks for investors. While off-market 

investments are often touted for their lower correlation to public markets , they are not immune to broader 

economic and geopolitical shocks. Negative macro-economic or geopolitical events can reduce overall investor 

sentiment, leading to reduced capital inflow into private markets or impacting the performance of underlying 

companies, thereby affecting returns. Currency depreciation directly erodes foreign investor 

returns. Even with the benefits of diversification, off-market investments remain susceptible to systemic risks that 

affect the entire economy. A comprehensive risk assessment must include these macro factors, especially for 

international investors considering the Indian market. 

VII. Regulatory Landscape and Investor Protection 

The regulatory landscape governing off-market investments in India is complex and evolving, designed to 

balance market growth with investor protection. 

Overview of Key Regulations 

Private equity and merger & acquisition (M&A) transactions in India are governed by a comprehensive set of 

principal laws. These include the Companies Act, 2013, which governs corporate affairs; the Indian Contract 

Act, 1872, which outlines contract enforceability; the Foreign Exchange Management Act, 1999 (FEMA), 

regulating cross-border transactions; the Income-tax Act, 1961, addressing tax implications; the Competition 

Act, 2002, ensuring fair competition; and the Indian Stamp Act, 1899, dealing with stamp duties. For 

transactions involving entities listed on public exchanges, the regulations stipulated by the Securities and 

Exchange Board of India (SEBI) are also applicable. 

The primary regulatory bodies overseeing these transactions include the Reserve Bank of India (RBI), SEBI, the 

Ministry of Corporate Affairs (which administers the Companies Act), and the Competition Commission of India 

(CCI). Beyond these overarching regulators, various industries, such as banking, insurance, broadcasting, civil 

aviation, and defense, have their own sectoral regulators. These bodies may impose specific conditions or require 

approvals for private equity transactions within their respective domains, particularly concerning changes in control, 

acquisition of shareholding beyond specified thresholds, or the transfer of licenses for regulated activities. The sheer 

number of acts and regulatory bodies involved in PE transactions, even for off-market investments, indicates a 

highly complex legal and regulatory environment. This multi-layered regulatory framework creates significant 

compliance challenges and necessitates specialized legal expertise. Non-compliance can lead to penalties or deal 

failures, impacting investment outcomes. This complexity often favors institutional investors or those with access to 

sophisticated legal and compliance teams, further highlighting the barrier to entry for less experienced investors. 

Role of SEBI and RBI, particularly for Alternative Investment Funds (AIFs) 

SEBI plays a crucial role in regulating pooled investment vehicles through the Securities and Exchange Board of 

India (Alternative Investment Funds) Regulations, 2012, commonly known as the AIF Regulations. These 

regulations were introduced to bring various pooled investment funds, such as real estate, private equity, and hedge 

funds, under a formal regulatory ambit, particularly those not covered by existing regulations like the SEBI (Mutual 

Funds) Regulations, 1996. These regulations apply to all pooled investment funds registered in India that receive 

capital from either Indian or foreign investors. 

AIFs are categorized into three classes based on their investment strategy and regulatory incentives: 

● Category I AIFs: These funds receive incentives from the government and typically 

invest in areas considered socially or economically desirable. This category includes social venture 

funds, infrastructure funds, venture capital funds, and SME (Small and Medium Enterprise) funds. 

● Category II AIFs: These funds have greater flexibility in their investment choices and can invest anywhere 

in any combination. However, they are generally not permitted to take on debt, except for day-to-day 

operational purposes. This category primarily includes private equity funds and debt funds. 

● Category III AIFs: These funds typically engage in short-term investments and frequently trade, similar to 
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hedge funds. They are subject to specific regulations regarding leverage and concentration limits. 

It is important to note that while AIFs are regulated by SEBI, unlisted shares themselves, when traded directly 

between parties, are not directly regulated by SEBI but fall under the Companies Act. This creates a clear 

distinction: AIFs are SEBI-regulated , while direct unlisted share trading is not. This regulatory divide provides a 

more structured and potentially safer avenue for investors to access off-market assets through AIFs, particularly for 

high-net-worth individuals. 

Conversely, the lack of direct SEBI oversight for individual unlisted share transactions pushes these into a higher 

risk, less transparent domain, effectively segmenting the investor market. This implies a form of "regulatory 

arbitrage" where investors can choose between a highly regulated, pooled investment vehicle (AIF) or a less 

regulated, direct investment in unlisted shares. The choice depends on risk appetite, capital size, and access to 

information. This regulatory structure shapes how different investor profiles engage with the off-market space. 

Minimum Investment and Investor Limits for AIFs 

The SEBI (Alternative Investment Funds) Regulations, 2012, impose specific thresholds for investment and 

investor participation, primarily targeting sophisticated investors: 

● Minimum Investment from One Person: The minimum investment required from a single investor in 

an AIF is ₹10,000,000. 

