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EXECUTIVE SUMMARY



This project is based on “Instability in Indian stock market”. The Indian stock exchanges hold a place of prominence not only in Asia but also at the global stage. The Bombay Stock Exchange (BSE) is one of the oldest exchanges across the world, while the National Stock Exchange (NSE) is among the best in terms of sophistication and advancement of technology. The Indian stock market scene really picked up after the opening up of the economy in the early nineties. The whole of nineties were used to experiment and fine tune an efficient and effective system. The ‘badla’ system was stopped to control unnecessary volatility while the derivatives segment started as late as 2000. The corporate governance rules were gradually put in place which initiated the process of bringing the listed companies at a uniform level. On the global scale, the economic environment started taking paradigm shift with the ‘dot com bubble burst’, 9/11, and soaring oil prices. The slowdown in the US economy and interest rate tightening made the equation more complex. However after 2000 riding on a robust growth and a maturing economy and relaxed regulations, outside investors- institutional and others got more scope to operate. This opening up of the system led to increased integration with heightened cross-border flow of capital, with India emerging as an investment ‘hot spot’ resulting in our stock exchanges being impacted by global cues like never before. Exchanges are now crossing national boundaries to extend their service areas and this has led to cross-border integration. Also, exchanges have begun to offer cross-border trading to facilitate overseas investment options for investors. This not only increased the appeal of the exchange for investors but also attracts more volume. Exchanges regularly solicit companies outside their home territory and encourage them to list on their exchange and global competition has put pressure on corporations to seek capital outside their home country. The Indian stock market is the world third largest stock market on the basis of investor base and has a collective pool of about 20 million investors. There are over 9,000 companies listed on the stock exchanges of the country. The Bombay Stock Exchange, established in 1875, is the oldest in Asia. National Stock Exchange, a more recent establishment which came into existence in 1992, is the largest and most advanced stock market in India is also the third biggest stock exchange in Asia in terms of transactions. It is among the 5 biggest stock exchanges in the world in terms of transactions volume.
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INTRODUCTION Indian stock market marks to be one of the oldest stock market in Asia. It dates back to the close of 18th century when the East India Company used to transact loan securities. In the 1830s, trading on corporate stocks and shares in Bank and Cotton presses took place in Bombay. Though the trading was broad but the brokers were hardly half dozen during 1840 and 1850. An informal group of 22 stockbrokers began trading under a banyan tree opposite the Town Hall of Bombay from the mid-1850s, each investing a (then) princely amount of Rupee 1. This banyan tree still stands in the Horniman Circle Park, Mumbai. In 1860, the exchange flourished with 60 brokers. In fact the 'Share Mania' in India began with the American Civil War broke and the cotton supply from the US to Europe stopped. Further the brokers increased to 250. The informal group of stockbrokers organized themselves as the The Native Share and Stockbrokers Association which, in 1875, was formally organized as the Bombay Stock Exchange (BSE). BSE was shifted to an old building near the Town Hall. In 1928, the plot of land on which the BSE building now stands (at the intersection of Dalal Street, Bombay Samachar Marg and Hammam Street in downtown Mumbai) was acquired, and a building was constructed and occupied in 1930. The most decisive period in the history of the BSE took place after 1992. In the aftermath of a major scandal with market manipulation involving a BSE member named Harshad Mehta, BSE responded to calls for reform with intransigence. The foot-dragging by the BSE helped radicalize the position of the government, which encouraged the creation of the National Stock Exchange (NSE), which created an electronic marketplace. NSE started trading on 4 November 1994. Within less than a year, NSE turnover exceeded the BSE. BSE rapidly automated, but it never caught up with NSE spot market turnover. The second strategic failure at BSE came in the following two years. NSE embarked on the launch of equity derivatives trading. BSE responded by political effort, with a friendly SEBI chairman (D. R. Mehta) aimed at blocking equity derivatives trading. The BSE and D. R. Mehta succeeded in delaying the onset of equity derivatives trading by roughly five years. But this trading, and the accompanying shift of the spot market to rolling settlement, did come along in 2000 and 2001 helped by another major scandal at BSE involving the then President Mr. Anand Rathi. NSE scored nearly 100% market share in the runaway success of equity derivatives trading, thus consigning BSE into clearly second place. 7



NSE was set up by leading institutions to provide a modern, fully automated screen-based trading system with national reach. Today, NSE has roughly 66% of equity spot turnover and roughly 100% of equity derivatives turnover



OBJECTIVES



The main objective of this study is to capture the trends, similarities and patterns in the activities and movements of the Indian Stock Market in comparison to its international counterparts. To make the investor aware about the factors which may affect their investment. To get the knowledge of other markets such as commodity market and derivatives. To know the ups and downs of stock market. To forecast or predict the future trend of stock market which helps in investment. To know the effect of these fluctuation on the Indian economy. In this project the research type used is descriptive because this research is the most commonly used and the basic reason for carrying out descriptive research is to identify the cause of something that is happening. Presently, the fluctuations in the Indian market are attributed heavily to cross border capital flows in the form of FDI, FII and to reaction of Indian market to global market cues. With the cross border movements of capital like never before in the form of FDI and FII, coupled with the easing of restrictions bringing various stock exchanges at par in terms of system and regulations, it can be assumed reasonably that a particular stock exchange will have some impact on other exchanges. In the present situation where stock market is going up and down, it is necessary to invest consciously in the market whatever it is, this is the study about fluctuation in stock market which enables the investor in taking decision regarding investment. This study tells the factor which directly or indirectly affects the market and some basic information not only share market but also other market such as derivatives or commodity market for the new investors or the students who have some interest in stock market. The objective of studying this topic is to know 8



about the market trends of the stock market and the information related to the investment for the future investor. The study of fluctuations of stock market makes the investor aquatinted with the factor affecting the investment and Stock prices can be volatile and some analysts argue that this volatility is excessive. This is not easy to prove, since it is difficult to assess certainty about future earnings and dividends. Companies tend to smooth dividends, so they will be less volatile than stock prices. Volatile stock prices do not have a major impact on consumption and capital spending since there is a good chance that price movements in one direction may be reversed



Reasons for Instability In Indian Stock Market Problems Observed During Inception Phase (1875-1914) During this phase, there were inevitable, natural problems faced by the capital market. Since this phase was just a beginning of the capital market in India, it experienced following problems. 1. Unorganized Nature During the inception phase, there was no formal structure of capital market. Even the stock exchanges particularly BSE, were formed as a voluntary-non-profit making associations, the operations and functions performed in the market were based on practices developed by some of the brokers (called as ‘Dalals’). There was no formal structural or functional system prevalent during the initial phase. 2. Dominance of Few Stock Exchanges This initial phase was marked by concentration or domination of capital market activities by only few exchanges, particularly BSE. It was almost a monopoly of BSE in respect of operations and functions related to capital market. Up to 1914, there were only three stock exchanged viz. Mumbai, Ahmadabad and Kolkata. But still, there was dominance in activities of Mumbai stock exchange, (BSE). This led to imbalanced growth for both corporate as well as investors intending to invest in the market. 3. Public Response As that was just a beginning of the capital market activity in India, naturally, the response from the public at large was very poor. Due to lack of information about the capital market activities, there was no enthusiasm among the people towards capital market. Initially, the Capital market was looked as a place only for elite reach class in the society. Hence, majority of the population which falls in middle class as well as lower middle class was ignorant about the capital market. This problem also led to the liquidity crunch in the market because only few players were present in the market. Thus, scope for further growth was limited.



Problems Observed During 1914-1947 This phase was characterized by an umbrella growth. The number of stock exchanges increased from three to seven during this phase. The number of companies listed in the stock exchanges 9



throughout the country also increased to over one thousand. As there was quantitative growth in the Indian capital market, some inherent problems also emerged during this phase. 1. Possibility of Manipulation The stock exchanges provided a facility to transfer securities freely and thereby some procedures were also developed for transferring of securities. But the system prevalent at that time left scope for operator to manipulate the trade. The operators were in a position to make such manipulation as the information flow was totally dominated by the brokers. This was also a reason for limited spread of the market. 2. Low Liquidity This feature of the market has been prevailing for almost hundred years. The response from the public at large increased in quantitative terms, but still in order to provide the liquidity, this increase was not sufficient. Due to low liquidity, public outreach of the capital market has remained limited. 3. Wasteful Procedures The procedures involved in the functioning of the capital markets were cumbersome. There was wasteful expenditure on application forms. Apart from these, there were too many intermediaries involved in the process. Brokers, sub brokers, managers, co-managers and collection centers had to play their role in the market for smooth functioning. This added a cost as well as time required to raise the capital from market. This problem was particularly faced by the New Issue Market, which is also called as Primary Market. Even today, some of these problems are still being faced though the procedures have been reduced/simplified to a great extent. 4. Lack of Professionalism With the quantitative increase in the number of stock exchanges, number of brokers, it was expected that some kind of professionalism would automatically get built into the system. Especially, highly competent and professional brokers were expected to emerge during this phase. But, many brokers lacked professional standards. Inadequate financial support, little skill about market operations and less experience were the factors which left the operators less competent. Out of these limitations, some limitations are felt even today. Due to such problems default like bad delivery, Kerb trading may emerge which affects capital market.



Problems Faced During Post-Independence Phase (1947-1969) This phase experienced the industrial advancement in the country. The independent India adopted ‘mixed economy’ and selected a growth path through five year plans. The first two decades after independence have seen only one new stock exchange in the country i.e. Bangalore Stock Exchange. But the number of companies listed in the stock exchanges rose from 1125 in the year 1947 to more than 1500 in the year 1969. Capital of the listed companies 10



increased from Rs. 270 Crores to Rs.1800 Crores during the same period. When these developments were taking place, some problems also emerged during this phase. 1. Speculative Influence Though the capital markets world over faced the evil of speculative motives in India speculative influence started along with other developments taking place. With increasing number of companies listed and increase in capital formation, some speculative motives started hitting the market. Though initially their volume of trading was low, gradually, it increased and this particular drawback is observed in Indian capital market even today. This particular drawback makes the market more vulnerable towards fraud and instability.



2. Cost of Public Issues This problem continued to have impact on development of capital market in general and primary market in particular. Brokerage, underwriting commission, prospectus printing and distribution were some of the elements of cost9 involved during the public issue. Similarly, there was a time gap between announcement of the issue and actual generation of capital. The companies also were subject to risks involved in it. The huge time and cost involved in public issues, made the companies think twice before going to public. 3. Isolated Stock Exchanges The stock exchanges in India have a presence only at particular locations. At the respective locations, normally trade takes place which is also characterized by regional features. But it must also be noted that stock brokers of one stock exchange were not allowed to operate on their own in any other stock exchange. The stock exchanges were even not allowed to have branches at different locations. Due to this problem, only few stock exchanges like BSE dominated the trade in capital markets. But this had made other stock exchanges isolated. These stock exchanges were located in distant places throughout the country. But these regional stock exchanges were not much backed by volume of trading. Now, we have Interconnected Stock Exchange of India Ltd. (ISE) where these problems are not there but in early post-independence phase, this problem persisted.



