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The authors argue that despite allround development in terms of volume of furjds
mobilized in primary market mutual fund sector and increase in trading volum
growth in mobilization of savings in shares and debentures has not improved.

14

through which small and scat- companies Act, 1850 helped in com-tions like IFC, ICICI, LIC, UTl and IDBI
tered savings of investors aremencing an era of joint-stock compa-were established to accelerate the pace
directed into productive activities of nies which in turn paved the way for of industrialisation in India. The pro-
corporate entities. It also providesthe development of the capital marketmulgation of the companies Act, 1956
the essential attributes of liquidity, In due course, brokers used to asbased on the recommendations of the
marketability and safety of invest- semble at some common places to coreompany law committee was another
ments to the investors. Awell organ-duct trade. By 1874, Dalal Street inimportant event. This was the largest
ised and well regulated capital mar-Mumbai became a prominent place ofstatute ever passed by the parliament.
ket facilitates sustainable develop-meeting of the brokers. Bombay StockThe passing of Foreign Exchange
ment of the economy by providing Exchange (BSE) the first organisedRegulation Act, 1973 limited the share-
long-term funds in exchange for fi- stock exchange in the country, washolding of foreign firms to 40 per cent,
nancial assets to investors. Hencetarted functioning in 1875. However, if they were to be recognised as Indian
every government strives to developit was in 1887 that BSE was formally companies. For diluting their share-
and grow their capital market estaplished as a society named Nativioldings, many multinational compa-
through various legislative and regu-share and Stock Brokers Associationnies offered shares to the public at at-
latory measures. The effects of industrial revolu- tractive rates. Encouraged by the good
Indian capital market is one of the o pegan to be felt in India by the response to these issues, many domes-
oldest and largest capital markets 0fjawn of 20th century. This period wastic companies also came out with pub-
the world. Its history can be tracedy|so marked by the Swadeshilic issues. Individual investors were
back to the 19th century. The first in- 1oy ement which created much indus-enthusiastic to invest in the capital
stance of organised trading in COrPO-yja) enthysiasm in the country. Duringmarket as they found equity invest-
rate securities in India is related to they, period of the first and Secondments to be a hedge against inflation
trading in securities of East India Com-yo 14 \wars industrial sector as well and a source of higher earnings com-
pany. The concept of limited liability 5q ¢anital market exhibited much dy-Pared to other investments. The pro-
namism. After Independence, thecess of broadening the capital market
W Lecturer (Selection Grade) in Commerce;lndian Government gave priority to in- is §aid to have begun during this
S. N. College, Punalur, Kerala frastructure development, consideringpef'Od-

W VLecturer (Senior Scale) in Commerce the urgency of proceedlng with large-  pyring 1980s, debentures emerged
Gout. Victoria College; Palakkad., Kerala SCale industrial development. 35 5 powerful device for mobilising

The Capital Market is a medium introduced with the enactment of Accordingly many financial institu-
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funds in the capital markdilso, many tered the confidence of investors. Iting companies as there was no re-
public sector undertakings came outbrought to light the pathetic condi- striction on fixing of premiums. Many
with bonds. There was also antion of capital market and under-fly-by-night companies also
impressive growth in the secondaryscored the urgency of providing suf-accessed capital market. But in many
market as ten stock exchanges weréicient legal and administrative safe-cases investors lost heavily as the
established in mid-eighties. guards to protect the small and inexpost issue listings were quoted far
Moreover, several instruments like perienced investors from unscrupu-below issue prices. It is estimated
convertible debentures and mutualous market participants. This necesthat around 1000 companies which
fund schemes were offered to meesitated a vigilant regulatory body. came out with issues and collected
the expectations of emergingConsequently SEBI which was about Rs. 3000 crores in 1995 and
investors. In the meantime a numbeformed in 1988 as a non- statutory1996 have disappeared completely

of committees and working groupsbody was endowed with statutory
were constituted to go into the powers for regulating the capital
functioning of capital market and market through the enactinent of
suggest ways and means to improveEBI Act, 1992.

With a view to protect the interest
of investors Malegam Committee rec-
ommended the introduction of Book-
: e, i Building as an alternative device to the
|ttskfuntct|otn|ng. l\./arlous st;aps V\f/et[]e Capital Market Operations existing system of fixed pricing and it
axen to swreamine operation of the - - 4 pital market operations con-Wwas adopted by SEBI in 1996. Book-
capital market based on the . . . Buildina helps to find a b ice f

. sist mainly of primary market opera- Building helps to find a better price for
recommendation of these . ; b de. Und hi
committees. A number of financial tions and secondary market operadn jSsue fo be made. Under tis
termediaries lik hant bankers 1ONS- Primary market or new issuemethod, the issuing company will men-
INLErMedianes like merchant bar ers’market deals with the issue of newtion an indicative price at which secu-

underwriters, mutual funds, custodial | o< to the investors and facili-fities will be offered and gives the in-

service, etc., were also came intq o 0 corporate sector in raising/estors an opportunity to bid collec-
existence during this period.