● Minimum Corpus of the Funds: Each AIF must have a minimum fund size (corpus) of 

₹200,000,000. 

● Investor Limits: An AIF is not permitted to have more than 1000 investors at any given time. 

● Initial Contribution of Fund Manager or Promoter: The initial contribution from the fund manager or 

promoter varies by category: for Category I and Category II AIFs, the contribution should be 2.5% of the 

corpus or ₹50,000,000, whichever is less. For Category III AIFs, the contribution should be 5% of the corpus 

or ₹100,000,000, whichever is less. 

These high minimum investment requirements for AIFs are significant. These high thresholds effectively restrict 

participation in regulated AIFs to High Net Worth Individuals (HNIs) and institutional investors. This ensures that 

investors in these pooled vehicles are financially sophisticated and can absorb the inherent risks, thereby 

protecting less affluent retail investors from potentially unsuitable investments. This regulatory gatekeeping 

reinforces the idea that off-market investments, even through regulated funds, are primarily for sophisticated 

capital. It shapes the investor profile for this segment, ensuring that the market's growth is driven by informed and 

well-resourced participants. 

Table 2: Key Alternative Investment Fund (AIF) Categories and 

Regulatory Highlights 
 

Category Focus/Type Key 

Characteristi c 

Minimum 

Investor 

Investment 

Minimum 

Fund Corpus 

Max Investors Promoter 

Contribution 

Category I Incentivized 

funds (Venture 

Capital, 

Infrastructure 

, SME, Social 

Venture) 

Receive 

government 

incentives 

₹10,000,000 ₹200,000,00 0 1000 2.5% or 

₹50,000,000 

(whichever is 

less) 

Category II General 

(Private 

Equity, Debt 

Funds) 

Can invest 

anywhere, 

cannot take 

debt (except 

for 
operations) 

₹10,000,000 ₹200,000,00 0 1000 2.5% or 

₹50,000,000 

(whichever is 

less) 
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Category III Short-term/H 

edge Funds 

Make 

short-term 

investments, 

often with 

leverage 

₹10,000,000 ₹200,000,00 0 1000 5% or 

₹100,000,00 

0 (whichever 

is less) 

VIII. Notable Success Stories and Case Studies 

The potential for significant off-market returns in India is not merely theoretical; it is substantiated by numerous 

notable success stories and compelling case studies across various investment avenues. These examples 

demonstrate the tangible realization of value, often through substantial capital appreciation or successful exits. 

Examples from Unlisted Shares 

The unlisted shares market has been a fertile ground for exponential returns, particularly for early investors in 

companies that later achieve significant growth or public listing: 

● ICICI Lombard General Insurance: An early investment in this company's unlisted shares proved highly 

lucrative. In 2009, the pre-IPO share price was ₹70 per equity share. Upon its listing in 2017, the shares 

debuted at ₹680 per equity share, representing an impressive nine-fold increase in value over eight years. 

● Lux Industries: This Indian apparel company demonstrated rapid value appreciation. In 2014, its unlisted 

share price was ₹75 per equity share. Within just one year, upon its public listing in 2015, the shares listed 

at ₹735 per equity share, also yielding a nine-fold return in a remarkably short period. 

● Chennai Super Kings (CSK): The popular cricket franchise has also delivered substantial returns in the 

unlisted market. Its unlisted share price grew from ₹11 per equity share in 2019 to ₹167 per equity share, 

representing a sixteen-fold increase in just three years. As of recent data, CSK's market capitalization stands 

at ₹6639.94 crore. 

● National Stock Exchange (NSE): As a leading stock exchange, NSE's unlisted shares 

are highly valued due to its dominance in stock derivatives and an exceptional operating margin of nearly 

80% EBITDA. Its market capitalization is reported at ₹212850 crore, making it a significant unlisted entity. 

● Serum Institute of India (SII): Recognized as India's most valuable unlisted company, SII played a 

pioneering role in launching COVID-19 vaccines in the country, showcasing the immense potential of 

private healthcare ventures. 

● Cochin International Airport Limited (CIAL): This airport operator demonstrated robust financial 

performance, with its Profit After Tax witnessing an astronomical surge of 922% and Gross Revenue 

growing by 84.1% in FY23. 

● Care Health Insurance: This company experienced substantial growth, with gross direct premium 

increasing by 32.5% and net profit skyrocketing by 2042.5% in FY23. 

● Reliance Retail: As the retail initiative of Reliance Industries Limited, Reliance Retail is central to the 

conglomerate's consumer-facing businesses and holds a significant position in the unlisted market. 

