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Facts do not cease to exist because they are ignored,

~ Aldous Huxley

STOCK . EXCHANGES _IN_ INDIA

A

Emerging Scenario and Challenges

I am thankful tc¢ the Chairman and the Board of Trustees of the
A.D. Shroff Memorial Trust for doing me the honour to
deliver this Shroff Memorial Lecture, this vear,

1 had numerous occasions to come into close contacts with late
Shri Shroff, during my earlier career with the New India
Assurance Co, Ltd., of which he was, the then Chairman, I am
personally indebted to him and to Mr, B.K, Shah, who was then
M.D, of the said Compény, for guiding and enccuraging me to put
in my best in any assignments they gave me, particularly in the
field of investments and credit insurance, Mr, Shroff had, in
fact,enabled me to have some training, in the art and techniques
of Investments, with a number of institutions in the U. K, and
the U, S, A, I still cherish his memory and respect and admire
him not only for his deep knowledge and understandiﬁg of the
intricacies of industry, finance and- trade but also because he
had intellectual honesty, courage of his convictioﬁé and had
stood for certain values in life, He was, moreover, forthright
in the expression of his views. More than that,.he wes mah

of vision, Apart from being ome of the authors of the Bombay
Plan in 1944 and the Chairman of the Committee on Industrial
Finance set up by the R.B.I. in 1954, he was instrumental in
the formation and successful functioning of a number of
industrial enterprises, including the 1.C.1.C, 1., and was on
some of their Boards of Directors,. As early as 1954, he had
advocated the cstablishment of mutual trusts and unit trusts

to mobilise the savings of the community and tb encourage
capital formation in the country. He was also in favour of
forming a consortium of financial institutions to underwrite
new issues of capital and even to encourage venture capital,
It was, at his instance, that the 'New India' had taken the
lead in underwriting .new issues in those days and had even
submitted to the Government a proposal for the 'New India!

to start a Unit Trust.



Today, I have deliberately selected a subject which was dear
to Me, Shroff, to pay my humble homage to his revered memory,

I intend to divide the svj-ct vudes Tive major heads
(a) Introduction, (B) Stock Exchanges in India - brief i
Macroe= 1“V“l view (C) Emerging Scens rio, (D) Review of Recent
trends in the Stock Exchanges abroad and (E} Challenges ahead,

(a) Introdqeﬁ}on:

 We have accepted mixed economy as the sheet-anchor of -our
planned national'endeavoux with a view to achieving a major
breakthrough in the barriers of poverty and ensuring richer
and fuller lives to our people, through higher standards of
living.  In such a scheme of things, while the Public Sector
occuples the commandlng heights and even some oF the strategic
foothills of the economy, the Private Ssctor is a551gned the
rest of the terrain.,  Specific physical targets are set and
estimates’of required quantum of resources are worked out to
achieve definite goals outlined ir the Five Year Plans framed
- from time to time.
_ : : s
It is now, ungrudgingiy, realised that the mainsprings of human .
action and excellance - individual initiative, enterprise, drive
and a sense of dedication and purpose, and not finance alone,
arc vztal to generate necessary impulses of growth and to evoke
maximum contrlbutlon, from both the Public and Private Sectors,

:

L to promote growth and bring about socioc-economic: transformatlon

:  of the country, It is equally realised that any shortcomings

f'io* falllngs of either can be equally disastrous to our
n atlonal ‘interests,

. Unforfunatoly, mcbilisation of more and more financial ?ésources,
- year after year, are now required to produce the same glven‘
,§olume-of outﬁut and to maintain existing standards of:;iving

in fheuface of explosive growth of population. At the same time
the economy is experiencing scarcity of resources, f need not
go.'into the reasons, thereof, as they are well knoﬂg Sucha
situation is causing grave national concern. '

Realising the gravity of thc resource crunch in the economy and
the need to devote more resources to naticnal priorities, the

public sector enterprises are directed to take urgent steps to
improve the efficiency of their creralions and generate surpluses’
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t6 recice their dependence on budgetary support~and to-@se’theraby
the burden on the naticnal Exchequer, Lately, they are asked

to subject themselves to the discipline of the markets and

raise resourcas directly from the public, Similarly, the
privatce scctor is asked o tone up its efficjiency and also to

raise the required rescurces from the capital market without

12

undue reliance on the resources of the public sector financial

institutions.

Simultanecously, the Government is pursuing market.oriented
policies in respect of both the Sectors to step up their

competitive efficiency, stimulate their diversified growth
and to improve their financial performance,

It is against such a background that the role of the Stock
Exchanges assumes an added importance in cnabling both the
Public and the Private Sectors to raise maXimum resources

from community,

{B) STOCK EXCHANGES IN INDIA -

A BRIEF MACRO - LEVEL VIEW,

I propose to @eal briefly, with a few aspects of the character
and functioning of the Stock Exchanges in the country,

The Stock Exchanges in the_country witnessed, since November 1984,
an upsurge of unprecedented buoyancy and virtually '1it up the
heavens', mainly after the advent of the new government headed

by the present Prime Minister and its pursuit of refreshingly
pragmatic and market-oriented policies, aimed at giving a new
thrust and direction to the national gconomy, Even though

the Stock Exchanges tended to sober down and édeSt themselves

to more realistic levels, after February 1986, the continuous
plummeting of prices on account of one reason or the other

till the first week of December 1986, compelled the Stock

Exchange authorities to employ practically all the conceivable
regulatory weapons in their armoury, including the fixing of.
floor prices of shares and even the closure of the markets,

in an effort to avert their complete collapse. It was, ultimate ly,
the intervention of the institutions at the reported instance
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of the Prime Minister himsclf that saved the day for ‘them and
?%bmy managed to survive the horrid times, Thﬂy are at present,
in the protsss of regaining their ooise and composure,

-However, to have a glimpsc of the qualitative dimensisns »f the
impressive u%sﬁrge in the activity on the Stock Exchanges, I .
propose to go a little bit deeper into some aspects of their
character and functlonlng.