~ funds. The primary market is madetively. Then a consensus price will be
In 1991, Government of India up of two components: where firmsarrived at and allotment will be final-

launched a policy of liberalisation andgo public for the first time through ised at the agreed price.
globalisation of Indian economy in njtial public offerings and where  Byy-back of shares is a device
general and of financial sector in parirms which are already traded raiseyhich facilitates capital restructuring
ticular. It covered measures like aboli-zdditional capital through Seasonedofacompany It helps in arresting wide
tion of industrial licensing except for a equity offerings. Initial capital is fiyctuation in share prices and paves
short list of industries, reduced reserrajsed by issuing only ordinary and e way for efficient allocation of re-
vation for public sector, abolition of preference shares whereas furthegg rces. Earlier buy-back of shares
assets ceiling for companies undetapital can be raised by selling de+yg prohibited in India by the Compa-
Monopolies and Restrictive Tradebentures as well. nies Act, 1956. However buy- back was

Practices Act, 51 per cent foreign own- i, order to effectively control the allowed in India through an amendment
ershlp Of_ equity, permission fo.r For- activities in the new issue market andordinance in 1998. Now Indian
eign Ins-tl-tun.onal- Investors to investiy ensure that investments in thecompanies are free to buy its own
in securities in primary and secondarycountry are made in a planned manshares and other securities up to 25
markets and permission for Indian commer and in accordance with the pri-per cent of their net worth out of its
panies to raise capital abroad througfyrities laid down in the plans, the free reserves, or securities premium
the issue of Global Depository government has instituted the Con-account, or proceeds of an earlier is-
Receipts or American Depository Re-troller of Capital Issues (CCI) under sue other than a fresh issue made spe-
ceipts. These reforms, particularly thethe Capital Issues (Control) Act, cifically for buy- back purposes. In
deregulation of financial sector, fuelled 1947. CCl laid stringent controls on gnother development, companies are
the growth of equity cultin India. Be- pubic and right issues and in theirgiven the option to issue shares of any
sides, boom market conditions andpricing. As a result capital issuesdenomination without a uniform par
heavy speculative activities led stockwere generally under priced. Butygjye.

market prices to sky-rocketing levels.when Capital Issues (Control) Act .
Subsequently, the securities scam wawas repealed and free pricing was in- '¢nd 0f Development of Primary
unearthed in June 1992. Theam had troduced by SEBI in 1992 the market'1arket

a paralysing effect on the operationssaw a plethora of issues. Hefty = Resources are mobilised from
of the stock exchange and it shatpremiums were charged by the issuihe primary market by various agen-
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cies like public sector undertakings,
public limited companies, banks and
financial institutions through the is-

Table 1
Resource Mobilisation from the Primary Market

(Rupees Crores)

sue of various financial securities.

Also large organisations mobilise Issues 199394 199495 199596 1996197 1997-98 1998-99  1999-00

funds from International capital mar-I\ongovemment | 19330| 26417 16076 10410 3188 5013 5153

ket. When ||b.era||3at|0n measures pUbllCllmItEd (434) (549) (438 (280 (74) (83) (71)

were started in 1992, Government companies

realised that corporate sector woul

require large amounts of funds which| PSUbonds 5686 3070 292 3P 209 - -

could not be mobilised from domes- 126)| 64 62| 0@y @1

e manetsdone Herce ndan o coumer | 5 o w0l & 4 ]
ies w i ise fundg :

from global market through the issu compenes 48 a8 @0 @ 01

of Global Depository Receipts or |Banksand 3843 4% 6§ 43BP 46 43R 251

American Depository Receipts. Thelfinancial 89) 09 ©4 @Wwn| 9| @2 (39

overall picture of resource mobilisa-|institutions

_tion in the primary market is shown Private 7466 11174 13361 15086 300b9 49619 61b59

inTable 1. placement 68| (@2 G6pH @ (19 @ @
It can be seen from Table 1 that - T

aggregate mobilisation in the primary| Totaldomestc 3044 | 41974 W19 3B/ B8 SOW4 639683

market amounted to Rs. 44498 crore§SSUes 82| (@73 (98 (L3 (894) (B (5P

in 1993-94. Even thoggh it increa;ed Euroissues 7454 6110 49 276 4397 1148 437

to Rs. 48084 crores in the following (169) (127) (14) 89| (104) (19 49

year, the next two years witnessed &

decline. The amount of mobilisation | Total capital 44| 48084 3668  3rlqr A0S G012 7450

in 1999-00 stood at Rs. 72450 crores..issues (1000)| (1000) (2000 (100(})) (100p) (200P)  (100.0)

Issues of corporate securities includ . .
T corp : Note: Figures in parentheses are percentage of total.
domestic issues and euro issues. The

trend of euro issues was not uniform>0urce:Reserve Bank of India, Handbook of Statistics on Indian Economy,

during the period under reference. 1n2000.