Multiple Regulations After independence, some steps were taken to regulate the Indian capital market. During the post-independence phase, Indian Companies Act was passed in the year 1956. Before this Capital Issues (Control) Act, 1947 also came into existence. Then Securities Contract (Regulation) Act was passed in the year 1956. Though the objectives of these acts were good, some provisions of these different acts were contradictory to each other. These multiple regulations also had an impact on capital market developments.
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Problems Faced During 1969-1991 This phase of capital market development was marked by various characteristics. The number of stock exchanges increased from just 8 in the year 1969 to 20 in the year 1991. Number of listed companies also crossed 6000 mark. Capital of listed companies also went upto over Rs. 32000 Crores. This phase experienced huge increase in respect of trading volume, trading hours, market capitalization etc. Trading pattern and investment objectives of the people also underwent few changes during this phase. The various constraints in the functioning of capital market which were observed in this phase are presented below.



1. Lack of Protection to Investors Though some laws were enacted during the earlier phase, there were no provisions ensuring investors’ protection. There was no separate mechanism to look after grievances of investors. No guidelines were given for various players in the market. This was one of the reasons why there was still poor response from the households. Later on, with the formation of SEBI, this problem was removed. Now SEBI has issued guidelines for various participants of the capital market and there is a separate mechanism for grievances redressal for investors. 2. No Linkage With International Market This phase experienced development in a controlled and restricted regime. The Indian market was marching ahead with its inherent strength. But the global factors were not affecting valuation in India markets. Therefore, the Indian capital markets, to some extent were isolated from other global markets. Later on, with the advent of LPG policy, Indian opened doors for foreign investors. This has both positive as well as negative effects on the Indian markets. But upto 1990’s the markets were isolated, not going in either way that the global markets were developing. 3. Open Outcry When the capital markets started functioning, few brokers used to come together at a particular place and perform trading activities. As the number of listed companies increased over six thousand and number of brokers also increased, it was difficult to perform trading. Usually, some gestures and shouting was necessary to find the matching trade. For example, if one would have to purchase shares of X. Ltd. in a particular quantity at a specific rate, he had to shout and find another person willing to sell the shares of the same company and then, he could negotiate the prices. This system had a limitation that due to open outcry very few participants showed their interest in trading. Further, this type of market is not suitable for genuine investors as they shy away from open outcry. But in late 90’s the NSE came out with screen based trading system and online trading also. This move removed the problem of open outcry and it also forced other stock exchanges including BSE to start screen based trading. 12



4. Physical Delivery of Shares Even though there was a great increase in the number of stock exchanges, listed companies, trading volume etc, there was trading in securities with physical transfer. If one has to sell the securities, he personally had to sign a certificate and hand it over to the broker, who, in turn would go to the stock exchanges and place the order. Similarly, the person who intended to purchase the securities would receive share certificate for the number of shares purchased. This particular ‘physical transfer’ required quite a time. Due to this, when actually the securities were traded the prices at that time were different from those recorded for physical delivery. This led to lower volumes of trade in the market. When trading in the market started with dematerialized form, in the first decade of twenty first century, this problem was removed. 5. Dominance Of Financial Institutions During the pre-LPG period, few financial institutions like UTI, LIC and GIC continued to dominate16 the Indian capital market. Hence the markets were significantly influenced by actions or operations of these few financial institutions. This reduces the degree of competition and leads to concentration of economic power in few hands. This was not a healthy thing for the overall growth of capital markets in India. Another feature observed during this phase was that most of these financial institutions were public sector enterprises. Therefore, private sector had limited success in equity mobilization during this phase. 6. Settlement Procedure During initial phase participants faced a drawback of physical delivery of securities. The settlement procedure involved physical transfer of securities in the form of certificates from seller to his broker and then to buyer’s broker and then, ultimately the buyer. This procedure made settlement of trades very rigid and time consuming. There were delays in transfer of securities as well as in payments. ‘Account Period Settlement’ slightly improved this wherein the trades were settled in a cycle of five days. But this system was present initially only in OTC market. Now, due to technological advancement even faster settlement is possible. But during this particular phase, the settlement procedure was cumbersome. 7. Scarcity Of Floating Securities The institutional investors during this phase, owned majority of equity capital issued by the companies. On the other hand retail individual investors were not much exposed18 to wider investment. Majority of the companies had issued very less amount of capital and the public holding was also poor. The holding of promoters and financial institutions was so large that public interest was very low. Hence trading could not take place in volumes.



Problems Faced During the Post – Liberalization Period (1991 Onwards)
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The two decades have lapsed after India accepted the globalization policy as a weapon for financial sector reforms. From restricted regime, slowly the economy moved towards open economy. Instead of control and restriction, the words management and development were used frequently. Even legal terminologies were also relaxed to some extent. By the year 1991, the number of listed companies was over six thousand which crossed eleven-thousand mark in the year 2011. The market capitalization, daily trade volumes increased by leaps and bounds during the last two decades. As the private as well as foreign investment was allowed in various sectors, it provided a huge boost to the capital markets in India. If we look at the index numbers or share prices of companies, there has been huge upswing after 1991, after inception of financial sector reforms. But when all this was happening, there were some problems and constraints being developed in the financial market in general and capital market in particular. This part of the chapter not only stresses on the problems developed in the last two decades, but it also highlights some problems which were evolved earlier, but they still persist in the Indian capital market. 1. Insider Trading Insider trading has become an inevitable practice in capital market in India. In the organizational structure, there are some persons who have access to price sensitive information by virtue of their position in the company. If these people use this sensitive information for their own advantage, it results in insider trading. SEBI has introduced some regulations against insider trading but still it is difficult to entirely eliminate this drawback. In the market operators, it is commonly argued that preventing insider trading is as difficult as controlling black money. 2. Price Rigging This drawback is normally observed when companies come up with capital issue in the primary market. The prices of shares are artificially pulled up before issue of securities by companies. This artificial increase in price is done by some buyers and sellers among themselves or among group which engages itself in such type of activities. This push-up results into bull movement in the market. 3. Lack of Liquidity Even though there are more than ten thousand companies listed in Indian stock markets, the shares of only few companies are actively traded in the market. Out of the total turnover taking place in the stock exchanges more than 50 % of such trade is concentrated in just 10 corporate stocks. Hence investors of other companies find it difficult to perform the trade. This results into severe problem of liquidity which prevails in the Indian market. It can also be proved from the trade volumes of ‘A’ and ‘B’ Group trades in BSE. While trades in ‘A’ group companies increase in volume, trades in ‘B’ group companies decline in volume. Hence only actively traded shares have the liquidity. But overall, in nearly 90 % of the companies there is no liquidity. It clearly shows that Indian markets are suffering from poor skewed liquidity. 14



4. Lack Of Transparency During this phase, there has been emergence of SEBI as a regulating authority in Indian Capital market. But in spite of its efforts to preserve transparency in the Indian markets, there has not been 100 % success in this respect. Many brokers are involved in unethical practices, violating regulations imposed in the market. Some of the data relating to opening, closing, high and low prices are reported, but regarding volumes of trade carried out at the highest and lowest prices, the proper information is not provided to the investors. The time taken to execute a transaction is also not reported. This may lead to price distortion and undue advantage is taken by the brokers. Due to this genuine investors find it difficult to have full and perfect knowledge about the market, leaving lack of transparency in the market.



5. Timing of New Issues Due to the advantages of primary market, the companies are interested to raise the capital through primary market. But if number of companies queue up for raising the capital at a time, then the market gets crowded. When the secondary market performs well, primary market gets flooded with new issues by the companies. It also has been experienced in the last decade that sometimes, in one week there are 8 to 10 new issues in the market at a time. This is hazardous to the companies as well as the investors. Since a number of companies come up with the issue at a time, the investors get divided and the company may not get entire subscription. From investor’s point of view also it is difficult for them to opt for a particular company. If at a time there are a number of issues ongoing, research, analysis and risk assessment becomes difficult. Investors may get confused. 6. Cost Of Capital Issues Normally, debt form of capital is preferred by the companies for tax advantage. The equity capital is cheaper over debt, but if opportunity cost or alternative use of capital is considered, it is not the cheapest form of capital. In order to satisfy the investor, companies have to pay dividend to the investors. Apart from this, the cost involved in the primary market like prospectus printing and distribution, arrangement and collection of subscription, commission and brokerage are also important cost considerations. 7. Odd Lots The securities listed are included in group A or group B. The other tradable securities which are not listed are called ‘odd lots.’ These securities are classified into Group C. Since these securities are not actively traded, all the transactions of odd lots leave investors into the loss. At the time of sales of odd lots, there is discount of 10-15 % while for purchase of odd lots, there is premium of 10-15 %. In any case, the investor has to suffer the loss. This fact discourages investment in such shares and thereby limits trading activities in the market. 15



8. Volatility During the recent past, Indian markets have experienced high volatility26. Over the last twenty years, there has been huge increase in the popular indices like Sensex or Nifty. But in the meanwhile, there have been large amount of fluctuations. This volatility has two important reasons. Firstly, the increasing influence of FIIs in the market which is permitted during this phase only. Another thing which is associated with this is that delivery-basedtrading is declining while the day-trading activities are increasing. Delivery based trading is normally a genuine investment activity while day-trading is speculative in nature. As more and more trades are in the form of day-trading, it makes the market volatile. In the recent past, the banks and financial institutions, foreign institutional investors and domestic mutual funds have pumped in huge funds in the market. But whenever there are negative sentiments, all such funds are withdrawn which make the markets even more volatile and unpredictable.