We have, at present, 14 Stock Exchanges out of which five have
been established after 1978, A few more are expected to be
established in the near future., At the end of 1986, 4,344
companies were listed on the Stock Exchanabs, with a paid-up
capital of ,6,074 c¢rores, representing 90% of the paideup
capital of all nonegovernment public limited companies. Their
‘markaet capitalisation was estimated at R, 21,077 crores,®* The
Bombay - Stock Exchange alone accounted for 70% of the overall
listed capital in the country and 80% of the overall market
capitalisation in 1985, %% Thus, what is happening in Bombay
can be considered to represent the true picture of what is
happening in the rest of the Exchanges, barring at best two
or three. What is, therefore, described in this part of the
lecture, also applies to most of the Stock Exchanges in the ;
country, °

The total volume of reported transactions {a number of transactions
going unreportgd) is, at present, around B.12,000 crores in the
Bombay Stock Exchange, - Out of this total volume, transactions
of the value of about R, ll 000 crores are forward or speculative
transactlons, wherb there is no intention either to take or to
tglve dellverl es of shares, The balance of transactions involve
Qellvarles of shares. Only abeout 3% of the deliveries, represents
purchases or sales: of ‘sccurities by the genuine investors, the
”;rcst arising out of carry-forward transactions (budla) - Othex
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% Present position of %h Stock Market in India =
- The Stock Exchange Foundatlon Bombay - 19856,

** Report and Accounts 1985 - -
The -Stock Exchange, Bombay,
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Stock Fixchanges do not disclose, to my knowledge, the volume

of their transactions. However, it may be estimated that the
total volume of transactions, in all the Stock Exchanges in the
country, would be around %,18,000 crores, with genuine deliveries
(excluding those meant fér carry-forward business) being around

8%, prasuming that some of the Stuck Exchanges may be having

more deliveries on a cash basis,

There are abeut 2,200 stock brokers in the country, out of which
only about 1,400 are active, rest belng inactive and not doing
any worthwhile business, It appears that in the Steck Exchanges
of Calcutta, Ahmedabad and M.P., there are more inactive stock
brokers than active stock Brokers, Even in the premier Stock
Exchange of Bombay not more than 50% of the stock brokers,
numbering about 300, are active, It may be highlighted that
out of 1,400 active steck brokers in the country, not more than
100, at best, may be considercd to be 'fit and propesr' in terms
of general or professional knowledge, adequacy of educétioﬁ,
skills in business, availability of infrastructure facilities,
¢tc., to render any worthwhile integrated services to the
investors, Out of this small category, quite a few enterprising
ones have branched out in allied Iines of business, like merchant
banking, portfolio managcement, financial and investiment
consultancy, management of fixed deposits publid issues, atc,
Some of them have created a small network of agencies/correspon-
dents at some important centres in the country, Increasing

use of computers and micro-processors is also being made by

some of them for processing applications in respect of new
issues of capital and for invecstment znalysis and research,

Some of them are active in underwriting of new issues and |

some are publishing investment news-letters, magazines, etc,
Some have even established close links with leading foreign
merchant bankers, investment bankers and commercial banks,

in advanced countries and are, at the same time, developing
contacts in the under-developed countries, They .are swapping
information on companies, industriss, investment ceportunities,
possibilities of collaborations, syndication of loans, etec,

and are thus, getting good expogare, know-how and experience

in international dealings, UnfortUﬂatelQ, such enterprising
stock hrokérs are so few that one can count them on one's
fingertips. By and large, many of the stock brokers are
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mgn of small means and do not have cven s cient resources

u

fo have clementary facilities like a elephone, a typeowriter,
'a filing cobinet, ndeqate skaff, office space, etc, larae
number of them live on ‘taravani’ business, That is, they E
buy shares and sell sheras which they do not have, on the

samg day dr within a fortnight and settle differences in
prices such transactions are not reflected, to my knowledge,
in the volume of transactions published by the Bombay Stock
- Bxchange, Thesc étcck brokers de not, normally, have much

of outside business, They, however, do got business farmed
out fo themﬂby big brokers or outside operators who often wish
to hide their identity or want to evade payment of margins,
More often, such stock brokers trade beyond their means and
aggravate spéculative tendencies in the Exchanges,

Majority of 1,400 active stock brokers hail from a few families,
‘as most of the persons who are normally admitted to membership

of the Stock Exchanges, are either close relatives of +he
‘existing members or their emplovees, Even today, many well
educated, professionally qualified and competent persons who

want to pursue stock-broking as a profession are danied entry ?
into the business because of ﬁhe inbuilt restrictive provisions
of the Rules of the Exchanges and very high prices demandad

by the existing members of the Stock Exchanges for the sale of
their membership cards or shares,