1993-94 it amounted to Rs. 7454 o
crores, touched a low of Rs. 496 Non-government public compa- similar trend. In 1993-94, Rs. 9370

crores in1995-96 and rose to Rs. 348Nies depend on capital market forcrores was raised through 149 deben-
crores in 1999-2000. Total domesticmajor part of their financial require- ture issues whereas only Rs, 2401
issues aggregated Rs. 37044 crore@ents. The major instruments issuedrores was mobilised in 1999-2000
in 1993-94 which rose to Rs. 68963include equity shares, preferencefrom just 10 debenture issues. The
crores in 1999-2000. Issues made bghares, debentures, bonds, etc. Themount mobilised through the issue
non-government public limited composition of new capital issues isof preference shares was insignifi-
companies comprised major part ofshown in Table 2. cant during the period under refer-
domestic capital issues. In 1993-94 it  Major part of the issues com- €Nce. The overall trend of capital is-
amounted to Rs. 19330 crores whichposed of equity shares. As per Tabléues made by non-government pub-
further increased to an all time high2 Rs. 9960 crores was mobilised inlic companies showed an increasing
of Rs. 26417 crores in 1994-95.1993-94 through the issue of ggatrend up to 1994-95, both in volume
However it declined gradually and Equity issues. It rose to Rs. 17414and number, and a declining trend
reached Rs. 5153 crores in 1999-200Qrores in 1994-95 through 1548 capi-thereafter. The vast expanse of In-
At the same time share of privatetal issues. However it declined there-dian Financial Market reveals that
placement in total domestic issuesafter in terms of number and volume.there is ample potential to mobilise
registered a marked increase. InMobilisation through this route in funds through the issue of new and
aggregate terms, it rose from Rs. 7468.999-2000 amounted to Rs. 2753existing financial instruments. Imagi-
crores in 1993-94 to Rs. 61259 croresrores through 69 equity issues. Thehative use of such instruments make
in 1999-2000. issue of debentures also exhibited 4und mobilisation cheaper and new
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Table 2 function of stock exchanges is to pro-

New Capital Issues by Non-Government Public Limited Companies ~ Vide liquidity of capital and continu-
(Rupees crores) ous market for outstanding securi-
ties. Without stock exchanges,

Ordinary shares Preference shares Debenturgs otal T savings of the community are used
Year No.of [ Amount| No.off Amount No.of Amourt  No. T Amoupt much less completely and much more
Issues Issue Issugs Isslies wastefully. The stock exchanges
1903 | wmo7| 1| 03 1] owop 13| 103 Dring apout et evaf'“at'on. of
o ©658) 615 (1) 00| @1)| @85 @0 @00d securities and set prices of securities
. ’ - : : : : 1 close to their investment worth. It
19%- 1548 ( 174144 9 1314 121 88709 1678 | 26416.7| directs and allocates the savings of
% 923) (659 (05 05 (72| (336)| (1000)| (1000] investors into the most productive
19%5- 52| 110545 9| 1501 39701| 1664 160747 Charnnler':j'ia tock exchanges were
% 95. 44 0. 09 39)| (24 1000 1000 ’
51 (rad 03 09 ©8 @n| (09 ( originated in a rudimentary form in
1996- 81| 61014 5 749 3 42332 10409% 1800. But the first organised stock
97 (95.6) (586) (06) 07 (38] (40.7)| (1000)| (1000) exchange, the Bombay Stock Ex-
1997- 0| 11604 1 43 % 1971k 1 31343 change came into existence in 1875.
' ' I " Another Stock Exchange was formed
B 87.3 371 10 0. 11. 62.8 1000 1000 - Lo
673 Gry @0 ey @n (¢ ( ( in Ahmedabad in 1894 and a third in
1998 B| 25627 3 597 12 23907 48| 50131 1908 at Calcutta. At the time of Inde-
] 68.7) (GLY[ (63 12| (50| @r7] (1000) (1000 pendence, seven stock exchanges
were functioning in the major cities
1999 ® | 27525 - - 1) 24008 n 51533
] N of the country. On 26th January 1950
00) 87.3 53. 12. 46. 100. o .
673 (534) 12 w@ep aoop (000 the new Constitution of India came
Note: Figures in parentheses are percentage to total. into force and under item 48 of the
Source: Reserve Bank of India, Handbook of Statistics on Indian Econori?ion list the ‘stock exchange and
future markets’ became exclusively a
2000

central subjeé The government

_ enacted Securities Contract (Regu-
issue market more competitive andfourths. But their dominance gradu-|ation) Act, 1956,based on the rec-

globalised. ally declined. During 1995-96 and ommendations of Gorwala
The capital market is becoming1996-97 they accounted for negativeCommittee. The stock markets in In-
more and more risky and complex inmobilisation. Hence aggregate mobi-dia are presently regulated under this
nature so that ordinary investors ardisation also turned negative duringAct.
unable to keep track of its movementhat period. Share of private sector  |ndian Stock Market is one of the
and direction. Hence mutual fundswas not significant up to 1997-98. |argest and oldest stock markets in
have become the investment vehiclélowever, during the last two yearsthe world. At present there are 23
of individual investors who want to they accounted for majority of stock exchanges in the country of
reap the benefits of buoyant stockresources mobilised. During 1999-which Bombay Stock Exchange (BSE)
markets without risking their invest- 2000, resource mobilisation aggre-and National Stock Exchange (NSE)
ment. It offers the small investors angated an all time high of Rs. 21971.4are conferred the status of national
alternative way to invest in capital crores of which 78.1 per cent wasexchanges. The entire stock
markets. contributed by private sector mutualexchanges in the country have
Table 3 depicts the trend in re-funds. adopted on-line screen based trad-
sources mobilised by mutual funds.tyang of Development of Secondary ing. .Presentlly there are around 10,000
As per the table, total resources MOMarket trading terminals for these exchanges
bilised by mutual funds amounted to spread allover the country.
Rs. 11243 crores in 1993-94. During The securities which are floated Stock Markets in India have
the initial years of review, the share@nd subscribed in the primary mar-g.q\yn exponentially as measured in
of Unit Trust of India in total Kket, are traded inthe secondary marsems of the number of listed compa-
mobilisation was more than threeket or stock exchange. The primarynies market capitalisation, turnover
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Table 3