9. Drawback For The New Company In primary markets, the funds can be raised in huge quantity by the companies. If the track record of a company is sound and the company has a good reputation in the market, it can further raise the funds by way of follow on public offer or rights issue. But a company which is totally new, which is newly registered and not much popular, finds it difficult to raise the funds. In this case, company formed recently, may have good prospects, but still investors prefer the established company. This fact underlines the reality that even though primary market is for new issues of capital, still the new companies have lot of problems while raising the funds from the market. 10. Fly-By Night Companies In Indian capital market, there have been the experiences that the capital is raised by the promoters and directors. But after tapping the capital from market, these promoters and directors disappear from the market. These companies are also called as Vanishing companies. This results into loss of faith among the investors as they have to suffer total loss in case of such investment in vanishing companies. Recently, SEBI has initiated action against promoters and directors of such ‘Fly-by night companies.’ Due to this move by SEBI, the threat of presence of such companies in the market has been reduced. 11. Unethical Mergers Of Companies The primary market is advantageous to the economy as it provides capital to the enterprises. But there are some unethical practices being developed in the primary market also. For example, a large unlisted company gets merged with small listed company through public offer. Here large company which is not listed, purchases shares of a small listed company in a big way and such mergers are dangerous as the identity of the company may get changed.
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12. Risk Of Rumors Most of the time market is driven by rumors about a particular company or overall market. Rumors may get floated in the market by websites, news agencies, and financial newspapers or even by word of mouth. It may happen that management of the company, with the help of the brokers spread the rumors in the market. This influences the investor’s perception about valuation of securities. The brokers or even promoters of a company may get undue advantage out of such rumors. It is expected that the investors should keep themselves away from the rumors, they should desist from acting on rumors. 13. System / Network Congestion With the advent of NSE, screen based trading system and online trading has been possible since last two decades. But it requires use of technology and also adequate infrastructure33. Communication failure, system problems may result in delay in order execution, or inability to access the market at a point of time. Some of these problems may be temporary in nature, but still these problems affect processing of orders. 14. System Risk During the trading session, at a particular time, there are high volumes of trade. At the time of opening or at the closing, the trading volume is high. These high volumes may cause delays in execution of orders and confirmation of the same. During the volatile trade activities, participants continuously modify/cancel the orders. Therefore there are delays in execution of order. When there is high volatility, some circuit filters are imposed to prohibit unusual trading. When circuit filters are active, it is difficult or even impossible to liquidate a position in the market. Sometimes, the market operations have to be suspended for sometime due to extreme volatility. This risk is an important factor emerging from volatility and unusual trade. 15. Unethical Practices Various participants in the market viz. existing companies, new companies, entrepreneurs, brokers and other intermediaries are sometimes involved in unethical practices in various ways. Mergers and acquisitions through malpractices, entering into insider trading, rigging up of price before a new issue, spreading misinformation or Rumors, promoting fake shares are some unethical practices prevailing in the market. In spite of SEBI’s continuous check against such practices, total control on such activities is remote. To some extent, SEBI has been successful in controlling unethical practices, but still a lot needs to be done to control these practices. 16. System / Network Congestion With the advent of NSE, screen based trading system and online trading has been possible since last two decades. But it requires use of technology and also adequate infrastructure. Communication failure, system problems may result in delay in order execution, or inability
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to access the market at a point of time. Some of these problems may be temporary in nature, but still these problems affect processing of orders. 17. Thin And Restricted Trading In the stock exchanges, the number of hours for which trading is open for participants, is very less. On an average only six hours of trade per day is permitted in the stock exchanges. Apart from this, there are number of holidays due to which an investor finds it difficult to have liquidity throughout a month. A study has observed that about 64% of the listed scrips were not traded at all on BSE during 1995-97. 18. Oligopolistic Nature Earlier, during the initial phases of development of capital market, BSE was the dominant stock exchange. Apart from this now NSE has taken over BSE, but collectively these two stock exchanges account for more than 90% of trades in stock exchanges. Membership of these exchanges is also restricted. The traders/brokers also speculate in shares without processing them. This hampers the general belief that capital market is a perfectly competitive market. 19. Speculation An excessive speculation in the stock exchanges has now become a well settled/established fact. Share prices in the market are determined by the speculative forces and these prices have very low references of fundamentals or performance of economy, industry or company. The dealers, merchants, insiders, fund managers etc. try to speculate the prices of share. As this has nothing to do with the performance of company/industry, a genuine and studied investor tries to be aloof from the trading. This reduces the presence of genuine investors and thereby increases the speculative motive among the other market participants also. 20. Underdeveloped Debt Markets The shares issued in the primary market are later on traded in the secondary markets i.e. stock exchanges. But a part of primary market also involves debenture financing. The debentures are issued in the primary market. But in stock exchanges there is no room for trading in debentures. The secondary market in industrial debentures remained underdeveloped over the years. Even though equity market has developed rapidly throughout the last two decades, the debentures market has remained underdeveloped. This results into less enthusiasm of long term investors in the market. 21. Imbalanced Growth There has been considerable growth in terms of companies, capital raised, number of intermediaries in the capital market, but this growth has remained lopsided. Only 2 exchanges viz. NSE and BSE account for the major trading activities of the market throughout the country. The stock markets are almost urban oriented with a very little relation with the vast rural economy. Most of these stock exchanges are in metropolitan 18



cities while no stock exchange is located at rural location. The rules, restrictions, and legal compulsions are such that the rural entrepreneurs find it difficult to get the benefit of capital market. This structural and organizational imbalance in the growth of stock markets keeps the majority of population away from the markets. 22. Bad Delivers Due to excessive speculative business beyond manageable resources, the market has experienced payment crises frequently. Monitoring and controlling these speculative transactions has become difficult even for the regulators. Due to this, settlements have been delayed many times. Such bad deliveries are crippling the market. One of the reasons for this may be lack of professionalism among brokers and intermediaries. These bad deliveries limit liquidity considerably. 23. Concentration/ Dominance Of Big Corporates In the recent past, stock market activities are becoming more concentrated, centralized and non-competitive. It has served the interest of only big establishments. Due to FIIs and domestic institutional investors, small investors find it difficult to protect their own interest in the market. There is mandatory minimum number of shares which needs to be applied for in the primary market. This minimum investment, when multiplied by issue price, may be beyond reach of small and common investors. The allocation towards retail individuals is also low which enables big corporates/FIIs to have concentrated holding. Besides these, only those companies which need to raise a minimum capital of Rs. 5 Crores, are allowed to enter in the primary market. Thus, the doors for the smaller companies are almost closed. Similarly, for small investors, also the market does not provide the expected competitive nature. Thus overall, markets are mostly dominated by the big shots of the corporate sector including big companies as well as big and institutional investors, leaving a very small space for smaller corporates as well as investors. 24. No Price- Time Priority This problem was faced in the Indian markets in the 1990’s when there was no SBTS and online trading, with all trading floors, there was no price- time priority41. The investors had to depend on brokers for getting the details of trade. Investors were not in a position to know whether the trade was executed at the best possible price. Now, though this problem has been, to some extent, solved, still the investors may not get the perfect information as to the best price at the time of trade. But to a large extent, this problem has been sorted out by the use of technology. 25. Other Problems There are other problems prevailing in the Indian markets like inflating project costs and fixing unreasonable premium in the primary market, preferential and reserved allotment of substantial part of capital, benami traders, rackets and tampering with public issue application forms, badla finance etc. Some of these problems have been sorted out, but in 19



general, this results into loss of confidence among small and retail investors. If the secondary markets are healthy, primary markets are attractive. Hence, primary markets, most of the times do not go along the fundamentals of company, industry in particular and economy in general. Lack of protection to the small and genuine investors is also one of the drawbacks of the Indian markets. During this phase itself, there has been emergence of SEBI as a regulator in the Indian capital markets. Initially, SEBI looked just like a ‘Tiger without teeth’. But as the time progressed, SEBI became more and more strict and slowly, it became a strong regulator. But still, SEBI has not been successful in all respects. Especially, speculation, insider trading and inefficiency of information are the drawbacks which are still affecting the health of market.



Other Issues for Instability in Market Monsoon Effect It is usually suggested that a good monsoon can provide a fillip to automobiles, FMCG, fertilizers and financial services sectors. However, some analysts reckon that the correlation between the monsoon and stock performance is weak. "Analysis of the monsoon and market performance reveals that the relationship between them is untenable," says a report by ICICI Securities. It states that over a 15-year period, we had eight good and seven poor monsoon seasons. The Nifty generated positive returns in five out of the eight years of good monsoon and in four out of the seven years of poor monsoon
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Recession period There was also a huge downfall in the stock market that was witnessed in recession period. Political instability will affect stock market. Bribery and other scam The scam of the housing finance bribery that also took place in India. This involved a lot of top officials and PSU’s. This too affected the stock market a lot. This is because this case dampened the domestic trading to a lot extent. The corruption in the country has led the common people to suffer a lot.
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Scams in the Indian Capital Markets A study of capital markets essentially involves a study / observations regarding scams which have taken place since the establishment of capital markets. This is not only applicable to Indian markets, but even globally these scams have influenced the market sentiments. In the earlier days, especially in India, there was no independent body to regulate the capital market. This was, to a large extent, one of the reasons why 190 there were number of scams in the history of stock exchange. Due to insignificant or poor regulatory mechanism, there was automatically, a scope for manipulation in the prices of stocks. But as the time progressed, in India, SEBI shouldered responsibility as an efficient regulator in the financial markets in India. Though initially SEBI was reactive i.e. it was responding after occurrence of frauds, later on, it has become proactive i.e. in order to avoid the manipulations, number of guidelines or regulations have been prepared. But still one cannot ignore the scams which have happened during these developments. This part of study analyses the background of some of the major frauds/scams in the Indian stock markets. It also encompasses some measures which have been taken by the regulators from time to time. As also, it focuses on impact of such scams on the market sentiments in the respective times. The volume of the scams or relative impact of these scams may be fluctuating or sometimes it may be limited, but one cannot ignore these evils in the market as they have huge negative impact on the genuine investors in the market. Sometimes, promoters/ directors of the company may get involved in such scams or the brokers may also be involved in the some of the scams, but in any case, sufferer is the genuine investor who is an important element in the capital market. Ravi and Mahesh Puliani have defined word scam in the following way: ‘scam is the US word for fraud, swindle, and probably derived from early 19th century British English Scamp ’meaning‘ cheater swindler.’ The scam, not exhaustively is a stock market term, but it is widely used in relation to the stock market, especially after the stock market scandal in 1992 in India.



First Stock Scam of the World The first scam of the world stock markets was witnessed in Europe. In 1815, Duke of Wellington and Napoleon were involved in the most decisive battle which was momentous for the future of Europe. Investors in London were worried as German army was not coming to the rescue and consequentially, England was losing the battle. The British East India Company’s trade with India and China was threatened during this time. Nathan Rothschild, a leading merchant banker had invested a considerable sum to develop a private intelligence system. He had invested this for English victory. In this situation, believing that England would lose the battle, Rothschild began to sell everything he owned. When he started selling there was panic in England market as Rothschild was a leading merchant. After this panic, market started to collapse. At this time, Rothschild again stepped in to the market and started buying when there was panic. Suddenly, the news of Wellington’s victory sent the market booming. By this time, 22



Rothschild earned thousands of pounds. He took the advantage of information he had and arbitrarily, he sent some news in the market and made profit for himself. The recent scams in the Indian stock markets are of similar nature.



India’s First Stock Market Scam



Even though formally, we had a beginning of stock exchange in 1875, the stock trading and similar activities by brokers were carried out by the brokers informally since 1830’s onwards, though with a very small volume. These transactions were in the nature of trading and loans. The ‘Share Mania’ during 1860-65 is regarded as first scam in Indian markets. Due to American Civil War in 1860, supply of cotton from the US to Europe was totally stopped. This made huge rise in export and profit of Indian cotton industry as after US, India was the major option for cotton left for Europe market. This resulted into pumping in huge capital in cotton industry and allied business units. Considering the huge scope for the industry in the entire globe, traders in Mumbai became wild with spirit of speculation. Companies were started for every imaginable purpose banks, financial corporates, cotton clearing, pressing and spinning, hotel companies, land reclamation, brick making companies etc. During this period capital raised from the market was almost Rs. 30 Crores, but premium raised was Rs. 38 Crores. The amount of premium collected by these companies was more than paid up capital of companies. Asiatic Banking Corporation and Bank of Bombay raised huge capital at premium. Some of the banks and financial institutions recovered a premium of 50% to 100% of the paid up value without being tested by the fundamentals. Similarly, the shares of other companies like Back Bay Reclamation, Port Canning, Mazgaon Land etc. had a premium of 10 times its paid up value. The Asiatic Bank share of Rs. 200 was quoted Rs.460 and Bank of Bombay share valued Rs.500 was stretched to Rs. 2850. Everybody started experiencing the boom and interested to get benefited from it. For this, the transactions were taking place even at higher prices. This madness about ‘scrips’ , ‘allotments’, ‘shares’, crippled into the market. These words became buzzwords in the streets of Mumbai as everybody was enthusiastic about these transactions. But later on, the American Civil War came to an end. In July 1865, after knowing that the potential which was speculated about various companies won’t come true, everybody rushed to sell the assets purchased at premium. The disaster started due to a huge selling pressure without buying enthusiasm. Hence, bargains were difficult to settle. A share of Bank of Bombay which had reached Rs.2850 could be sold at just Rs. 87. Back Bay Reclamation which had generated a maximum value of Rs 50,000 came to be sold at Rs. 1750 only. The bubble was burst and everybody again started fearing about ‘shares’, ‘scrips’ etc. It all happened during 1861 to 1865 due to widespread desolation. A large number of companies had to shut down their operations in Mumbai.
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Scams in Indian Capital Market: Pre and Post Liberalization After inception of formal stock exchanges in the later part of nineteenth century, initially, the people were shying away from the market as they had their hands shaken by ‘share mania’ during 1861-65. After independence, India accepted a mixed economy model wherein the controls and restrictions were imposed on lot of market activities. Foreign investment, institutional investment, corporate behavior of promoters/ directors everything was strictly controlled by the Government. But still a few scams emerged in controlled regime, though having a very low impact on market. But after 1991, when economy was opened for private as well as for foreign players (to some extent), the scope for manipulation increased. Apart from that initially SEBI also was not as successful as it is today to control the manipulations and price distortions in the market. This generated an environment where the brokers like Harshad Mehta and Ketan Parekh took the undue advantage of the mechanism and got them involved in the scams.