-

The Stock Exchanges in India are speculation and not investment-
oriented., Bven the laws governing them place more emphasis on

hew to regulszte such speculative transactions and protaect the
interests . of the stock brokers +than the dg to pgotect the
interests of the genuine investors, “They handle a"business

of over Bs,18,000 crores per year, the Bombay Stock-Exchange

alone tfansacting-businéss of Bs,12,000 crores per annum
appfoximately, as stated earliecr, Zven these estimates are
understated as'a majoxr- part of the business is not rgporteds_ .
90% of total transactions on the Stock Exchanges are concen-

trated only in about 200 to 250 active scrips (cash scrips -
are also carried forward) both in the specified and the non- '
spaecified lists oflshares; They are speculative in nature

and tantamount to sheer "gambling in differences”, where no

genuin: deliveries of sharss are given or taken. This huge
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‘business is hendled by only 1,400 active stock brokers in the

country, 300 active stock brokers of Bombay alone commanding

? b f\

a business ~f about R.12,000 crores poer vear,

n
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Nermal functicnince has recently beceme only a brief
between c¢rises and stoppages of werk, in most of the

Stock Exchanges in the Country,. Malpractices like 1n31der
trading, rigging up of prices, c¢reating false markets through
spreading rumours, getting misleading information published in
newspapers, option and kerb trading, manipulation of closing
quotafions of prices, etc., are rampant and have, unfortunately,
becoms a chronic feature of the working of the Stock Exchanges,
Even in case of some of the smaller Exchanges, apart from
increasing evidence of malpractices, there are infichtings,
among rival groups, for controlling and dominating the governing
Boards of the Exchanges, paralysing their working, in the
Process,

The Stock Exchanges ncrmelly work for only abcout 2 hours a day
for approximately 150 to 200 days in a year, Substantial part
of the transactions are forward transactions as stated earlier,
and stock brokers carn more or less the same brcokerage on such
transactions as in cash scrips, A larée number of them also
trade on their own accouﬁt Hence, not much time is normally
left for them on any given day to put through the transactions
of the genuine investors to their best advantage and to attend
€0 business in scrips which are less active, However, for the
stock brokers who spﬂculate and for outside cperators there is
a twenty-four hour tradlng in all the 365 days in a year, due to
the facility of trading in optiocn and kerb markets and share
transactions, so effected after regular hours of trading,

being allowed to be recorded officially as regular contracts,

next day.

Each Stock Exchange follows its own trading practices and proce-
dures in respect of (1) settlement of transactions (2) payment
and delivery dates {3) closure of transfer books (4) marking

of securities cum right/bonus/dividend or ex-right/bonus/dividend

(5) fixation of margins (&) COntrol over kerb and option trading

(7} trading hours, etc. There is no cowordination of such



practices and procedurss at the national level, for making the
uniform.  Such an uncomordinated 2pproach fends to lead to
considerable conflicts of interest, concealment of speculative

o

transactions and perp tuation of other malpractices. Hkost of
the times, what one ock Exchangs does, is undone "y the other,
Lack of pursuit of common policies in such vital matters come in
the way of an evolution of a nationzl securitics market, preoper
regulation and control of all the Stock Exchanqeb, increased
possibilities of arbitrage operations and excessive speculation
by outside operators and some of the stock brokers. It may be
noted in oa351ng, that stock brokors of one Stock Excnange are
not allowod to operate on their own in any other Stock Exchanges
They cannot have even branches tc service *heir own clients in
places where other Stock Exchanges are established,

The stock broking business is a legitimised monopoly business,

The Stock Exchanges are, therefore, managed by their own

governing Boards, constituted mainly of their own broker members,
Most of the troker members of the Governing Boards are reported

to lack fore51g} T, national pgrsocctlve or prefessional exper-
ﬁise to handle complex problems faced by the Stock Exchanages, 7
Some broker members are not able to devote sufficient time to
the affairs of the Exchanges as they have own businesses to
attend to, Some of the enlightened stock brokers do not
nhoermally get a chance %o be elected on the Boards because of thae
system of voting sanctified by the Rules of the Exchanges or
because they themselves do not want to contest the elections to
the Boards for ohne Tzason or the other, Outside directors on
the Boards d¢ not attend meetings regularly because of their
other preoccupations and even when they do, they do not fake
keen interest in the affairs of the Exchanges

% is, therefore, not surprising that the governing Boards of
most of the Stock Exchanges, constituted as they are, at present, &
have proved, time and again, that they are incapable of running

the affairs of the Stock Exchanges on sound and healthy lines )
by (a) controlling excessive speculation and other malpractices
which have become endemic in the system, (b) monitering the
activities of the speculators effectively; (¢) foreseeing the

emerging crises and averting the samc in time (d) establishing



effcctive reporting and audit systems or proper vigilence of
grievance machinery; and (e) taking disciplinary actions against
the stock brokers who often flout the Rules, Bye-laws, and
Regulations and indulge in maloractices and indisciplined
behaviour, Morecver, they are so engrossed with their rcutine
work that they are nct able %o devote much time for other con-
structive work, such as planning and development of markets,
adoption of modern methods for streamlining the operations of
the Stock Exchanges, spreading investment knowledge and infor-
mation among general public and safeguarding the interests of
the genuine investors, without whom the Stock Exchanges can
lose their socio-economic relevance,