Resources Mobilised by Mutual Funds

on stock exchanges, price indices,
etc. Table 4 exhibits the trend of major
indicators of stock market

s
) developmentin India. From the table

itis evident that there were 7811 com-
panies listed in all the stock ex-
changes in India during 1993-94. It

rose to 9871 in 1999-2000. The all
India market capitalisation of listed

companies amounted to Rs. 400077
crores in 1993-94. There was no sig-
nificant increase in it till 1998-99.

However, during 1999-2000, it
doubled to Rs. 1192630 crores. Turn-

over on various stock exchanges in
India was Rs. 203703 crores in 1993-

94. Even though it declined in 1994-
95 by 20 per cent, it rose steadily
thereafter. During 1996-97 and 1999-

2000 there was sharp increase in the
turnover. The volume of market turn-
over amounted to Rs. 2067031 crores

(Rupees Crore
Bank Financial institution l
Year Unit Trustof | sponsored |  sponsored mutual Private segtor otalT
India mutual fundg funds mutual fundp
1993-H4 9297.0 1481 2386 15595 112432
827 L3 1) (139 (100.0)
199495 86110 7655 5763 13218 112746
(76.4) 68) Gl 117 (100.0)
199596 63140 1133 2348 1330 58329
(-108.2) 19 @0 23 (100.0)
199697 -30430 59 1369 8636 -2036.7
(-149.4) 03 ©7) @24 (100.0)
199798 2875.0 2369 2034 7486 40639
(70.8) (58) 50 (184) (100.0)
199899 1700 215 6905 25187 3610.7
@7 ©64) (19.) (69.8) (100.0)
199900 45480 1410 3936 171708 219714
(20.7) (06) (18 (78.1) (100.0)

in 1999-2000.
Even though there are 23 Stock

Note: Figures in parentheses are percentage to total.
Source: Reserve Bank of India, Handbook of Statistics on Indian Economy, 2000.

Stock Market Development in India

Table 4

Exchanges in India, increase in turn-
over took place mostly at the large
exchanges at the expense of smaller
ones. Presently 6 top exchanges ac-
count for 99 per cent of turnover with
BSE and NSE taking the leading role

of stock market operations in the
ercountry. Table 5 depicts the trend in
major indicators of Bombay Stock

Exchange.
As per Table 5 there were 3585

listed companies in BSE in 1993-94.
The number of listed companies

showed an upward trend until 1996-
97.1n 1999-2000, the number of listed

companies in Bombay Stock
Exchange was 5889. As regards the
market capitalisation of listed stock

in the exchange, it amounted to Rs.
368071 crores in 1993-94. As in the

case of All India Market Capitalisa-
tion, it remained idle up to 1998-99

Market capitalisation|
Year Number of listed of listed companie$ Market turno
companies (Rs. crores) (Rs. Crores)
1993-94 7811 400077 203703
1994-95 9077 473349 162905
(16.2) (18.3) (-20.0)
1995-96 9100 572257 227368
0.3 (20.9) (39.6)
1996-97 9890 488332 646116
8.7) (-14.7) (184.2)
1997-98 9833 589816 908681
(-0.6) (-20.8) (40.6)
1998-99 9877 574064 1023382
(0.4) (-2.7) (12.6)
1999-2000 9871 1192630 2067031
(0.06) (107.8) (102.0)

but went up by 67.4 per centin a sin-
gle years to Rs. 912842 crores in
1999-2000. Market turnover of the

Note: Figures in parentheses are percentage variation over the previousgxehrange during the period under
Source: Reserve Bank of India, Report on Currency and Finance - varigigew showed a mixed trend. It

issues

amounted to Rs. 84536 crores in 1993-
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Table 5
Trend of Development in Bombay Stock Exchange
Market
Number of capitalisation of Market Levelof
Year listed listed companies tumover BSE sensex
companies (Rs.crores) (Rs.crores)
199394 3585 368071 84536 377899
1994-95 4802 435481 67748 3260.96
(339 (18.1) (-19.9) (137
199596 5603 526476 50064 3366.21
(16.7) (209) (26.1) B2
199697 5832 463915 124284 3360.89
@2 (119 (148.3) (02
199798 5853 560325 207383 3892.75
04 (208) (66.9) (158
199899 5848 542942 311999 3739.96
(0.1) (:27) (504) (:39)
1999-2000 5889 912842 685028 5001.28
07 67.4) (1196 (337