These documented successes with specific return multiples and timelines serve as empirical validation that 

exponential returns are indeed possible in the Indian off-market space. They reinforce the narrative of high growth 

potential from early-stage investments. These case studies are crucial for demonstrating the viability and 

attractiveness of off-market investments, moving beyond theoretical possibilities to proven outcomes. They also 

highlight the importance of patience and long-term holding periods to realize such gains. 

Examples from Private Equity Exits 

Private equity firms actively manage their portfolios to achieve successful exits, which are critical for realizing 

returns for their limited partners. The Indian market has seen several significant PE exits: 

● Bain Capital from Axis Bank Ltd: Bain Capital successfully exited its investment in publicly listed Axis 

Bank Ltd by selling shares worth ₹3,574 crore ($429.11 million) via a public market sale, realizing a return 

multiple of 1.88x on its investment. 

● Eight Roads Ventures, Evolvence India, and Somerset Indus Capital Partners from Ujala Cygnus: 

These venture capital firms achieved a complete exit from the hospital chain Ujala Cygnus, realizing ₹601 

crore ($72 million) through a secondary sale to General Atlantic. 
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● In 2023, overall PE/VC exits surged by a remarkable 36% to US24.8 billion, with open market exits 

reaching an all-time high of US12.8 billion. This indicates a healthy and active exit environment. 

● Notable private equity firms active in India, known for their strategic investments and successful exits, 

include Blackstone Group, KKR & Co., Sequoia Capital India, Carlyle Group, Temasek Holdings, Warburg 

Pincus, Advent International, Bain Capital, Everstone Group, and ChrysCapital. 

The mention of "surged exits" and specific examples of PE firms realizing returns is critical. PE firms do not just 

invest; they need to exit to generate returns for their LPs. A buoyant IPO market and active secondary sale 

environment provide the necessary liquidity for PE firms to exit their investments. This successful exit mechanism 

completes the investment cycle and enables the realization of returns, which in turn attracts more capital to the PE 

sector. The health of the exit market (IPOs, M&A, secondary sales) is as crucial as the initial investment 

opportunities for the overall viability and attractiveness of private equity and unlisted share investments. Without 

clear exit pathways, the illiquidity premium would be less compelling. The 

increasing share of control/buyout deals also suggests a more mature PE market capable of engineering exits. 

Table 3: Illustrative Off-Market Success Stories/Exits in India 
 

Company/Investm 

ent 

Type Initial 

Context/Investmen t 

Exit/Current Status Return/Multiple/Im 

pact 

ICICI Lombard 

General 

Insurance 

Unlisted Shares 

(Pre-IPO) 

Pre-IPO 

investment 

(₹70/share in 

2009) 

IPO (2017) 9x increase in 8 

years (listed at 

₹680/share) 

Lux Industries Unlisted Shares 

(Pre-IPO) 

Pre-IPO 

investment 

(₹75/share in 

2014) 

IPO (2015) 9x increase in 1 year 

(listed at 

₹735/share) 

Chennai Super 

Kings (CSK) 

Unlisted Shares Early Stage 

investment (₹11/share 

in 

2019) 

Current Unlisted 

Value (₹167/share) 

16x increase in 3 

years 

Axis Bank (Bain 

Capital Exit) 

Private Equity Exit PE Investment Public Market Sale 1.88x return 

($429.11M exit) 

Ujala Cygnus (VC 

Exit) 

Venture Capital 

Exit 

VC Investment Secondary Sale to 

General Atlantic 

$72M exit 

Lessons from IPOs of Formerly Unlisted Companies 

The Initial Public Offering (IPO) market serves as a critical barometer for the success of previously unlisted 

companies and the broader off-market ecosystem. Successful IPOs provide a key liquidity event and validation for 

private market valuations, while failures offer valuable lessons for future investment strategies. 

Successful IPOs: 

● JSW Infrastructure: This IPO stands out as a resounding success, being oversubscribed 

39.36 times. The stock opened at a premium of 20% above its issue price on listing day, demonstrating strong 

investor confidence. 

● Zomato: As the first Indian unicorn to go public, Zomato's IPO in July 2021 was a landmark event. It 

aimed to raise ₹9,375 crore and was oversubscribed 38.25 times, highlighting significant market buzz 

for tech-driven growth stories. 

Failed IPOs: Not all IPOs from formerly unlisted companies meet with success. Notable examples of 

underperformance include: 

● Paytm: Its IPO in November 2021, one of India's largest, saw shares tank 27% on the opening day, 

erasing billions in market value. This unsatisfactory performance was attributed to various factors, 

including potentially high valuations. 

● Other examples of failed IPOs include Cafe Coffee Day (2015), which struggled with debt, and Reliance 

Power (2008) and DLF (2007), both of which saw sharp declines 
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post-listing. 