The Stock Exchange authorities in the country generally complain
of lack of resources to do other constructive work or even to
provide sufficient infrastructure facilities to their menbefs,
like telephone and telex services, library.and research
facilities, proper office space and canteen facilities, visitors?
galaries, etc, However, some of them are unable to persuade
their own members to contribute more by way of annual subscrip-
tions, membership fees or other dues, to strengthen the financial
base of the Exchanges. To cite only one example, a recent
proposal of the Calcutta Stock Evwchange to step up the annual
membership fee of only %,LQ per annum to R,5,000 per annum

per member is reported to have been opposed by their members

on the ground that the same is a retrograde step !

In the ultimate analysis, it is essentially the close character

of business; failure of self-discipline and self-regulation as

the regulatory mechanism to govern their conduct; their primitive
and outmoded system of funictioning which has remained moncpolistic
in nature and practice; excessive speculation; lack of adequate
resources of many a2 members to back up their commitments; and,the
general lack of awarencss among members of their socio-gconomic
obligations which are at the root of many a failings of the Stock
Exchanges, in becoming the most efficient financial intermediaries,
for mobilising the savings of the community. It is, therecfore,
not surprising that ceven by 1989-90, investment in cooperative

and corporate shares and debentuzres is\expected to constitute

only 5,7% of the net domestic savings, 2,8% of the financial
assets held by the household sector and about 1% of the current

national income.



Various attempts +o refaorm the Stock Exchanges in the past havs
failcd andAthey'Conﬁinua to remain the most loosgly regulaeted
and poliuted ssctor »f +he craanised financial system of ths
Country, despite elaborate proviss:

Contracts (Regulations) Act, 1956 and Rulés, Byewlaws and
‘Regulations framed thercunder, whoso implementation is, inciden-

ions of the Securitics

‘tally, left to them only.

Unfortunately,‘eveh the Stock Exchange Division of the Ministry
of Finance, Government of India whlch is supposed to supervise
and control the Stock Exchanges is undcrsngxcd and over-burdened
¥ith the best of intentions, sincerity and devotion +o duty, |
it is not humanly possible for only a handful of persons to cope
up wzth the work of fourtcen Stock Exchanges in tha country and
fto monlﬁor and closely supervise their working., It has recently
cissued a number of directives. to the Stock Exchanges to improve
their working, Lot of publlclty is ‘also givento them, However,
most of the dircctives so far issued, have touched upon peri-

- pheral issues without tackling the basic maladies afflicting

“the Stock Exchanges,

Even in the case of directives, issued so far, not much of
follow up action and monitering is seen to be done to ensure
whather these arce really implemanted, No time-frame within
which such directives must be complied with, is also indicated,
Left to themselves, the Stock Exchanges may not be kzen to
implement them,

It is normally Presumed that the Stack txchangus provide ligui-
dity, marketability and continuous prics formation in case of
secuvltles. How far is it true of the Stock Exchanges in India®

.The Stock'Exchangcs in India gre'extr;m aly narrow, lack depth
'and are growing more and more 1111qu1d day by day, in a large
'number of scrips, A recent analysis on the frequency of
-transactzons of equity shares on the major Stock Exchanges
revéaled that out of 3,401 listed companies studied in both
"specified” and‘hon—sp601f1ed" lists of shares, shares of
959 companies were traded once a vear; shares of 954 companies
were traded once a month; shares of 398 Companies wore traded

-~

-
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once a fortnight; shares of 538 companies were traded cnce a
week and shares of only 207 companies werc traded daily,
Incidentally, these 207 shares axe normally traded on a forwazd
hacis, IT we axanmlne The nosition oFf cwemn the cash scrips

on the most active Stock Exchahge in the country - the Bombay

Stock Exchange - a recent analysis by Shri R.R. Nair, G,M., of
Bombay Stock Exchange {Research, Statistics and Data Processing)#

shows that during July and September 1985, out of 1,551 equity
shares in the cash list (1} no trading took place, since listing,
in 278 shares (2) only 792 were traded during July to September
1985; (3) 342 (i.e. 43% of active shares) were traded on less
than 10 days % and (4) only one was traded on all days. !!

It may be mentioned %hﬂt this study did not include equlty shares
of 79 new or newly listed companics., The said study also

Teveals that 792 shares were traded during Juiy to September 1985,
208 shares were traded during January to June 1985, 139 were
traded in 1984, 134 were +traded during 1983 or earlier and no
trading at all took'place in 278 shares, The position of
liquidity of a majority of shares in Calcutta and Delhi Stock
Exchan¢ s may not be much ¢ifferent, If “his is the position

of the active markets, what about the position of others°

It may be worse,

As for new 1ssues, 1 quotc no less an authority than Shri
Amritlal Bajaj, Ex~Pr951dent of the Delhi Stock Exchange,

who reports in the issue of Money' for the week ended January 4,
1987, that 90% o £ the new issues which came in 1985.86 were
unsaleable !