Note: Figures in parentheses are percentage variations over the previous
Source: Reserve Bank of India, Report on Currency and Finance- various is%

Table 6
Movement of Sensex During Major Events
Major events Date Level of BSE
sensex
Low Index of 1993 26-4-93 2036.81
SEB[bansbadla 13-12-93 3346.06
First all time high 12-9-94 4630.54
Low index of 1995 29-11-95 2922.16
High Index of 1996 14-6-96 4039.32
S & P upgrades outlook to positive 1-1.0-96 3226.80
Low Index of 1.996 4-12-96 2745.06
P. Chidambaram’s dream budget 28-2-97 3651.91.
High Index 1997 05-8-97 4548.02
Moody wamsrating downgrade 08-01-98 3598.16
High index 1998 21-4-98 4280;96
US 64 scare 5-10-98 2878.07
Air attack on Kargil begin 26-5-99 3973.30
High of 1999 14-10-99 5075.39
Newall time high 14-12-00 6150.69
Sensex touches its year’s low 19-10-00 3491.55

94. Volume of turnover declined
during two successive years.
However from 1996-97 it rose sharply
and amounted to Rs. 685028 crores
in 1999-2000.

Market returns on equity shares
as well as volatility in prices are
measured through share price indi-
ces. In India, Bombay Stock Ex-
change 30 Share Sensitive Index
(BSE Sensex) is one of the popular
benchmarks of share prices. As per
Table 5 Sensex stood at 3779 points
in 1993-94. It hovered around this
level up to 1998-99 but rose by one
third to 5001 points in 1999-2000. On
a review of the trend of indices from
the table there will be a misleading
impression that the index remained
stable between 1993-94 and 1998-99
and that the level of volatility was
comparatively low in Bombay Stock

lhange. But this is not true. The
ndian market is probably more
fitile than developed country
markets, which is probably why a
much higher proportion of saving in
developed countries go into equi-
ties’. This is evident frorn Table 6
which looks more closely at move-
ment of Sensex.

As per Table 6, Sensex stood at
2037 points towards the end of April
1993 and rose to 3492 points during
the middle of October 2000. However,
Sensex moved erratically during the
intervening period.

The National Stock Exchange
was set up in 1992 based on the rec-
ommendations of the Pherwani Com-
mittee with the main objective of pro-
viding nationwide equal access to a
fair, efficient, and transparent trad-
ing system to investors by using
suitable communication network. It
is a demutualised stock exchange
where brokers do not own the shares
and its management is free from bro-
ker control. As regards the
operations side, it has two wings
namely wholesale debt market

Source: The Economic Times Knowledge Series, Investors year book, 2000-01
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segment and the capital market
segment which deals in equities, con-

Table 7

Trend of Development in National Stock Exchange

vertible debentures, etc. The capita

market segment provides true , Market Level of

nationwide market through V -SAT Year No. ofl|§ted capitalisation| Marketturnover | S&P CNX Nifty

driven screen based trading systemn. companies (Rs. crores) (Rs. crores)

It has a network with more than 6000 1995-96 422 217721 67287 085.3

trading terminals offering trading

facilities in 370 cities. The trend in | 199697 550 252894 294504 968.9

the major indicators of the exchange 30.3 16.2 (337.7) 1.7

is exhibited in Table 7. 1997-98 612 308520 370193 1116.7
As depicted by Table 7 there 11.3 22.0 25.7 15.3

were gg'y 422 listed companies in™ go0 gq 645 335209 414474 10781

-96 whose market capitalisation (5.4) 8.7 120 a5

amounted to Rs. 217721 crores. Therg : : : :

was no significant rise in the number| 1999-2000 673 850880 839051 1528.5

of listed companies during the period 4.3) (153.8) 102.4) 41.8

under reference. However in the cas ote: Figures in parentheses are percentage variation over previous year
of market capitalisation, there was a - F19 P P 9 P y

sudden spurt during 1999-2000 to RsSource: Reserve Bank of India, Report on Currency and Finance - various.

850880 marking an increase of mordSSUEs.

than 150 per cent in a single year.
This is reflected in the market Recent developments in Indian Stockcapital market towards scripless trad-

turnover and market index. While themarket include; ing through dematerialisation of

