PAYTM: Falling Share price spiral

Introduction

Paytm, the Indian digital payments company, went public on the National Stock Exchange
(NSE) in November 2021, with a market capitalization of $24 billion. However, since then,
the company's stock price has experienced a sharp decline, resulting in losses for investors.
This case study analyses the factors that led to the downfall of Paytm's stock price after its
listing on the NSE.

Background

Paytm, founded in 2010, is India's largest mobile payments and financial services company,
with more than 333 million users. The company offers a wide range of digital payment
services, including bill payments, money transfers, and e-commerce. Paytm also operates a
digital bank, Paytm Payments Bank, and has expanded into the insurance and investment
sectors. In November 2021, Paytm became the first Indian startup to go public on the NSE,
with a market capitalization of $24 billion.

Factors contributing to the downfall of Paytm's stock price

1. Weak financial performance: Paytm's financial performance has been underwhelming in
recent years, with the company reporting losses in 2019 and 2020. Although the company's
revenue grew by 11% in the first quarter of 2021, it was lower than the market expectations,
and investors were hoping for higher growth. Furthermore, Paytm's gross merchandise value
(GMV), which represents the total value of goods and services sold on its platform, declined
in 2020, which further dented investor confidence.

2. Intense competition: The digital payments space in India is highly competitive, with
several players vying for market share. Paytm faces stiff competition from established players
like Google Pay, PhonePe, and Amazon Pay, as well as newer entrants like WhatsApp Pay.
The competition has intensified in recent years, with players offering attractive cashback and
discount offers to lure customers.

3. Regulatory challenges: Paytm has faced regulatory challenges in the past, including a
temporary suspension of its app from the Google Play Store in 2020 over alleged policy
violations. Furthermore, the Indian government has proposed new rules that could limit the
market power of digital payment companies like Paytm. These regulatory challenges have
created uncertainty for investors and may have contributed to the decline in Paytm's stock
price.

4. TPO pricing: Paytm's IPO was priced at the upper end of its price band, which may have
deterred some investors. Furthermore, some analysts believe that the IPO was overvalued,
which further impacted the stock price.

5. Questionable business model: Paytm's business model has been called into question by
some investors. The company has historically relied heavily on its digital wallet business,
which allows users to store money and make payments online. However, with the rise of UPI
(Unified Payments Interface), a government-backed payment system that allows for instant
bank-to-bank transfers, the demand for digital wallets has declined. Paytm has tried to pivot



its business model to focus more on financial services, such as lending and insurance, but
investors remain sceptical about the company's ability to execute on this strategy.

Impact on investors

Investors who bought Paytm's stock during the IPO have suffered losses due to the decline in
the stock price. The stock price has fallen by over 60% since its listing on the NSE, erasing
billions of dollars in market value. Some investors have criticized Paytm's management for
overvaluing the company and failing to deliver on growth expectations.

Conclusion

Paytm's listing on the NSE was highly anticipated, and many investors expected the
company's stock price to soar. However, weak financial performance, intense competition,
regulatory challenges, and IPO pricing have all contributed to the downfall of Paytm's stock
price. Although the company remains a major player in the Indian digital payments space, its
future growth prospects, and ability to deliver value to investors remain uncertain.

Investor Deliberations:

1. What is Paytm's current market position in the Indian digital payments market, and how
does it compare to its competitors?

2. How does Paytm plan to differentiate itself from competitors and capture market share in
the digital payments space?

3. What is Paytm's strategy for expanding into financial services, and how does it align with
the company's core business?

4. What are the long-term growth prospects for Paytm, and what risks could impact the
company's ability to achieve its goals?