Thus, in an overwhelming majority of shares, quoted on the

Stock Exchanges in the country, there is nge worthwhile liquidity
or marketability and 1f propen 11qu1d1ty is there, it is
concentrated only in about 200 to 250 scrips, particularly in
scrips where forward tradlng, though banned in 1969, is

permitted under the guise of specified list of shares which
number only about 175 and in other active cash scrips which are
carried forward in practice. Incidentally, thesc are also the
scrips in which the institutions are mostly interested,

* Fortune India - February, 1986,



If thls is the overall p051t10n of liquidity and mnrket30111ty
of equity shares quoted on all the Stock Exchanges in the
‘country, where is the question of the continuous formation of
"prices for a majority of the 1isted shares?

‘The question may be legitimatcly asked for whom are we running
: {hé:Stock Exchanges?  One may also llkb to know what is the
?mcanlng of the impressive figures of a total volume of
 transactions of R.18,000 crores on all the Stock Exchanges in
ths 00untry to a majority of genuine sharcholders of a number
of companlcs, who cannot sell their shares on the Stock Exchanges
when they: need money and, on whom and their like, we have to
depend for mobilising the much needed resources for our
economic development?

To my mind, the total volume of yearly transactions of

B.18,000 crores in our Stock Exchanges has as llttle relevance
and meaning to a3 shareholder of a company who has to use his
certificate of unsaleable shares to wrap his eatables (Bhelpuri)

~-as the figure of our G.N.P, or per capital income has to a

footpath dweller who has no shelter or not much to eat !

The markets for other securities quoted on the Exchanges, such
as (1) the market for securities of the Central and State
Governments, local authorities, publlc bodies, etc, which is
essentially a capitive market; (2} the market for preference
shares and (3) that of debentures, are more or less 11liquid,
in general, even though some liquidity is in ev1den0e in the
issues of convertible debentures,

With the increase in volume of transac%iohs and more and more
—attention being deveoted by the stock brokers to the speculative
transactions which carn them more brokerage, with minimum cost
~and without mueh efforts put in, there are numerous complaints
about deterioration in service to the genuine investors, and,

therefore, considerable delays occur in effecting prompt
delivery of shares and payments to the genuine investors.
~There are also- other reasons for this. Most of the public
limited companies do not realise-their'responsibility and take
unduly long time in effecting transfers of shares, The system



of transfer of shares is ecqually to be blamed, These factors
also roke for mere and mor: illiquidity in the merkets and

1 e SR L. iy + . - -

thelr ¢rowing inefficiency,

ch has a vital bearing on the functioning

in our country, is their narrowness and
the scarcity of floating stock of 'good scrips in the market,
Such a scarcity of good sCrips also flames the fire of
excessive speculation, — Accerding to a recent study conducted
by the IDBI, the sharcholdings of joint-stock companies and

that of the financial instituticns, in the private sectorwere
31% and 27,3% respectively.  Individuils holding more than
90,000 shares accounted for 18% of the total paid-up capital of
the private sector. A major part of such noldings do not come
up for trading in the market. With growing resources at their
command, fregquent purchases of large blocks of shares of mainly
growth companies by the institutional investors from the markets,
also lead to the scarcity of their floating stocks, particularly
when their buying operations are moro than their selling
operaticons, Moreover, due to +the inherently speculative
character of the transactions taking place on the Exchanges,
unrelated to the actual purchasecs and sales of shares, such a
growing scarcity of good sCrips combineéd with frequent placement
of large purchase or sale orders by the institutions, without
often taking into aCCbunt the available quantity of shares to be
purchased or the absorption capacity of the markets of the shares
to be sold, often tond to increase volatility of the markets

and open up possibilities for market abuses,

The primary markst in the new issues of capital is, in recent
vears, {(called the new issues market) is getting organised and
diversified with the enfiy of merchant Bankers, managers to
issues and underwriters and Tegistrars to the issues; planned
publicity drives by companies; improvements in Droviding
machinery for collection of applications through branches of
the banks or opening of collection centres:; increased use
of computers for spéedinguup the processing of applications
etc.  are more and more in the nature of convertible

3
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debentures. A major part of the fresh resources from the
"market is raised through thy issue of debentures - mainly
convertible debentures,

”Uhforﬁunately, some of the merchant bankers and managers to the
issuss and stock brokers, associated with the new issues of
~companies floated mostly by new entrepreneurs having little
‘industrial background and uncertain past, unnecessarily resort
to unscruplous methods to grab business and ensure that the
issues they manage succeed, at any cost, Their encouragement
of. and participation - direct and indirect - or connivance in
widespread rigging up of premiums on shares before public
issues, deliberate publicity of such premiums and exaggerated
¢laims of good working results and better prospects in a

short time are deplorable, to say the least, Such misleading
representations have landed a number of ‘investors {who
invested their savings in new issues in good faith believing
what they claimed was true) in dire étraits, in getting their
refunds and certificates in time and also in selling the
shares allotted to then,

While such tactics may succ .ed for a while, they bring bad name
to them and to their promoter clients and also do immense damage
“to the cult of equity which we have to promote in the country,
if a sizeable part of the required resources for the development
of thefecénomV are to be mobilised by way of equity capital.