turnover rose by more than one hun-  Depository services such share certificates.
dred per cent during 1999-2000, the  Rolling settlement National Securities Depository
NSE benchmark S& P CNX Nifty rose Internet trading Limited, the first depository in India,
by more than 40 per cent. The o . was jointly promoted by Industrial
phenomenal rise in information tech- Derivatives trading Development Bank of India, Unit
nology scrips coupled with signs of Depository Services Trust of India and National Stock
overall improvement in economic Investors have been facing a lotExchange in 1996 to ease the process
performance appear to have signifiof problems by physically holding ©f dematerialisation. In December
cantly contributed to the stock mar-the corporate securities. The settle1996 trading in dematerialised shares
ket buoyancy. However growth in ment system adopted by stock exwas started in the National Stock
market turnover from Rs. 67287 changes called for physical move-Exchange. Ten stock exchanges
crores, in 1995-96 to Rs. 839051 croregnent of share certificates in record-€stablished connectivity with NSDL
in 1999-2000 is an indicator of thejng gwnership changes in the com-for offering trade in demat securities
growth the exchange has achieveghany pooks. Serious risks associate@s at the end of march 2000. The
within such a short span of time.  ith paper based settlement systemnarket value of securities
Recent Developments in Indian were bad deliveries, delay in transferdematerialised with NSDL amounted
Stock Market and registration, mutilation IOSS, to Rs. 463385 crores as at the same
The decade of the nineties hadorgery and theft of certificates. All date. 918 companies signed up with
been a period of vast reforms inthese added to costs and delays ilNSDL to get their securities admitted
India’s stock market. Innovative ini- settlements, restricted liquidity and for dematerialisation. The market
tiatives like screen based trading andnade investor grievance redress timgapitalisation of these companies
establishment of IT backed Nationalconsuming and at times intractable.2mounted to Rs. 765875 crores. The
Stock Exchange took place in the firstWith a view to obviating these prob- humber of beneficial owners who had
half of this decade. Such developdems, the Government of India en-OPened accounts with depository
ments continued in the later half ofacted the Depositories Act, 1996, toParticipants reached 2414306 as on
the decade also which placed theensure free transferability of securi-March 31, 2000
stock market at the forefront of mod-ties with speed, accuracy and secu- Central Depository Services Lim-
ern capital markets of the world. rity. The depository system leads theited, was formed by Bombay Stock
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Exchange, Bank of India and Bank ofstock trading on the Internet was in-exchanges in the world in 1999. An
Baroda. It commenced operations ortroduced in February 2000. At estimated 19 million individual inves-

March 22, 1999. As at March end,present there are 40,000 registeretors were in India at the end of 1998-
2000, the market value of internettrading clients and these t0-99.

dematerialised securities amountedyether trade about Rs. 40 crores of  |ndia’s comparative position in

to Rs. 8188 crores. Five stock ex-stock daily. Recently, NSE launched the world stock markets can be as-
changes established connectivitythe world’s first internet trading certained from Table 8

with CDSL for offering trade in demat plaza, Dotex, which allow brokers to According to Table 8 there were
securities and 765 companies signedvail themselves of a COMMON gg71 jisted companies in India at the
up with it to get their securities internet trading platform. end of March 2000 followed by USA

admitted for dematerialisation. The

AT ivati i with 7651 listed companies. As re-
market capitalisation of these Derivatives Trading P

. ivati i ards market capitalisation, the USA
companies stood at Rs. 700000 Derivatives are instruments 9 . cap > L
.. Wh|Ch denve the”' Va'ue from the un- StandS first W|th $ 16335114 m|”|0n
crores. Number of beneficial owners i : foll d by J ith $4546937
; ; derlying asset, which could be a comfollowed by Japan wit
having accounts with DPs of CDSL s - - o
odity, foreign exchange, treasurymnllon. Market capitalisation of In-
stood at Rs. 28545 crores as at th&' X ) . :
end of March 2000 bills, debt instruments, equity sharesdian companies came to $280619
or index. Some of the common finan-Million. The largest market turnover
Introduction of RO”Ing Settlement cial derivative instruments are: for- Was also in theU.S.A. with
In Indian stock exchanges ward rate agreements, options, swap§ 18574100 million and Japan stood
weekly settlement system was fol-and futures. second with $1849228 million. Mar-
lowed wherein brokers were allowed  perivatives in the form of index K€t turnoverin Indlan_s.tock markets
to accumulate long or short positionsfytures made their appearance on th@mounted $ 486360 million. However,
and settlement of individual securi- |ndian stock market in June 2000,!ndia stood first in turnover ratio at
ties are made at the end of each settlgghen trading in Nifty and Sensex 249 per cent followed by China with
ment period. This system has giverfytures was started in NSE and BSEL3#4 Per cent. It is evident from the
scope for speculative activities andrespectively. Index futures are future@n@lysis that India has attained a
other manipulations resulting in contracts where the underlying assefotable position among international
higher incidence of default by bro- s the index. Introduction of deriva- @pital markets and that there is tre-
kers. In order to curb such malprac-jves is the first step to hedge theMendous potential for further
tices in the stock exchanges in Indiayisk of unfavorable movement in the 9rowth.

it was necessary to take measures famarket. This will also lower transac- |nvestor Population

introducing rolling settlement. Ac- tion cost and provide depth and

cordingly SEBI decided to introduce liquidity to the market. o
rolling settlement on Indian stock market had its impact on the number

exchanges in a phased manner. Thihdia and World Stock Markets of investors in the country. The num-

rolling settlement on a T+5 basis was  In India, capital market came into ber of investors was very small in
introduced in India in ten select being as early as in the 19th century!ndia in the seventies. But there was
scrips from January 2000. SubseBombay Stock Exchange is more tharfremendous growth in the number of
quently as on May 8, 2000, 153 morel25 years old and this is the oldesinvestors in the eighties and nine-
scrips were brought under the sysStock exchange in Asia. Indian Capi-ti€s. The number of share owning in-

The growth of Indian capital

tenf. tal Market is considered the secondfividuals and households estimated
_ largest capital market in the world in various survey reports like SEBI-
Internet Trading next to the United States. There ardVCAER survey of Indian investors,