Some of the major scams after 1990 in Indian stock markets        



Harshad Mehta Scam – 1992 NBFC Ghotala – 1995-98 Plantation Companies Scam – 1997 Vanishing Companies Scam – 1999 Name Changing ‘Game’ – 2000 Dot com Scam – 2000 UTI Fiasco – 2000 Ketan Parekh scam – 2001



Apart from these major scams, some disasters which had an impact (to a limited extent) on the market are as follows.   



Home Trade Scam in Pune Stock Exchange Cooperative Banks scam in Gujarat P N Route (Mauritius route abuse of funds)
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Genesis of some of the major stock market scams is presented below. Harshad Mehta Scam This scam occurred due to use of illegal bank money for share transactions. The initial public offers (IPOs) were weapons used by public sector companies to generate the capital from the market. The amount raised, was required to be deposited separately by the bankers and to be given to the companies. But in some cases, the money was not immediately deposited with the companies. Instead, the same money was temporarily used for investment in shares for a short period of time. This money was used to have additional capital gain of short term nature. Artificially, liquidity and demand for stocks was created with the use of this money. This resulted in sudden and artificial Bull Run in the stock exchange during 1991-92. From April 1991 to June 1991, the SENSEX rose to 1361 from 1193(more than 16% in 2 1/2 months.) By December 1991, it reached 1915 points and further to 2302 in January 1992 to 4467 on April 1992. This was an unprecedented growth in SENSEX. An amount of Rs. 3650 Crore was pumped in into the market by this illegal way. After April ‘92, when the amount was to be taken back by these brokers, the market crashed and within a week SENSEX came down by more than 10 %. Some of the notified brokers and companies involved in this scams apart from Harshad Mehta, were- Fairgrowth Financial Services Ltd., Hiten Dalal, Bank of Karad, Bhupen Dalal, T.D. Ruia, A D Narottam etc. In all, this scam was a deliberate misuse of public money through securities transactions with an intention to get speculative return. The lacunas which allowed this scam were non transparency and non- accountability of the banking system, absence of governance in capital market, lack of awareness of investors, information inefficiency etc. Extensive use of bank receipts was made by the intermediaries involved in the scam for forward transactions.



NBFC Ghotala Non-Banking Financial Corporations evolved in a financial system which required diversified instruments in 1990’s. About 40,000 NBFCs applied to RBI in 1997 for license. More than Rs. 40,000 Crores were raised by these NBFCs such as CRB Finance, JVG Group, Prudential Finance, Kirloskar etc. These NBFCs collected the funds from investors and then passed on these funds to their sister concerns who misused the funds and defaulted. Though directly the money was 25



not coming into or going out of stock markets in this scam, investors who had invested their amount with NBFCs, had some investment in stock markets also. The small investors investing in NBFCs had to suffer from this misuse of funds. Most of these NBFCs had to liquidate their business and shut down their business and this left the large number of small depositors in huge losses. Vanishing Companies Scam Vanishing Companies Scam came to be known in 1990’s, but even in 1978-79 and 1984-85, there were IPO Booms in the Indian markets. Primary markets were flooded with public issues. About 700 companies entered in the market during 1984 to 1986. The amount of public issue ranged between Rs. 60 lakhs to Rs. 100 lakhs. But unfortunately, some of the promoters and brokers saw in it, an opportunity to raise funds. Then a phase came when 80 % of the newly registered companies disappeared after generating capital. These companies are normally known as ‘Vanishing Companies’ which generate capital and then disappear. During 1993 to 1997, a total of 4797 companies collected Rs.43 339 Crores from the market by way of IPO. But the vanishing companies scam was so disastrous that after 1997, in the next six years only 263 companies entered the market and could generate only Rs. 9209 Crore of capital. This drastic slump in the primary market was mostly due to price rigging. This scam particularly came out just when the economy started to move from ‘controlled’ to ‘open’ regime. The abolition of Controller of Capital Issues, created a gap. Without proper education, face pricing policy for IPOs was brought in. All these shocks came in a short period of time. The dubious promoters, speculative brokers and manipulative management were responsible for collection of crores of rupees from public and then simply vanished. Ketan Parekh Scam (2000-01) Ketan Parekh Scam had resemblance with two earlier big scams of the Indian stock market viz. ‘Share mania’ of 1860-65 and ‘Harshad Mehta scam’ of 1992. Initially, it had some relevance with emergence of I.T. companies in Indian Markets. Later on, communication companies and some entertainment companies also participated in the Bull Run (Teji) in the market. In February 2000, Sensex crossed 6000 points. But this was artificially created upward movement. In January 2001, BSE Sensex was hovering around 4000 points. After presentation of the Budget in the Parliament, Sensex reached at 4271 and further at 4321 on the subsequent day. During this phase, besides the volatility in the movement of the index, prices of ‘some’ companies registered violent fluctuations. The SEBI instituted an investigation against such fluctuations. This began with six broking entities and was subsequently expanded to cover the entire gamut of scam. It was Ketan Parekh who started to talk about future of I.T. companies in India. His projections about future and expected profitability of these companies had driven upward prices of such companies. Ketan Parekh, then, emerged as a key player in the market as 26



his projections were quoted by many brokers. Ketan Parekh received large sums of money from the banks as well as some corporate entities. During the same time, however, Sensex was falling. This was enough for the investigators to believe that there is a nexus between the banks, corporate entities and Ketan Parekh. It was not only an ‘Individual Case’ but ‘Persistent and pervasive misappropriation of public funds and involving the issues of governance’ which leads to a ‘scam’. Then SEBI further investigated into this manipulation and 23 entities were found to have association with Ketan Parekh. Entities in association with Ketan Parekh. V.N. Parekh Securities Ltd. K.N.P. Securities Ltd. Triumph International Finance India Ltd. Triumph Securities Ltd. Classic Shares and Stockbroking Services N.H. Securities Classic Credit Ltd. Classic Infin Ltd. Nakshatra Software P.Ltd. Panther Fincap and Management Services Saimangal Investrade Ltd. Panther Industrial Products Ltd.



Luminant Investments Pvt.Ltd. Chitrakut Computers P. Ltd. Goldfish Computers P. Ltd. Panther Investrade Ltd. Moneshi Consultancy Pvt. Ltd. Moncon Investment Ltd. Upfront Investment Profile Investment Options Investment Manmandir Estate Developers (P) Ltd. Ace Investment
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SEBI has finally observed that Ketan Parekh was operating through a large number of entities with a nexus among corporate houses, banks, financial institutions and even FIIs. This helped him to arrange flow of funds from banks and corporates into the stock markets. In order to avoid the detection of manipulation, Ketan Parekh had done the transactions in the name of different companies, not concentrating on any one or few companies. He used the network of FIIs and also systematically sold his holdings to book profits and further to take position there from to again increase the prices of shares further. He had identified the companies with relatively low floating stocks and acquired substantial holdings through various associates. He also used number of stocks exchanges and different settlement cycles to shift positions from exchange to exchange. Against the sanctioned limit of Rs. 205 Crores, there was an outstanding balance of Rs. 888 Crores against Ketan Parekh group towards Madhavpura Mercantile Cooperative Bank. As against a limit of Rs. 92 Crores, the same bank had an amount outstanding to the extent of Rs.225 Crores from Mukesh Babu Group. Payment problem in Calcutta Stock Exchange in 2001 and crash of Madhavpura Mercantile Cooperative Bank (MMCB) were the effects of the Ketan Parekh scam. SEBI further revealed that the amount outstanding from Ketan Parekh entities/group to the corporate houses was to the tune of Rs. 1273 Crores at the end of April, 2001. Dues of the Ketan Parekh Group to Madhavpura Mercantile Cooperative Bank were around Rs 888 Crores and to Global Trust Bank were around Rs. 266 Crores. Later on, MMCB totally crashed while GTB got merged. The small investors also had to suffer huge losses as the artificial Bull Run manipulated by Ketan Parekh resulted in crash in the stock market when sensex plunged from 6000 points in February 2000 to 3700 points in April 2001. Simultaneously, money invested in mutual funds, UTI and financial institutions was also lost to a great extent as these institutions also had a considerable investment in the stock market.



Factors Which Make Scams Possible The scams in the Indian capital markets have hurt the sentiments of investors in the past. In spite of many scams which emerged throughout last one and half century, still the market has overcome and with emergence of regulators as well as legal actions from time to time. But some factors which have made such scams possible are briefly elaborated below.



1. Lack of Operational Efficiency Efficiency in case of capital market is understood with reference to the availability of information to different sectors/players in the market. Indian capital market is not fully developed or competitive in nature as the flow of information is not always smooth. Insider trading has also resulted in adding operational inefficiency. Sensitive information relating to the financial and operational performance of the company may get leaked from the insiders/decision making authorities of the company. The people who have access to such information are in a position to take undue advantage of having access of sensitive



information. The same information reaches out to the ultimate investors after some time gap and by that time, the persons having access to the information earlier, already get benefited, thus leaving small and genuine investors at distance. Due to this particular problem the genuine investors try to keep themselves away from the market as they may not be in a position to make the ‘timely decisions’. 2. Structural and Organizational Imbalance Pherwani Committee has given a suggestion to have a two-tier system in organizational structure of stock exchanges. It recommended four premium stock exchanges in metropolitan cities and then, for semi-urban areas, more stock exchanges in emerging cities/towns. But unfortunately, till today both the premier stock exchanges in India are located in Mumbai viz. BSE and NSE. These two stock exchanges account for almost 90 % of the total turnover of turnover in all the stock exchanges in India. Those investors who do not have access to these stock exchanges are not much benefited or find it difficult to keep themselves in the market. It is true that due to online and screen based trading, the geographical barriers are no more, but still, the regional stock exchanges see a very dark future. The players associated with these stock exchanges also do not have a bright future. Now a days, demutualization of stock exchanges is also a good move. Earlier most of the stock exchanges were ‘not for profit’ organizations. Hence, there were some problems in regulating these stock exchanges. But now due to demutualization, all the stock exchanges are expected to be corporates. This would certainly help in regulating operations in the stock exchanges. But in the past, due to the non-corporate nature of stock exchanges, there was scope for malpractices as there was no legislative and specific action against such type of organization.



3. Dominance of Few Corporates and FIs Indian capital markets, since the last several years have been dominated by big corporate houses and by the domestic and foreign institutional investors. To a common man the stock exchange seems to be a place for only elite group or big corporates. To some extent, this is true also as the movements of stocks of few companies direct the way of the entire market. While calculating the values of popular indices (like Sensex or Nifty), also the more weightage is given to the big industrial houses like Reliance, ICICI, Tata etc. This is scientific way to calculate the index as it is based on free-float methodology, but still if few corporates are in a position to drive the markets, it may result into fraudulent actions by market players while making investments in such stocks. Another feature of Indian capital markets is that domestic and especially foreign institutional investors have been dominant in bringing the market down or taking it upwards. The small and genuine investors may be huge in number. But the funds which they pump into the market are too small as compared to the funds poured by FIs and FIIs.