One wonders whether the above aspects of the character and
functioning of the Stock Exchanges are signs of their sound
health or of the onset of terminal illness, At least, there

are inCreasing signs of "apoplexy at the top and anaemia at
the bottom” and their landscape continues to be dotted with

a number of question marks and few answers,

Such a distressing overall state of affairs in our primary
and secondary markets, is neither in the interests of the.

genuine investors nor in the interests of the national
economy or even 1in the interests of the stock brokers

themselves.



(C) EMERGING SCENARIQ #*%

The growing rescurce gap in the ecenomy, 1s now accompanied by
a varitable scromble for resources by the public sector enter-
prises, regirdiese of vield and cost considerations and,
declining *rends in national savings due to, among others,
growing consumerism, Such frosh developments themselves will_
post new problems to the Private Sector in raising a sube
stantial part of the required rescurces from the household
sector to fulfil its planned physical targets in the remaining
years of the 7th Plan,

However, to visualise the magnitude and gravity of this problem
in the years to come, till the twilight vear of the present
century, 1999-2000, I have tentatively arrived at certain
estimates based on data available in published documents¥* and
Certain simple assumptions, Accofding to those estimates,
other things remaining +the same, the follewing scenario will
emerge for the private sector, The implications of the same
for the Stock Exchanges, if the present status~-quo continues,
are eXxamined later,

a-snm..g.n-e:-n-.mm-‘n.—m——mumwuuw——wnuuummwu-nwu—n-uunummuw-ﬂ—mmmmq—_mummwu

* 1. Naticnal Inéome, Consumption expenditure saving
and capital formation, Quick Estimates 1985.85%
Central Statistical Organisation,

2. 7th Five Year Plan . Planning Commission,

3. Economic Outlook - 1986 & India's Economic Growth
1950-51 to 1985-.86, (Junec 1986) - Centre for
Monitoring Indian Economy,

4. "Corporate Numbers Game" - Shri Ram K, Piparaiva &
Mr, R, Agarwal,

5. Present Position of the Stock Markets in India -
The Stock Exchange Foundaticn, Bombay 1986,

**  This entire exercise is done only with a view to
seeing what sort of picture emerges by 1999.2000
even on the basis of simplest assumptions, It
should not, therefore, be taken as authoritative
but tentative,
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The Private Sector will have to raise fresh resnrurces of the
minimun order of R.60,000 crores from the capital market betwee
now and the year 1999.2000, making an average of about R, 4,300
CTOTCS DET Voenr, Out of the *toltal estimated resources,

c+

ures or debt.related
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B, 36,000 crores may be raised through do
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instruments which may be gquoted on the Stock Exchonge
Bs.24,000 crores may be mainly by way of eouity capits

Lo
1

preference capital raised, at Dresent being negl igi bl at
less than B,2 crores.

The scenarioc which emerges by the year 1999.2000 from the above
tentative exercise is, itself, daunting but it has its bright
side too. Some of the sspects of the bright side azxe
highlighted, hereunder :

1,  Inrecent years, a remarkable change in the investors!
psychology 1is evident, Investment consciousness is
‘becoming more and more widespread and the investors'
preference for financial assets as compared to physical
assets, is growing,

2. The Government is now moXe open to welcoms, among others,
portfolio investmenis by non-recident Indians,

3.7 The Unit Trust of India has alrecady floated the India Fund
w:'for attractznc savings of the non-Indian Residents and

others for investment in India, Similarly, the Government
may permit, subject to certain conditions, formation
of mutual funds/unit trusts abroad by the entrepreneurs
in the private éorporate sector, Some applications, in
this respect, are already submitted to the Government
and'they are awaiting clearance, .

4, It is reported that, on the basis of the Vaghul Committee's
recomméndatidns, RBI 1is now favourably inclined to
permit well-established companies +to issue money market
instruments 11kc short-dated commercial paper, subject
to certﬂzn condltlons, Secondary markets in such paper
may develop. Such other money market instruments, like
bill discounting, may be permitted to be issued later,
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The IDBI has established a Venture Capital Fund to promote
new tochnology ventures and a Stock holding Corporation.

The Unit Trust of Indic has flosiod o motual Fund type schonie
of master shares feor 4 benefit of small charcholders in
the country. Other schemss may ko in the affing,

Recently a news item has appearced in the press to the offoct
that the Govermment is contemplating to relax debt-cquity

ratics in a number of induétxies If this turns out to be

true, this will enabic companics to have better manoguverakility
te have an appropriate mwx of debt and cauity, consistent

with their earnings and flﬂaﬂClal viability,

The Government is pursuing realvstlc policies in openlng

up of the econemy in a number of ar eas., This is bound *to
get reflected in a more efficient and profitable working

of the public and private sector enterprises, over a period,
The Government is also receptive to new ideas and suggestions
to improve the working of the economy. There is, therefore,
no reason why pursuit of sinch pragmatic policies and
approaches will not continue hereafter, at least so long

as the present Government is in power, Once the political
situation in the country fmprovec and 1nfrastrucﬁaral
bottlenecks cased, the tgmpo of the cconomy is bound to

pick up further, resulting in better outlook, better
psychology and prospects for mor e moblllsatlon of resources,