Worldwide on-line stock trading about 35 countries in the world thatsurvey made by Society for Capital
has been a big blessing to individuahave emerging capital markets andVarket Research and Development,
investors. It enables investors to buyindia is one with the largest numberetc., are compiled and presented in
and sell shares on-line through thepf |isted companies. In terms of Table 9
Internet. There are approximately 15number of transactions, India’s two ~ As per Table 9 (given in next
million cyber-investors in the United |eading Stock Exchanges, Nationalpage) the number of share owning
State$ internet trading is gaining Stock Exchange and Bombay Stockhouseholds increased from 0.6 mil-

popularity in countries like Germany, Exchange stood fifth and seventhlion in 1975 to 12.8 million in 1999.
South Korea and Taiwan. In |ndia,respective|y among the stock
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Table 8

Stock Market Development: International Comparison

(As on March 2000)

Particulars USA K|  JapgermanySingapore Hongkong China| India
No. of listed 7651 195 247 93 5 65 90 9
companies

Market 16335114 2933280 45469B7 1432190 198407  60P090 330703 24
capitalisation

(&mn)

Market 210 232 11 66 208 385 B6 g
capitalisation

ratio (%)

Turnover 185741000 1377859 18492P8 1357841 97985 2441886 377099 44
$mn)

Tumover 124 5 3 108 67 bl 1342 245
ratio (%)

The number of share owning indi-
viduals increased from 1.2 million in
1975 to 20 million in 1997. However,
the number of investors declined to
19 million in 1999. The investor
households have increased at a com-

1 pound growth rate of 13.6 per cent

between 1975 and 1999 whereas a

1§orresponding growth in share own-

ing individuals came to 12.2 per cent
during the same period.

Geographical Distribution of Inves-
tors

The investor population may not
be uniformly spread throughout the

s3egountry. They may be lying concen-

trated in certain geographical areas.
Study of geographical distribution of
investors among various places in
the country provides a factual de-
scription of its distribution and

Source: National Stock Exchange, Indian Securities Market - A Review, 2080alyses the trend of changes in this

Table 9
Growth of Shareowning Population in India
Years Estimated number of Estimated number of
shareowning households shareowning individuals

1975 0.6 12

1980 1.05 24

1985 26 6.0

1990 39 9.0

1997 N.A 20

1999 128 19
Compound Growth Rate (%) 136 122

Note: N.A- Not Available

Source:

regard. An earlier study made in India
reveals that geographical
distribution of investors is not
evenly spread in the countfyMore
than half (55.3 per cent) of individual
shareowners in India belonged to
just five cities. The top ten cities
ranked by their percentage share of
the total account for nearly two-
thirds (65.3 per cent) of India’s total
number of shareholders. The
distribution of share ownership by
States and Union Territories show
that just five States accounted for
74.7 per cent of the country’s share
ownership population and 71.7 per
cent of the aggregate value of the
shareholdings of individuals in In-
dia. Among the five States
Maharastra tops the list with Gujarat
as a distant second followed by West
Bengal, Delhi and Tamil Nadu

Trend in Domestic Savings and

1. Gupta, L.C. {1991) Indian share owners a survey. New Delhi: society fatestment
capital market research and development.

2. Gupta, L.C. (1999). India’s Financial Markets. New Delhi: society fare country requires huge financial
capital market research and development.

3. Pratip Kar et al. (2000)SEBI-NCAER Survey of Indian Investors. Mumbaiobilisation of domestic savings.

SEBI.

The economic development of
resources, which necessitates the

Domestic savings originate from
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Table 10 was a marked shift in favour of physi-
Composition of Gross Household sector Saving in India cal assets.
(Rupees Crores) Composition of Savings in Financial
Year Gross financial Gross physical Gross house 1olc'JIA sse.ts ] )
savings savings | sectorsavings Financial assets consist of cur-
rency, bank deposits, shares and de-
1993-94 94738 63572 158310 bentures, life insurance provident
(59.8) (40.2) (100.0) and pension funds etc. The gross
savings of the household sector in
1994-95 (162002)33 7(28245) 1?1%?653) financial assets during the .perio'd
1993-94 to 1999-2000 are given in
1995-96 105166 110422 215588 Table 11
(48.8) (51.2) (100.0) From Table 11 it can be seen that
1996-97 141128 01786 232914 gross financial savings in absolute
(60.6) (39.4) (100.0) measure increased from Rs. 94738
crores in 1993-94 to Rs. 205898 crores
1997-98 150198 121185 271383 in 1999-2000. Net deposit constituted
(55.3) (44.7) (100.0) the major component of financial
1998-99 192511 143958 336469 savings. It rose from Rs. 32846 crores
(57.2) (42.8) (100.0) in 1993-94 to an interim high of Rs.
66965 crores in 1998-99 but declined
1999-2000 205898 181015 386913 to Rs. 58478 crores in 1999-2000.
(53.2) (46.8) (100.0) Investment in shares and deben-
Compound growth 14 19 16 tures amounted to Rs. 14772 crores
rate (%) in 1993-94. Even though it registered
an increase in 1994-95, it started de-