Key Lessons for Investors: The contrasting experiences of successful and failed IPOs offer crucial lessons for 

investors in the off-market space: 

● Assess the Business Model: A thorough understanding of the company's fundamental business and its 

growth potential is paramount. 

● Evaluate Financials: Focus on profitability and cash flow, rather than solely on revenue growth, to gauge 

a company's financial health. 

● Consider Valuation: Investors should be wary of extremely high valuations, particularly for loss-making 

businesses, as these can lead to significant post-listing corrections. 

● Analyze Market Potential: The company's position within its industry and the overall potential of the 

sector are critical factors for long-term success. 

● Be Wary of Red Flags: Monitor for regulatory issues, complicated business structures, or excessive reliance 

on specific drivers, as these can signal underlying risks. 

The IPO market's performance is a key indicator of the health and maturity of the off-market ecosystem. A strong 

and receptive public IPO market validates the valuations achieved in the private market and provides a critical exit 

route for off-market investors. The lessons from failed IPOs highlight the need for rigorous due diligence and 

realistic valuations in the pre-IPO stage, thereby influencing the investment strategies in the off-market space. The 

buoyant IPO market, coupled with increasing retail participation , provides what has been termed the "proverbial 

icing on the cake" for private equity investors. This suggests a virtuous cycle where successful public listings 

reinforce investor confidence in the private market, attracting further capital and enabling more off-market ventures 

to flourish. A robust IPO pipeline is anticipated, with estimates suggesting $25 billion in IPOs and another $15-20 

billion in Qualified Institutional Placements (QIPs) and block deals over the next 12 months, largely driven by 

private equity exits, multinational corporations, and corporate carve-outs. 

IX. Conclusion and Outlook 

The analysis confirms that off-market returns are not only possible but represent a significant and growing frontier 

within the Indian economy. This potential is fundamentally rooted in the illiquidity premium, where investors are 

compensated for committing capital to less liquid assets. The increasing trend of high-growth companies remaining 

private for longer periods further concentrates early-stage value creation in the off-market domain, compelling 

sophisticated investors to explore these avenues to access substantial growth opportunities. 

Diverse mechanisms facilitate these returns, ranging from investing in unlisted shares of 

pre-IPO companies and startups, leveraging private equity and venture capital for operational value addition, to 

engaging in structured short-term financing like invoice discounting and peer-to-peer lending. Each avenue 

offers unique risk-reward profiles and caters to different investment objectives, from long-term capital 

appreciation to predictable, higher-yield income streams. The maturation of India's alternative investment 

ecosystem, evidenced by significant 

AUM growth and the emergence of specialized platforms, underscores a move towards greater institutionalization 

and accessibility for qualified investors. 

However, the pursuit of off-market returns is not without its complexities. Investors must navigate inherent 

challenges such as illiquidity, limited transparency, and the intricacies of valuation. The evolving regulatory 

landscape, while providing increasing clarity in some segments like AIFs and P2P lending, still presents a multi-

layered compliance environment, particularly for direct unlisted share investments. Broader macroeconomic and 

geopolitical factors also remain influential, affecting overall market sentiment and currency dynamics. 

For sophisticated investors, the strategic considerations for engaging with the Indian off-market space include: 

● Embracing a Long-Term Horizon: Patience is paramount, as illiquid investments often require extended 

holding periods to realize their full potential. 

● Rigorous Due Diligence: Given the reduced transparency, comprehensive due diligence on company 

fundamentals, management, and market positioning is critical. 

● Leveraging Expertise: Engaging with trusted intermediaries, specialized brokers, or professionally 

managed funds (like AIFs and PMS) can mitigate risks and provide access to proprietary deal flow and 

expertise. 

● Diversification: Utilizing a range of alternative assets can enhance portfolio resilience and optimize risk-

adjusted returns, especially during public market volatility. 



ISSN:2455-2631                                                                                                July 2026 IJSDR | Volume 11 Issue 7 

IJSDR2607151 International Journal of Scientific Development and Research (IJSDR) www.ijsdr.org b736 
 

● Understanding Regulatory Nuances: A thorough grasp of the complex regulatory framework, 

including tax implications and foreign investment laws, is essential for compliant and effective 

investment. 

The future outlook for the off-market investment landscape in India appears robust. Driven by strong domestic 

economic fundamentals, a burgeoning entrepreneurial ecosystem, and a growing appetite among investors for 

diversified, higher-yielding assets, the private market is poised for continued expansion. The increasing 

sophistication of both investors and regulatory bodies is likely to foster greater trust and participation, further 

solidifying the off-market segment as an indispensable component of India's dynamic financial market. As 

companies continue to leverage private capital for growth before public listing, the ability to unlock value from 

off-market opportunities will remain a critical differentiator for investors seeking alpha in the Indian economy. 
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