The foreign institutional investors are always in search of a better market and hence the money invested by them may quickly be withdrawn by them also if they find a better environment. This particular phenomenon may create emergence of speculative broker/intermediary (domestic or international) which may get into the market whenever the FIIs are positive about a country. They can benefit from their investments and when there is negative or downward trend, such intermediaries may immediately get out of the market. As these players have access to international agency’s research report about a country, they can enter into the market with fraudulent intention. 4. Volatility Another factor which ultimately causes the scams in Indian capital market is volatility. The two important factors which are described earlier viz. presence of FIIs and speculation have made markets more volatile. A genuine investor normally goes for delivery based trading which is a long term investment. On the other hand, day-trader who is a speculator does not go for delivery based trading. Instead, he goes for quick returns and even he is ready to bear the risk of loss in such trade. As the number of such trades is high, it results into volatility. Normally, volatility is the standard deviation of daily returns. More the volatility more is the instability in the markets. Though the volatility is a phenomenon which is experienced in the markets throughout the world, in India also, this feature has been experienced since past few decades. If we compare the volatility in major stock markets in India, this shows an increasing trend. In 1997-98, BSE recorded volatility of 2.30 % while in 2008-09, the same was 2.80 %. Similarly, NSE recorded a volatility of 2.02 % in 1997-98 while the same was 2.66 % in 2008-09. Due to volatility, genuine investors try to remain away from the markets. This is the time when the speculators grab this opportunity and force the investors to trade in a particular company’s shares. This provides the speculators a platform to be involved in a scam to get a benefit in short run. 5. Speculation To some extent, speculation is required to provide liquidity in the market. Without speculation, the turnover in the markets may come down which creates a problem of liquidity. But excessive speculation is dangerous for the health of the markets. In Indian capital markets, speculation has become a well-established phenomenon. Often, prices of stocks in the stock exchanges are determined or driven by future expectations than the fundamentals or track record of the respective company. The brokers or insiders try to speculate the prices of shares. Sometimes, even they are involved in spreading rumors in the market about a particular company or a specific sector. They try to convince the other brokers or small investors and force them to go for shares of a particular company. This does not have any relation with company’s financial or operating performance. This, in future, would not provide positive returns as such decisions are purely based on speculative motives.



A genuine investor who makes analysis about company’s performance and makes his decision is on one hand and a large section of investors who are influenced by brokers and speculative operators is on the other hand. Naturally, as a common man is not in a position to analyze the company’s performance, he intends to go with broker’s tips/anticipation. In such situation, brokers may get into a fraudulent position as investors rely on them for their decisions. Hence, the company which has no prospect or future may wrongly become attractive only due to recommendation of brokers. Today, day-trading has become more popular than long term investment. This is purely speculative trading and the increasing significance of day-trading highlights more and more inclination of investors towards speculation. The brokers, in this situation, may utilize their knowledge to promote speculation and excessive speculation may lead to scams. In India Harshad Mehta and Ketan Parekh were able to involve themselves in such fraudulent activities because of speculation only.



Role of regulators in the Indian capital markets has been elaborated as below Sensex and Nifty Plunged in a ‘Terrible’ Year ‘Terrible’ and ‘peculiar’, described as calendar year 2011. The benchmark indices fell by 24% and the Indian market was among the worst performer in the world during the year. Experts are of the opinion that high interest rate, rising inflation, leadership crisis, slower GDP growth rate and the depreciating rupee still continue to be major reasons. SEBI allowed Interest Futures Trading on G-Secs SEBI allowed trading in exchange traded interest rate futures on twoand five year notional coupon bearing government securities on currency derivatives segment of stock exchanges. 1. Foreigners Allowed to Invest Directly in Equities



The Govt. has announced a new scheme under which a foreign individual, a foreign pension fund or even a foreign trust will be able to invest directly in the Indian equity market. These investors will be called ‘Qualified Foreign Investors’ (QFI’s). The new scheme is operationalized from January 15. This has been done in order to widen the class of investors, attract more foreign funds, reduce market volatility and deepen the Indian capital market. At present, FIIs or foreigners, through sub-accounts with registered FIIs, can invest in the equity market. Unregistered foreign individuals and institutions invest through participatory notes (PNs). 2. BSE Strengthens Its Presence in Derivatives BSE Ltd (formerly Bombay Stock Exchange) launched a series of Liquidity Enhancement Incentive programs (LEIPS) with the intention to create liquidity in the bourses Futures and Options segment. The first programme LEIPS-I (BETA) was launched on September 28, 2011, followed by LEIPS-II on October 26, 2011. As a result the participation has been broad-based and liquidity in derivative segment has increased since the launch. 3. MCX Launched Public Issue on Feb.22nd 2012 The IPO of MCX were opened on Feb.22nd and close on Feb.24th. This is the first ever IPO by an exchange in the country. The price band for the IPO is yet to desired, the size may be around Rs.650-750 crore, in its RHP. A total of 64.27 lakh shares would be on offer, of which around 2.5 lakh would be reserved for employees. MCX has Options Aplenty MCX’s IPO valuation looks attractive, given the under-penetrated commodity markets in India. 4. It is the dominant domestic exchange for trading in bullion, energy and base metals. Among the commodity bourses in India, MCX also has lower regulatory risks. Performance of Indices The year 2011 was not a good one for investors in the Indian equity markets. While the Sensex and the Nifty returned -24% for the year, the average returns by diversified equity mutual fund schemes ranged from -23% to -25% depending upon the market capitalization exposure from large caps to mid and small caps. 5. The Indian equities being amongst the better performers globally in the years 2006 and 2007, the Chinese equity markets returned far superior returns in comparison. Again, though USA was the crux of the financial crisis in 2008, the Nasdaq returns of -40% turned out to be superior to the Nifty’s -52% in that year. 6. The biggest drag for the Indian economy last year was high interest rates and inflation that prevented investments in the Indian capital sector and dragged down corporate financials. BSE Launched ‘GREEN INDEX’ to promote firms working on sustainable business practices, the BSE launched its second thematic Index, the ‘BSE-GREENEX’ on 22-2-12. A pick of 20 companies from the BSE100, the index gives equal weightage to both energy efficiency and profitability-together indicating a long term sustainable strategy.



BSE-GREENEX, the 25th index, has been co-developed with gTrade, a domestic sustainability firm working on financial innovations in energy efficiency. While BSE provides the financial analytics, the carbon analytics are provided by gTrade. The index is targeted at retail, as well as institutional investors such as asset managers and pension funds looking for investments in companies with strong long term prospects and develops green financial products. 7. Rajiv Gandhi Equity Scheme Investors may be allowed to invest in shares of PSUs, besides BSE100 shares under the proposed Rajiv Gandhi Equity Scheme (RGES). Investments also likely to face a reduced lock-in period. The lock in period may be cut from the current three years to one year, with some conditions. 8. Equity Returns Fail to Beat Inflation Investment in equities has not helped investors to beat inflation over the last five years. This goes against popular perception that equity delivers stellar returns over longer time-period. 9. A Business Line analysis of the returns of the BSE 500 Index and the changes in the consumer price inflation index for industrial workers reveal that equities have not delivered inflation-beating returns over various time periods. On a five year basis, the index returned a meager 11% against 55% increase in the inflation. Similarly, while the inflation inched up by 17% in the last one year, the BSE500 delivered negative return of 14%. While equities disappointed, there were some assets that provided a hedge against rising prices. 10. Gold has been the most consistent outperformer across all time periods closely followed by realty. On a five-year basis, the price of gold in the spot market jumped by a whopping 3.2 times. The outperformance of domestic gold prices was driven by growing investment demand and weakness in rupee.



11. Listing Grows for BSE, but Stocks Lose Value with the listing of 26 new companies in the first six months of 2012, the BSE maintained its distinction of having more avenues for equity investment than any other stock market in the world. But the value of shares traded witnessed a 22.2% dip in rupee terms and 32.5% in dollar terms during the period, according to World Federation of Exchanges. 12. The value of trades on India’s premier bourse amounted to just $59.7 billion, paltry in comparison to the share trading value of $7.1 trillion on the NYSE, $1.5 trillion on the Shanghai Exchange, $575 billion on the Hong Kong Stock Exchange and $125.9 billion on the Taiwan Stock Exchange.



Security Measures and Operational Features of BSE and NSE: The leading stock exchanges in India have developed itself to a large extent since its emergence. These stock exchanges aim at offering the investors and traders better transparency, genuine settlement cycle, honest transaction and to reduce and solve investor grievances if any. Please Note: The researcher has not covered all the operational features of both the stock exchanges, but has taken into consideration only the ones which are important to understand the thesis. The aim to describe these operational features is for better understanding of the working of stock exchanges. This is done for the purpose of easy understanding from the reader‘s point of view. Let us see and understand its general operational features.



1) Market Timings: Trading on the equities segment takes place on all days of the week (except Saturdays and Sundays and holidays declared by the Exchange in advance). The market timings of the equities segment are: Normal Market Open: 09:55 hours Normal Market Close: 15:30 hours The Post Closing Session is held between 15.50 to 16.00 hours. 2) Automated Trading System: Today our country has an advanced trading system which is a fully automated screen based trading system. This system adopts the principle of an order driven market as opposed to a quote driven system. i) NSE operates on the 'National Exchange for Automated Trading' (NEAT) system. ii) BSE operates on the „BSE‟s Online Trading‟ (BOLT) system. 



Order Management in Automated Trading System: o The trading system provides complete flexibility to members in the kinds of orders that can be placed by them. Orders are first numbered and timestamped on receipt and then immediately processed for potential match. Every order has a distinctive order number and a unique time stamp on it. If a match is not found, then the orders are stored in different 'books'. Orders are stored in price-time priority in various books in the following sequence: Best Price, Within Price, by time priority. Price priority means that if two orders are entered into the system, the order having the best price gets the higher priority. Time priority means if two orders having the same price are entered, the order that is entered first gets the higher priority.







Order Matching Rules in Automated trading system: o The best buy order is matched with the best sell order. An order may match partially with another order resulting in multiple trades. For order matching, the best buy order is the one with the highest price and the best sell order is the one with the lowest price. This is because the system views all buy orders available from the point of view of a seller 25 and all sell orders from the point of view of the buyers in the market. So, of all buy orders available in the market at any point of time, a seller would obviously like to sell at the highest possible buy price that is offered. Hence, the best buy order is the order with the highest price and the best sell order is the order with the lowest price. o



Members can proactively enter orders in the system, which will be displayed in the system till the full quantity is matched by one or more of counterorders and result into trade(s) or is cancelled by the member. Alternatively, members may be reactive and put in orders that match with existing orders in



the system. Orders lying unmatched in the system are 'passive' orders and orders that come in to match the existing orders are called 'active' orders. Orders are always matched at the passive order price. This ensures that the earlier orders get priority over the orders that come in later. 