Note: figures in parentheses are percentage to total. clining since then and touched a low
Source: Government of India, National Accounts Statistics 2001. of Rs. 5044 crores in 1997'-98. The
position started improving once

public sector savings, private corpo-  As per Table 10 the gross house-292in and in 1999-2000 it amounted
rate sector savings and householdiold sector savings increased signifi-0 RS- 15873 crores. The relative share
sector savings. In India, householdcantly from Rs. 158310 crores in 19930 shares and debentures increased
sector savings constitute a major94 to Rs. 386913 crores in 1999-2000/r0m 10.5 per centin 1993-94 to 14.4
component of the aggregateThe financial sayings dominatedPer centin 1994-95. But it declined
savings. It alone contributes moreover physical savings during thethereafter to a low of 3.4 per cent in
than two-third of gross domestic period under reference except in1997-98. Thenitimproved to 7.4 per
savings. 1995-96. Financial savings in abso-centin 1999-2000. The review of trend
Therefore mobilisation of sav- lute measure amounted to Rs. 205898eveals that. the stock market reforms
ings of this sector is important. crores in 1999-2000 as against Rsintroduced in the nineties like
Household sector saving is held in94738 crores; The corresponding fig-dematerialisation, on-line trading
the form of physical assets like land,ures of physical savings were Rsetc., made stock market investment
buildings, gold, etc. and financial as-181015 crores and Rs. 63572 croresuch simpler, safer and transparent..
sets like bank deposits, shares, infespectively. Gross household sectoHowever investors view capital
surance policies. The growth in fi- savings registered a compoundmarket with skepticism. People no
nancial savings is vital, as it is growth rate of 16 per cent, while it longer invest money in equities as
available for investment in the was 14 per cent in the case of grosshey have become disenchanted
development of the economy. Thefinancial savings and 19 per cent inwith their experience as shareowners.
composition of household sectorthe case of gross physical savingsMany of the investors are interested
savings during the period 1993-94 toEven though financial savings in reducing their exposure to equity
1999-2000 is shown is Table 10. outstripped physical savings thereeven in absolute terms rather than
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Table 11
Composition of Gross Savings of the Household Sector in Financial Assets sured at their optimum levels at the

Life |Providentff Gross
Net Sharesand  Netclaimsnsurancé  and financial
Year Currency| deposits| debentures| on funds | pension| Savings
governmen funds
199394 13367 32846 14772 6233 9197 1838 A
(14.0) (344 (105) 65 ©6)| (192) | (1000)
1994-95 15916 42225 17381 12781 11006 21414120733
132 (35.0) (14.4) (106) @y | @7 | (1000
199596 16525 34327 9101 9346 13623 22314105166
5.7 (326) 87 89 (129)| (21.2)| (1000
199697 13643 59533 10407, 11582 155f4 30389141128
©7) 422 (74) 82 (1| @15 | (1000)
199798 12780 59878 5044 21675 18554 32267150198
85 (39.9) 34 (14.5) (124)] (215 (1000
199899 21846 66965 7412 27352 22586 463p0192511
(112 (34.8) 38 (14.2) (117 (41| (o000
199900 21056 58478 15873 27901 278P8 54762205898
(10.2) (284) (77 (135) (135)| (266)| (1000
Compound
growth 8 10 1 V3] 0 0 1
rate (%)

Note: Figures in parentheses are percentage to total.
Source: Government of India, National Accounts Statistics, 2001

increasing it2

may be due to the bitter experience
of investors in both primary and sec-

Conclusion ondary market and mutual fund sec-

The above analysis reveals thai,, Many of the investors are inter-
ther.e was all round deyelopmentmtheested in reducing their exposure to
capital market operations in terms ofequity even in absolute terms rather
the volume of funds moblised in thehap increasing it. Therefore govern-
primary market and mutual fund seC-menial and other organisations re-
tor, increase in trading volume ingynsiple for its mode of function-
stock market, growth in investor jhg have to bear in mind that com-
population etc. But growth in mobi- me(cial organizations can no longer
lisation of savings through sharesgnction as islands warding off com-
and debentures have not improvedpeitions and challenges from well-
While the financial savings managed counterparts in the global
registered a compound growth ratejjjage. While Indian Capital Market

of 14 per cent per annum betweerhas many sustaining elements, its
1993-94 and 1999-2000 the correéygjor flaws cannot be ignored. Cor-

sponding growth in shares and deyrate sector survive primarily on in-
bentures is only one per cent. Thig,esiors’ trust and satisfaction. If

these two vital aspects are not en-

earliest, tomorrow will be a too late
hour to regret. Every agency in-
volved in the capital market, includ-
ing stock brokers, should plan their
strategies for profit on a long time

738 basis; slow and steady accumulation

of profit; not a comparative big lump
by depriving the investors of his
due. They have to keep in mind
always that it is the investor’s hard
earned savings that are staked at the
capital market. The gullibility of the
ill-informed investors is not the
strength, but the weakness of the
capital market. The potential inves-
tor must be properly educated and
guided so that more money kept idle
or invested in other fields will flow
to the capital market. If and when it
happens, the Indian capital market
will be on a par with developed capi-
tal markets elsewhere in the world.
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