The Government is making serious attempts to tone up the

efficiency of the public sector enterprises in order to
improve their profitability and to reduce their draft on

the national Exchequer.  If these efforts meet with success,
their need to Talse more resources from the house.held sector

may decreasb to that extent, '

Moreover, a vast potential of domestic savings of the houschold
sector in the interior of the country remains to be tapped,

it may be worth noting that nearly 65% of +he existing share.
holding population hail from only five centres . Bombay, Délhi,
Calcutta, Ahmedabad and Madras - in the case of 80 large
companies and that semi-urban fowns with a population of less
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than one lug has rather 1naigmifiﬁant sharchelding pepulation,
according to a sample survey done by Dr, L,C, Gupta, The
picturc is alsc not much different in casc of new issues of
capital where neerly 50 to 80% of applications with 50% to
60% of application moneys come from the main centres in
Maharashtra, Gujarat and Delhi regions, It is, thus, evident
that 2 1ot of savings exist tn be tapped even in other urban
and semi-urban areas in the country, without even talking

aboun rural sid

10, The primary market is more activised and better organised now,
"~ than at any time in the past, and lot of axpertlse, organisa-
tlonnl abilities and sophistication is built up in marketing
stratggles, ignoring for a whils, unethical practices which
has crept in. . An encouraging trend which has emerged is
cares for them and wins their confidence,

11, The'Governmenﬁ has announced its intention to improve the
working of the Stock Exchanges and to provide addltzonal
incentives to activate the capital market to make it a
moTe effective intermediary, to mobilise savings.

Thus,'the emerging scenario opens up good prospects for mobi-
lisation of required resources by the vprivate secﬁor;

inspite of competition from other agencies and other
environmental Lonstraints faced by it. It is, of course,
true that there is no room for Qelfncomplacency and inertia,
The prlvate sector will have to use all its innate
resourcefulness, inventive genius, organisational abilities
and devise appropriate marketing strategies to raise
required resources from the household sector,

As for the Stock Exchanges, other things being equal,

the emerging scenario by 1999-2000, will have frightening
“dimensions, particularly when they are not functicning
well and are not able to manage their affairs satis-
factorily, at present,

It is earlier mentionea ﬁhat the Pfivata Sector may have
to raise, between now and the turning of the present
century, &.60,000 crores, from the capital market, and

'n
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that out of this k., 36,000 crores may be in the form of
debenturcs and dobenturs.related instruments and
fsa24,00C croras may be in tha form of equity capital,

Lo Assuming that 904 of the paideup capital of all the
pulzlic limied cempenios will continuz to be listed
on the Stock Exchanges in future, the Stock
Exchanges may have a minimum af additional 7,000 to
7,900 companies listed with them, making a total
of about 12,000 to 12,500 listed companies with g
total paid-up capital of around Rs. 30,000 croxres
and market capitalisation of about %,90,000 crores
by 1999-2000,

2. Eventhough, according to Mr, Malcolm Adisheshiah,
the investor population may be in the region of
50 million by then, I presume that the same would be
atleast between 15 to 20 million, excluding multiple
accounts.,

3. The number of Stock issues of listed companies may
be around 10,000 to 12,000,

4. There may be around 600 new issues at least every
year,

5. The total volume of transactions may be of thoe order
of B.75,000 crores for all the Stock Exchanges in
the country, with Bombay alone handling about

- 1.60,000 crores.  The total transactions in the
torward markets of all +he Stock Exchanges could

be at least of the order of .68,000 crores (assuming

that speculation will be permitted to continue on
the present scale) and there would be cash delie
veries of about &,6,000 croros (excluding deli-
veries involved in badla), For Bombay alone,
the transactions in the forward market would be
B4 35,000 crores with actual cash deliveries in
the region of R,2,000 crores and the rest being
for badla transactions,
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6. The astual number of individual transactisns may be

caround 50 million,

7. It is assumed, to be on the s»fer side, that only
16 million out of 15 million investors will require
the 'services of stock broksrs by 1999.2000 and

. each ‘stock broker will be able to service about
1000 investors, On this assumption, all the
Stock Exchanges will require a2 total membership of
at least 10,000 active stock brokers with a wide
network of sub-brokers and agents as against 1,400
only at present, The Bombay Stock Exchange may
require around 2,500 active stock brokers as against
300 as at present, If Mr, Malcolm Adisheshiah's
estimates prove correct, I do not want to make a
‘guess but wish all the Stock Exchanges well 1

You will feel that I have indulged in a number-game which
has now kecome a national pastime, I-can, however, assure
vou that it is not a bogus but a fairly conservative picture,
I have t-ken pains to get it verified by one of the most
knowledgeable persons in the stock exchandge matters,

(D) RECENT TRENDS IN THE STOCK " EXCHANGES ABROAD:

It would be anpropriate, at thishstage, to haye a broad view of
the traumatic changes and the trends evident in the Stock
Exchanges in advanced countries to recalise where we stand and
“the lessons, if any, we can draw from them, for our benefit,