Order Conditions in Automated Trading System: A Trading Member can enter various types of orders depending upon his/her requirements. These conditions are broadly classified into three categories:  Time Related Condition  Price Related Condition  Quantity Related Condition



TimeConditions a) Day Order - A Day order, as the name suggests, is an order which is valid for the day on which it is entered. If the order is 26 not matched during the day, the order gets cancelled automatically at the end of the trading day. b) GTC Order - Good Till Cancelled (GTC) order is an order that remains in the system until it is cancelled by the Trading Member. It will therefore be able to span trading days if it does not get matched. The maximum number of days a GTC order can remain in the system is notified by the Exchange from time to time. c) GTD - A Good Till Days/Date (GTD) order allows the Trading Member to specify the days/date up to which the order should stay in the system. At the end of this period the order will get flushed from the system. Each day/date counted is a calendar day and inclusive of holidays. The days/date counted are inclusive of the day/date on which the order is placed. The maximum number of days a GTD order can remain in the system is notified by the Exchange from time to time. d) IOC - An Immediate or Cancel (IOC) order allows a Trading Member to buy or sell a security as soon as the order is released into the market, failing which the order will be removed from the market. Partial match is possible for the order, and the unmatched portion of the order is cancelled immediately. Price Conditions a) Limit Price/Order – An order that allows the price to be specified while entering the order into the system. b) Market Price/Order – An order to buy or sell securities at the best price obtainable at the time of entering the order. c) Stop Loss (SL) Price/Order – The one that allows the Trading Member to place an order which gets activated only when the market price of the relevant security reaches or crosses a threshold price. Until then the order does not enter the market. A sell order in the Stop Loss book gets triggered when the last traded price in the normal market reaches or falls below the trigger price of the order. A buy order in the Stop Loss



book gets triggered when the last traded price in the normal market reaches or exceeds the trigger price of the order. E.g. If for stop loss buy order, the trigger is 93.00, the limit price is 95.00 and the market (last traded) price is 90.00, then this order is released into the system once the market price reaches or exceeds 93.00. This order is added to the regular lot book with time of triggering as the time stamp, as a limit order of 95.00 Quantity Conditions: a) Disclosed Quantity (DQ) - An order with a DQ condition allows the Trading Member to disclose only a part of the order quantity to the market. For example, an order of 1000 with a disclosed quantity condition of 200 will mean that 200 is displayed to the market at a time. After this is traded, another 200 is automatically released and so on till the full order is executed. The Exchange may set a minimum disclosed quantity criteria from time to time. b) Minimum Fill (MF) - (MF) orders allow the Trading Member to specify the minimum quantity by which an order should be 28 filled. For example, an order of 1000 units with minimum fill 200 will require that each trade be for at least 200 units. In other words there will be a maximum of 5 trades of 200 each or a single trade of 1000. The Exchange may lay down norms of MF from time to time. c) AON - All or None orders allow a Trading Member to impose the condition that only the full order should be matched against. This may be by way of multiple trades. If the full order is not matched it will stay in the books till matched or cancelled. Note: Currently, AON and MF orders are not available on the system as per SEBI directives. 3) Market Segments The Exchange operates the following sub-segments in the Equities segment: Rolling Settlement In a rolling settlement, each trading day is considered as a trading period and trades executed during the day are settled based on the net obligations for the day. At NSE, trades in rolling settlement are settled on a T+2 basis i.e. on the 2nd working day. For arriving at the settlement day all intervening holidays, which include bank holidays, NSE holidays, Saturdays and Sundays are excluded. Typically trades taking place on Monday are settled on Wednesday, Tuesday's trades settled on Thursday and so on. Limited Physical Market Pursuant to the directive of SEBI to provide an exit route for small investors holding physical shares in securities mandated for compulsory dematerialised settlement, the Exchange has provided a facility for such trading in physical shares not exceeding 500



shares. 29 This market segment is referred to as 'Limited Physical Market' (small window). The Limited Physical Market was introduced on June 7, 1999. Limited Physical Market - Salient Features  Trading is conducted in the Odd Lot market (market type ‗O‘) with Book Type ‗OL‘ and series ‗TT‘.  Order quantities should not exceed 500 shares.  The base price and price bands applicable in the Limited. Physical Market are same as those applicable for the corresponding Normal Market on that day.  Trading hours are the same as that of the normal market and order entry during the pre-open and post-close sessions are not allowed.  Settlement for all trades would be done on a trade-for-trade basis and delivery obligations arise out of each trade.  Orders get matched when both the price and the quantity match in the buy and sell order. Orders with the same price and quantity match on time priority i.e. orders which have come into the system before will get matched first.  All Good-till-cancelled (GTC)/Good-till-date (GTD) orders placed and remaining as outstanding orders in this segment at the close of market hours shall remain available for next trading day. All orders in this segment, including GTC/GTD orders, will be purged on the last day of the settlement.  Trading Members are required to ensure that shares are duly registered in the name of the investor(s) before entering orders on their behalf on a trade date. Settlement Cycle Settlement for trades is done on a trade-for-trade basis and delivery obligations arise out of each trade. The settlement cycle for this segment is same as for the rolling settlement viz:



Salient features of settlement Delivery of shares in street name and market delivery (clients holding physical shares purchased from the secondary market) is treated as bad delivery. The shares standing in the name of individuals/HUF only 31 would constitute good delivery. The selling/delivering member must necessarily be the introducing member.  Any delivery of shares which bears the last transfer date on or after the introduction of the security for trading in the LP market is construed as bad delivery.  Any delivery in excess of 500 shares is marked as short and such deliveries are compulsorily closed-out.  Shortages, if any, are compulsorily closed-out at 20% over the actual traded price. Uncertified bad delivery and re-bad delivery are compulsorily closed-out at 20% over the actual traded price.  All deliveries are compulsorily required to be attested by the introducing/ delivering member.  The buyer must compulsorily send the securities for transfer and dematerialization, latest within 3 months from the date of pay-out.  Company objections arising out of such trading and settlement in this market are reported in the same manner as is currently being done for normal market segment. However securities would be accepted as valid company objection, only if the securities are lodged for transfer within 3 months from the date of pay-out.



 Institutional Segment: The Reserve Bank of India had vide a press release on October 21, 1999, clarified that inter-foreign-institutionalinvestor (inter-FII) transactions do not require prior approval or postfacto confirmation of the Reserve Bank of India, since such transactions do not affect the percentage of overall FII holdings in Indian companies. (Inter FII transactions are however not permitted in securities where the FII holdings have already crossed the overall limit due to any reason). To facilitate execution of such Inter-Institutional deals in companies where the cut-off limit of FII investment has been reached, the Exchange introduced a new market segment on December 27, 1999. The securities where FII investors and FII holding has reached the cutoff limit as specified by RBI (2% lower than the ceiling specified by RBI) from time to time would be available for trading in this market type for exclusive selling by FII clients. The cut off limits for companies with 24% ceiling is 22%, for companies with 30% ceiling, is 28% and for companies with 40% ceiling is 38%. Similarly, the cut off limit for public sector banks (including State Bank of India) is 18% whose ceiling is 20%. The list of securities eligible / become ineligible for trading in this market type would be notified to members from time to time. 4) Brokerage And Other Transaction Costs Brokerage is negotiable. The Exchange has not prescribed any minimum brokerage. The maximum brokerage is subject to a ceiling of 2.5 percent of the contract value. However, the average brokerage charged by the members to the clients is much lower.Typically there are different scales of brokerages for delivery transaction, trading transaction, etc. The Stamp Duty on transfer of securities in physical form is to be paid by the seller but in practice it is paid by the buyer while registering the shares in his name. In case of transfer of shares, the rate is 50 paise for every Rs.100/- or part thereof on the basis of the amount of consideration and that for transfer of debentures the rate of stamp duty varies from State to State, where the registered office of a Company issuing the debentures is located 5) Transfer Of Ownership Transfer of ownership of securities, if the same is not delivered in demat form by the seller, is effected through a date stamped transfer-deed which is signed by the buyer and seller. The duly executed transfer-deed along with the share 33 certificate has to be lodged with the company for change in the ownership. A nominal duty becomes payable in the form of stamps to be affixed on the transfer-deeds. Transfer-deed remains valid for twelve months or the next book closure following the stamped date whichever occurs later for transfer of shares in the name of buyer. However, for delivery of shares in the market, transfer deed is valid till book closure date of the company. 6) Listing of Securities Listing means admission of the securities to dealings on a recognised stock exchange. The securities may be of any public limited company, Central or State Government, quasi governmental and other financial institutions/corporations, municipalities, etc.



The objectives of listing are mainly to :  provide liquidity to securities;  mobilize savings for economic development;  protect interest of investors by ensuring full disclosures. The Exchange has a separate Listing Department to grant approval for listing of securities of companies in accordance with the provisions of the Securities Contracts (Regulation) Act, 1956, Securities Contracts (Regulation) Rules, 1957, Companies Act, 1956, Guidelines issued by SEBI and Rules, Bye-laws and Regulations of the Exchange. A company intending to have its securities listed on the Exchange has to comply with the listing requirements prescribed by the Exchange. The exchange prescribes different listing requirements for new companies, for 34 company listed on other stock exchanges, for companies delisted by the Exchange seeking relisting of the same Exchange Permission to Use the Name of the Exchange in an Issuer Company's Prospectus The Exchange follows a procedure in terms of which companies desiring to list their securities offered through public issues are required to obtain its prior permission to use the name of the Exchange in their prospectus or offer for sale documents before filing the same with the concerned office of the Registrar of Companies. The Exchange has since last three years formed a "Listing Committee" to analyse draft prospectus/offer documents of the companies in respect of their forthcoming public issues of securities and decide upon the matter of granting them permission to use the name of "The Stock Exchange, Mumbai" in their prospectus/offer documents. The committee evaluates the promoters, company, project and several other factors before taking decision in this regard Submission of Letter of Application As per Section 73 of the Companies Act, 1956, a company seeking listing of its securities on the Exchange is required to submit a Letter of Application to all the Stock Exchanges where it proposes to have its securities listed before filing the prospectus with the Registrar of Companies. Allotment of Securities As per Listing Agreement, a company is required to complete allotment of securities offered to the public within 30 days of the date of closure of the subscription list and approach the Regional Stock Exchange, i.e. Stock 35 Exchange nearest to its Registered Office for approval of the basis of allotment. In case of Book Building issue, Allotment shall be made not later than 15 days from the closure of the issue failing which interest at the rate of 15% shall be paid to the investors. "Z" Group



The Exchange has introduced a new category called "Z Group" from July 1999 for companies who have not complied with and are in breach of provisions of the Listing Agreement. The number of companies placed under this group as at the end of May, 2001 was 1,475. The number of companies listed at the Exchange as at the end of May 2001 was 5,874. This is the highest number among the Stock Exchanges in the country and in the world. 7) Surveillance at BSE The main objective of the Surveillance function of the Exchange is to promote market integrity in two ways, first, by monitoring price and volume movements (volatility) as well as by detecting potential market abuses at a nascent stage, with a view to minimizing the ability of the market participants, both in Cash and Derivative market, to influence the price of the scrip/ series in the absence of any meaningful information, and second, by managing default risk by taking necessary actions timely. All the instruments traded in the equity segment of Cash and Derivative market come under the Surveillance umbrella of BSE. Surveillance activities at the Exchange are divided broadly into two major segments, namely, price monitoring and 37 position monitoring. Price monitoring is manly related to the price movement/ abnormal fluctuation in prices or volumes etc. whereas the position monitoring relates mainly to abnormal positions of members, etc. in order to manage default risk 8) Market Abuse  Price Monitoring  On-Line Surveillance  Off-Line Surveillance  Derivative Market Surveillance Investigation  Surveillance Actions  Rumor Verification  Pro-active Measures  Position Monitoring  Statement of Top 100 Purchasers/ Sellers  Concentrated Purchases / Sales  Purchases / Sales of Scrips having Thin Trading Purchases  Trading in B1 , B2 & Z group scrips  Pay-in liabilities above a Threshold Limit  Verification of Institutional Trades  Snap Investigation  Market Intelligence Risk Management Department (RMD):



The Risk Management Department is principally concerned with the management of non-trading risks. It seeks to ensure that all risks, which threaten the business, are recognised, controlled and reduced to their feasible economic minimum and not just the risks that are 38 capable of being insured. The department has initiated a number of measures towards the minimisation of risks associated with paper based trading. Nature of Risks: The Exchange has been exposed to a large number of risks, which have been inherently borne by the member brokers for all times. Since the introduction of the screen based trading the nature of risks to which the members of the Exchange are exposed to has undergone radical transformation. At the same time the inherent risk involved with the trading of paper based securities still remains. Though the process of dematerialisation has already begun, till such that it is made compulsory in all scrips, the risk of trading in fake/forged shares and instances of loss of shares etc. will continue to exist. The safe custody of these shares in physical form in the Exchange as well as in the member brokers offices is of prime importance. The Risks can be classified as under:  Risks associated with Paper Based Trading  Lost/misplaced securities  damage to securities  loss of securities in transit  Client Risk  Client default  Client absconding  Fake/ forged/stolen securities introduced by the clients



Insurance - as Risk Transfer The Exchange presently has in place insurance policies to protect itself in the event of losses on account of fire, damage to computer systems and a comprehensive policy which covers risks faced by the Exchange, its member brokers and the Clearing House. The risks covered under the basic cover of the policy are detailed as below:  Loss to members on account of Infidelity of employees  Loss to the member on account of Fake/ Forged/ Stolen shares being introduced by his client  Direct Financial loss suffered by the Member broker on account of physical loss, destruction, theft or damage to securities & cash  Loss on account of Securities lost in transit  Loss suffered on account of incomplete transaction



 Loss sustained as Final receiving member on Exchange on account of default of the introducing members  Loss on account of Errors & omissions  Director's & Official's Liability Cover 9) TRADE GUARANTEE FUND: While approving the proposal of the Exchange for expansion of BOLT terminals to cities other than Mumbai, SEBI had, interalia, stipulated that the Exchange should introduce a system of guaranteeing settlement of trades or set up a Clearing Corporation to ensure that market equilibrium is not disturbed in case of payment default by the members. The Exchange has accordingly formulated a scheme to guarantee settlement of bonafide transactions of members which form part of the settlement system. The Exchange has constituted a Trade Guarantee Fund with the following objectives: To guarantee settlement of bonafide transactions of members of the Exchange inter-se which form part of the Stock Exchange settlement system, so as to ensure timely completion of settlements of contracts and thereby protect the interest of investors and the members of the Exchange. To inculcate confidence in the minds of secondary market participants generally and global investors particularly, to attract larger number of domestic and international players in the capital market. To protect the interest of investors and to promote the development of and regulation of the secondary market. The Scheme has come into force with effect from May 12, 1997. The Scheme is managed by the Defaulters' Committee, which is a Standing Committee constituted by the Exchange, the constitution of which is approved by SEBI. The declaration of a member, who is unable to meet his settlement dues, as a defaulter is a pre-condition for invoking the provisions of this Scheme. The Exchange has contributed an initial sum of Rs.60 crores to the corpus of the Fund. All active members are required to make an initial contribution of Rs.10,000/- in cash to the Fund and also contribute Re.0.25 for every Rs.1 lakh of gross turnover in all the groups of scrips by way of continuous contribution which is debited to their settlement account in each settlement. The active members are required to maintain a base minimum capital of Rs.10 lakhs each with the Exchange. This contribution has also been transferred to the Fund and has been treated as refundable contribution of members. Each member is also required to provide to the Fund a bank guarantee of Rs.10 lakhs from a scheduled commercial or cooperative bank as an additional contribution to the Fund.



Thus, the initial contribution to the TGF of about Rs.170 crores has been contributed by the Exchange as well as members in the manner discussed above. The total corpus of the Fund as on August 31, 2001 was Rs.981 crores. The creation of TGF has eliminated counter party risk so that if a member is declared a defaulter, other members do not suffer as was the case in the past. 9) Brokers' Contingency Fund (BCF): The Exchange has set up a Brokers' Contingency Fund (BCF) with a view to make temporary refundable advance(s) to the members facing temporary financial mis-match as a result of which they may not be in a position to meet their financial obligations to the Exchange in time; to protect the interest of the investors dealing through members of the Exchange by ensuring timely completion of settlement; and to inculcate confidence in the minds of investors regarding safety of bonafide transactions entered into on the Exchange. The scheme has come into force with effect from July 21, 1997. The Fund is managed by a Committee comprising of the President, Executive Director, Vice-President, Honorary Treasurer and three non-elected directors. The Exchange has contributed a sum of Rs.9.51 crores to the corpus of the Fund. All the active members are required to make an initial non-refundable contribution of Rs.1,000/- to the Fund and also contribute Re. 0.125 for every one lakh rupees of gross turnover by way of continuous contribution which is debited to their settlement account in each settlement. 43 The members are eligible to get advance(s) from the Fund upto a maximum of Rs.25 lakhs at the rate of 21% per annum. By creation of the BCF, it has been ensured that the settlement cycles at the Exchange are not affected due to the temporary financial problems faced by the members. Thus, it is presumed, will help in increasing the credibility of the stock exchange settlement system. 10) INVESTORS or CUSTOMERS PROTECTION FUND Investors' Protection Fund (IPF) In accordance with the guidelines issued by the Ministry of Finance, Government of India, the Exchange has set up an Investor Protection Fund (IPF) on July 10, 1987 to meet the claims of investors against defaulter members. The Fund is managed by the trustees appointed by the Exchange. The members at present contribute to this Fund Re.0.15 per Rs.1 lakh of gross turnover, which is debited to their general charges account. The Stock Exchange contributes on a quarterly basis 2.5% of the listing fees collected by it. Also the entire interest earned by the Exchange on 1% security deposit kept with it by the companies making public/rights issues is credited to the Fund. As per the SEBI directive, auction proceeds in certain cases, where price manipulation / rigging was suspected, have been impounded and transferred to the Fund. Also, the surplus lying in the account of the defaulters after meeting their liabilities on the Exchange is released to them after transferring 5% of the surplus amount to this Fund. The maximum amount presently payable to an investor from this Fund in the event of default by a member is Rs.10.00 lakhs. This has been progressively 44 raised by the Exchange from Rs.5,000/- in 1988 to the present level and is the highest among the Stock Exchanges in the country. The arbitration award obtained by investors



against defaulters are scrutinized by the Defaulters Committee, a Standing Committee constituted by the Exchange, to ascertain their genuineness, etc. Once the Defaulter Committee is satisfied about genuineness of the claim, it recommends to the Trustees of the Fund for release of the award amount or Rs.10.00 lacs, whichever is lower. After the approval of the Trustees of the Fund, the amount is disbursed to the clients of the defaulters from the Investor Protection Fund. 11) Market Wide Circuit Breakers: It would be noted that earlier Circuit Filters at individual scrip level used to restrict the excessive movements of indices as well. In the revised scenario, where there are no Circuit Filters on the scrips forming part of popular indices like Sensex and Nifty there is a need to contain such excessive market movements. Therefore, in order to contain large market movements, SEBI has mandated that the Market Wide Circuit Breakers (MWCB) which at 10-15- 20% of the movements in either BSE Sensex or NSE Nifty whichever is breached earlier would be applicable. This would provide cooling period to the market participants and assimilate and re-act to the market movements. The trading halt on all stock exchanges would take place as under; In case of a 10% movement of either index, there would be a 1-hour market halt if the movement takes place before 1:00 p.m. In case the movement takes place at or after 1 p.m. but before 2:30 p.m. there will be a trading halt for 1/2 hour. 45 In case the movement takes place at or after 2:30 p.m. there will be no trading halt at the 10% level and the market will continue trading. In case of a 15% movement of either index, there will be a 2-hour market halt if the movement takes place before 1:00 p.m. If the 15% trigger is reached on or after 1:00 p.m. but before 2 p.m., there will be 1-hour halt. If the 15% trigger is reached on or after 2:00 p.m. the trading will halt for the remainder of the day. In case of a 20% movement of the either index, the trading will halt for the remainder of the day. The above percentage would be translated into absolute points of the Index variation on a quarterly basis. These absolute points are revised at the end of each quarter The Market Wide Circuit Breakers at a national level have been introduced in the Indian markets for the first time. This is on the lines of the system prevailing in the US markets. 12) BASKET TRADING SYSTEM The Exchange has commenced trading in the Derivatives Segment with effect from June 9, 2000 to enable the investors to, inter-alia, hedge their risks. Initially, the facility of trading in the Derivatives Segment was confined to Index Futures. Subsequently, the Exchange has introduced the Index Options and Options & Futures in select individual stocks. The investors in cash market had felt a need to limit their risk exposure in the market to movement in Sensex. With a view to provide investors the facility of creating Sensex linked portfolios and also to create a linkage of market prices of the underlying securities of Sensex in the Cash Segment and Futures on Sensex, the Exchange has provided to the investors as well its member-brokers, a facility 46 of Basket Trading System on BOLT. In the Basket Trading System, the investors through the member-brokers of the Exchange are able to buy/ sell all 30 scrips of Sensex in one go in the proportion of their respective weights in the Sensex. The investors need not calculate the quantity of Sensex scrips to be bought or sold for creating Sensex linked portfolios and this function is performed by the system. The investors can also create their own baskets by deleting certain scrips



from 30 scrips in the Sensex. Further, the investors can alter the weights of securities in such profiled baskets and enter their own weights. The investors can also select less than 100% weightage to reduce the value of the basket as per their own requirements. To participate in this system, the member-brokers need to indicate number of Sensex basket(s) to be bought or sold, where the value of one Sensex basket is arrived at by the system by multiplying Rs.50 to prevailing Sensex. For e.g., if the Sensex is 4000, then value of one basket of Sensex would be 4000 x 50= i.e., Rs. 2,00,000/-. The investors can also place orders by entering value of Sensex portfolio to be brought or sold with a minimum value of Rs. 50,000/- for each order. The Basket Trading System provides the arbitrageurs an opportunity to take advantage of price differences in the underlying Sensex and Futures on the Sensex by simultaneous buying and selling of baskets comprising the Sensex scrips in the Cash Segment and Sensex Futures. This is expected to provide balancing impact on the prices in both cash and futures markets. The Basket Trading System, thus, meets the need of investors and also improves the depth in cash and futures markets. The facility of Basket Trading has been introduced by the Exchange w.e.f., August 14, 2000. The trades executed under the Basket Trading System on BOLT are subject to intra-day trading and gross exposure limits available to the memberbrokers. 47 The VaR, MTM margins etc, as are applicable to normal trades in the Cash Segment, are also recovered from the member-brokers. 13 REDRESSAL OF INVESTORS GRIEVANCES AND ARBITRATION PROCEDURE The grievances of investors against listed companies and members of the Exchange are redressed by the Exchange. The Exchange also assists in arbitration process both between members & investors and members inter-se. Investors. grievances against companies. Investors. grievances against member-brokers of the Exchange. Complaints of members inter-se. Resolution of complaints through arbitration. Arbitration between members inter-se.  Arbitration Committee  Lower Bench Arbitration  Full Bench Arbitration  Appeal before the Governing Board  Patawat Arbitration Arbitration between non-members and members and vice-versa. (a) Investors. grievances against companies. The investors' complaints against the companies are forwarded by the Exchange to the concerned companies and a copy of the letter sent to the company is also forwarded to the complainant. He is advised to intimate the Exchange if his complaint is not resolved within 45 days. If a company fails to redress the complaint within 45 days, a reminder is sent. If a company still fails to respond to a large number of complaints pending against it, then a 48 consolidated list of complaints is sent to it to resolve the same within 30 days. Inspite of the above efforts, if the complaints are not resolved, the company officials are asked to appear before the Investors' Grievance Redressal Committee (IGRC) appointed by the Governing Board of the Exchange to resolve all the investors grievances. This Committee consists of five members including a retired judge of Mumbai High Court. The company officials are impressed by the committee members to resolve all the pending grievances immediately. Through the above process, Investors' Service Cell was able to reduce the pending complaints considerably in the last two years. Inspite of these efforts, if the company fails to resolve complaints, then the scrip is likely to be to be shifted to "Z"