The Stock Exchanges, the world over, are recently undergoing
significant transformation in’ the wake of metamorphic changes
in the national financizl markets. The opening up of th?
national economies, particularly in the field of international
trade and payments; financial deregulatien; revolutionary
changes in computer technology and telecommunications;
structural reorganisation of the money and capital markets;
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removal of restrictions on the free flows, across the
national boundaries, of industrial securities, financial
instruments, moneys, etc., are providing new challenges to

the Stock Exchanges,

Numereus pensinn and provident funds, insurance companiecs,
mutual funds, commercial banks, money managers, ctc, who
have massive funds, are now eagerly hunting for suitable outlets
anywhere in the world, where the markets seem undexrvalued,
Revolutionary changes in telecommunications and computor
technology, mentioned earlier, have made it possible to
transfor billion worth of currencies for investment in
shares, money market instruments, bonds, etc. in other
countries, with the blink of an eyelid, by just pressing

a button.  Side by side, there has been a spectacular
growth in the number of computerwaided and financially
powerful firms of financial and investment consultants,
investment bankers, arbitrageurs with huge financial backing,
investment boutiques, etc. They compete fiercely to provide
to investors with a range of financial services, including
selection of portfolios, market intclligence on companies
and industries, both at home and abroad, analysis of market
trends, choice of mutual funds and other forms of invest.
ments, opportunities for mergers and amalgamations etc,

Even complete seftware of investment programmes for one's
own personal computer +to suit one's varying needs and sz

full range of house~broking and tele-broking services are
now being gradually introduced through electronic linkages,

Partly in conseguence, incréééing financial innovations are
being undertaken by specialists. This has led to

growing securitisation of debts and devising of new
financial instrumeﬁts for different types of investors

- individual, instititional or otherwise - around the
world, to sult their considerations of safety, security,
yield and appreciation on capital. The options and

future markets are also springing up in different

countries,



Growing possibilities of massive inflow of resources from
abroad to supplement domestic resources and closer
coordination and integration of domestic econcmies for
their sustained growth are, in turn bringing about
radical changss in the national psychology and outlook
wewards foreign capital, he Govornments concerned are
actively encouraging fierce competition in their

domestic markets, by permitting foreign nationals,
commercial banks, merchant bankers, -investment bankers,
conglomerates, etc, +to transact business in their
securities markets either on their own or through
collaborations or me:ggrs with local securities firms

of brokers and to share the owngrship of capital of-
domestiC'companies  This has, incidentally, helped in
improving their eff1c1ency and in reducing dealing costs,
All these developments have led to substantial foreign
investments in industrial securities and money maxket
instruments, in a number of domestic markets, Tt is
rTeported that over 50% of the total Volume of tLadlng in
the London Stock Exchange now takes place in foreign shares,
The American Investors bought hearly $ 40 billion worth of
foreign shares and securities and even the Conservative
Japanese investors, whe do ne® pormally like to invest
abroad, invested about $§ 6 billion dollars in Toreign shares
in 1985, New issucs of shares are distributed on a

global basis by syndication of banks and even the under.
valued markets like Sweden Denmark and host of suCh other
markets are getting incredsing intention of foreign
invéstors. It is reported that dealings take place in
about common 500 shares in different markets, over-the-
counter. In such a background of developments, century

old traditions, restrictive trade practices, feudal
privileges and vegted interests of the local stock brokers
have been abolished in these markets. '

Forgetting the past, every one concerned is now speeding
up the process of adjustments %o the new changes in a
smooth and orderly manner and to face challenges 1mpllclt
in the competitive environment emerding from growing



globalisation of the financial and equity markets and twentvy-four

hours tr:ding,

Simultaneously, to win the confidence of the foreign investors,
each nation is trying *to s*reazmling its settlement sysééms, tax
laws, accounting standards and disclosure requiremsents to ensure
quick buying, selling and transfer of securities and to effect
prompt payments related thereto, Penalties for security offences
like insider trading, fraudulent representations, misappropria-
tions, manipulation of markets by rigging or otherwice have heen
stiffened upto 7 years! imprisonment. Fines imposed for male
practices run into millions of local currencies and the offenders
are also required to repay to the authorities three times of
profits made or losses averted by them by their deliberate mani-
pulation of the markets and other malpractices when they are caught,

Considerable buoyancy is witnessed, in recent times, in a number
of Stock Exchanges abroad, due to, among others, privatisation
drives in some countries, amalgamations, take overs, ete, pértiu
cularly in the U.5.A., investment of sizeable funds by instityuw
tional investors in foreign markets, better outlook of the economy
and transmission of buoyance trends to other markets, in sympathy,

At the same time, the growth of the cptions and future markets with
linkages with regular markets and the computer-aided programme
trading of massive parcels of different types of securities by
institutional investors, are leading 0 wild fluctuations in prices
of shares and securities in theso markets. The national govermments

and the Stock Exchanges are, therefore, keeping a close watch on
the constantly changing situation and arte refining their techniques
of regulation and control, They are also busy with working out
informal bilateral understandings and even agreements to exchange
information on a global basis relating to security transactions
and to collaborate with each other in track ing down security
sar. ofrauds and other offences. Moreover, loophcles in regulatery
“?““%techniques and in the existing laws on investors' protection are
/blugged and&gtrengthened further, wherever nacessary,

Such breathtaking developments and emergence af new trends, lead.
ing to increased volatility or instability in the major Stock
Exchanges and the financial markets, are naturally causing seriocus

concern and anxiety to most of the investors abroad., A growing

number of investors are, therefore,