group. A "Z" category company means that it has not complied with various provisions of listing agreement including nonresolution of investors' complaints. Through creation of "Z' category, the Exchange cautions investors to be more careful in their investments in scrips of such companies. Further, if a company fails to resolve investors' grievances, the Exchange may suspend trading in the scrip. (b) Investors. grievances against memberbrokers of the Exchange. The Exchange handles complaints of investors against members and viceversa. The complaints of investors are forwarded by the Exchange to the concerned members to settle within 7 days from the receipt of the letter. In case no reply is received from a member, a reminder is sent and the member is informed that if he does not reply/resolve the complaint immediately, a fine of Rs.500/- is levied on him. He is also directed to settle the matter expeditiously. In order to resolve the complaints expeditiously the matter is placed before the IGRC wherein both the investors and members present their case. After hearing both the parties, the Committee gives a decision which is binding on both the parties. In case a member fails to implement the decision of the IGRC, then the matter is referred to the Executive Director for taking 49 disciplinary action against the member which includes referring the matter to the Disciplinary Action Committee. (c) Complaints of members inter-se. The complaints of members against other members of the Exchange generally pertain to:  Settlement objections;  Bad delivery of securities;  Auctions, Re-auctions, Spot transactions, Call / Dividend adjustments, etc.; and  Non-implementation of arbitration awards. Members are required to lodge complaints against other members in the prescribed format in duplicate along with the necessary proof in support of the same. The complaints are then forwarded to the concerned respondent members asking them to either resolve the same under advice to the Exchange or offer their comments/explanation thereon within three days of the receipt of the same. In order to resolve the complaints of members interset a Brokers. Consultative Committee was appointed by the Governing Board. This Committee consists of five members of the Exchange. Whenever the complaints are received, the same are immediately put before the Committee. The Committee gives an award after hearing both the parties and if a party fails to implement the award then a show cause notice is issued to it. Inspite of this, if a member does not implement the award, then the Investors. Service Cell directly debits valan account of the member in the Clearing House and credits the other member. s account. As a result of the above, the number of pending complaints of members interse has been considerably reduced. 50 (d) Resolution of complaints through arbitration. With a view to ensuring speedy and effective resolution of claims, differences and disputes between non-members and members and members inter-se, the Exchange has laid down a set of procedures for arbitration thereof. These procedures are duly embodied in the Rules, Bye-laws and Regulations of the Exchange, which have been duly approved by the Government of India/SEBI, under the Securities Contracts (Regulation) Act, 1956. Under the Rules, Byelaws and Regulations of the Exchange, an in-house arbitration machinery has been provided to decide on; dispute between members inter-se; and dispute between nonmembers (clients/investors) and members of the Exchange. All contracts of sale and



purchase of securities entered into on the trading platform of the Exchange are subject to Mumbai jurisdiction and any disputes arising in respect of such contracts are necessarily required to be submitted for arbitration. However, complaints from non-members (clients/investors) against members and complaints of members inter-se are in the first case generally investigated by the Exchange. For the purpose of investigation, documentary proof like contract notes, bills, statement of accounts and relevant documentary proof are called for from the parties. If required, personal meetings of the parties are also arranged in cases where issues to be resolved are of a complicated nature. As a last resort, where there are claims and counter-claims and the matter cannot be easily resolved by the intervention of the Exchange officials, the parties are advised to file an arbitration reference. The Exchange has amended the Bye-laws relating to arbitration between members with effect from 29th August, 1998 after getting the approval from SEBI. 51 Arbitration between members inter-se. Arbitration Committee : The provisions relating to Arbitration Committee which deals with arbitration between members inter-se are laid down in the Bye-laws Nos.282 to 315 of the Rules, Bye-laws and Regulations of the Exchange. Three tier arbitration machinery has been provided in the Exchange to decide on disputes between members. All claims, complaints, differences and disputes between members arising out of or in relation to any bargains, dealings, transactions or contracts are subject to arbitration and are referred to the Arbitration Committee. The Arbitration Committee is appointed by the Governing Board every year. For the year 2000-2001, the Governing Board has appointed 23 members of the Exchange as members of the Arbitration Committee. Lower Bench Arbitration : A Committee of three arbitrators from the Arbitration Committee is constituted by the Secretary of the Arbitration Committee to look into such disputes if the value of the claim exceeds Rs. 25,000, while only one arbitrator will hear the dispute if value is less than Rs. 25,000. A member filing an arbitration reference is required to attach a coupon of Rs.100/- along with his arbitration application. Both the applicant and the respondent or their authorised representatives are required to be present in the arbitration meetings. After hearing the parties, the arbitrators give the award. Full Bench Arbitration : An aggrieved member, who is not satisfied with the award of the Lower Bench Arbitration Committee, may file an appeal before the Full Bench of the 52 Arbitration Committee within seven days from the date of receipt of the award by him provided the sum involved in the award is not less than Rs.50,000/-. The member who desires to file an appeal before the full bench of the Arbitration Committee is also required to deposit the amount of the award or shares as stated in the Lower Bench award with the Exchange along with a fee of Rs.500/-. The deposit amount/shares are retained with the Exchange until the case is decided by the Full Bench. In the Full Bench Arbitration meetings, all the members of the Arbitration Committee decide the case of appeal against the award of the Lower Bench. Appeal before the Governing Board : A member who is not satisfied with the award of the Full Bench Arbitration Committee may prefer an appeal before the Governing Board provided the amount of the award of the Full Bench Arbitration Committee is not less than Rs.1,00,000/-. An appeal should be



filed within seven days from the date of the award of the Full Bench Arbitration Committee by paying a fee of Rs.700/- and also by depositing the award amount/shares as stated in the award with the Stock Exchange. The Governing Board is the final appellate authority in the case of arbitration between members. Beyond this level there is normally no appeal provision but in exceptional situations the Governing Board may permit a member to make a further appeal to a Court of Law. 53 Patawat Arbitration : In addition to the three tier arbitration machinery as stated above, "Patawat Arbitration", i.e., disputes arising out of physical delivery of securities, is held after every settlement (Patawat). In this arbitration, all the members of the Arbitration Committee participate and award "Chukadas" (awards) on the obje



Conclusion This study of capital markets significantly involves a study of problems which emerged in various phases of development of capital market in India. This has also presented these problems in a phased manner. Apart from this, an attempt has also been made to analyze the frauds which have taken place during last one and half century. The problems experienced in the Indian capital markets as well as the scams were significant as they proved to be hindrances in the smooth functioning of capital markets. Due to these hindrances a genuine investor has remained aloof from the market while more and more speculators and institutional investors continued to dominate the capital markets in India. This has also resulted into increased volatility in the Indian capital market. When the financial sector reforms were initiated, it was also emphasized to have a strong regulator for the Indian capital market. This task of regulation is being shouldered by SEBI to a great extent along with other regulators like RBI, Department of Company Affairs etc.



The stock market is witnessing heightened activities and is increasingly gaining importance. Both the Bombay Stock exchange (BSE) and the National Stock Exchange of Indian Limited (NSE) have been used in the study as a part of Indian Stock Market. Indian stock exchanges hold a place of prominence not only in Asia but also at the global stage. The Bombay Stock Exchange (BSE) is one of the oldest exchanges across the world, while the National Stock Exchange (NSE) is among the best in terms of sophistication and advancement of technology



Indian Economy is the tenth largest economy in the world by nominal GDP and the fourth largest by purchasing power parity (PPP). Following a strong economic reform post-independence socialist economy, the country’s economic growth progressed at a rapid pace, as the LPG policy was implemented in 1991 for international competition and foreign investment. Despite fast economic growth, India still faces massive income inequalities, high unemployment and malnutrition. Following are the main challenges which act as a hurdle in the growth of capital market: 1) Inflation – Inflation is the rate at which the prices for goods and services are rising and subsequently, purchasing power is falling. The inflation situation in the economy continues to be a cause of concern. Despite tightening of the monetary policy by the apex of India, RBI and other steps taken by the government, inflation continues to remain close to the double digit mark. High international oil prices, high global food prices are some of the causes of high inflation. 2) GDP – The growth figures for Indian economy are highly disappointing and highlight an unmistakable downward trend. GDP is expected to grow by ~5-6% 2016-17. Sectors like manufacturing and mining have seen a considerable erosion of growth momentum. 3) Index of Industrial Production – Weakness in industrial production trend continues to be a point of concern for the economy. The recent IIP numbers was registered below expectation. Weakness was seen with growth in the capital goods segment, intermediate goods segment and consumer goods segment which slowed down drastically during these months. 4) Population – The current population of India is over 1.23 billion, making it the second most populous country in the world after China, with over 1.35 billion people. India represents almost 17.31% of the world’s population which is a serious concern. If the trend of growth continues, the crown of the world’s most populous country will move on India from China by 2030. The population growth rate is at 1.58% with which it is predicted India would reach 1.5 billion mark by 2030.



India’s Population in 2013



1.23 billion



Population of India in 1947



350 million



5) Non uniform Tax reforms – With the non uniformity in the tax system across the states it is a difficult task to carry out the businesses which resulted in undergrowth of the same. The different tax rates implemented in some states across pan India is a major challenge to carry out the business smoothly and also it accounts for a reason of increasing prices of goods and services. 6) Foreign Policy – Foreign investment flows into India saw a dip of about 17% in the year 2010-11 over the previous year. This dip is largely on account of a slowdown seen in case of FDI. In 2009-10, FDI inflows totaled US$ 37.7 billion which was reduced to US$ 27 billion in 2010-11. Of the top 25 sectors, 15 sectors have seen a dip in FDI flows during April – Feb 2010-11, compared to the same period in 2009-10. These sectors involve services, construction, housing and real estate, telecommunication and agricultural services, where investment flows have slowed down considerably. 7) Education and Unemployment – 9.4 % of the population is unemployed which is yet another alarming issue for the growing nation. The literacy rate in India is 74.04% as of April 2011 which constitutes of 65.46% females and 82.14% males. The literacy rate is increasing but the rate of increment is low, which again is a matter of concern. 8) Poverty – About 37 % of Indian population lies below poverty line which is a very alarming situation for a growing economy like India. The main reason for such diversity is the uneven distribution of wealth in the economy where a handful of people are the owner of maximum revenue and the majority of the population is too poor to even arrange for their daily bread. The distribution of wealth in India resembles the pyramid model. The pyramid states that the base of the pyramid is the poor people which is maximum in number, while the high net worth people is very few in numbers which resembles to the top of pyramid. As the wealth increases the number of people in the category decreases.
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