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OBJECTIVES

Publication of one or more books in English, Hindi,
and regional languages annually on some of the great
builders of Indian economy aimed primarily at edu-
cating the younger generation in high standards of
building the national economy as practised by those
great entrepreneurs and placing the example of their

lives for emulation by India’s youth.

Organising one or more memorial lectures annually

on subjects which were of interest to the late Mr. A.

D. Shroff, namely, banking, insurance, and industrial

finance, the subjects to be chosen in rotation, and the

}fcltdures to be delivered by persons eminent in these
elds.

Awarding annual scholarship or scholarships to out-
standing student or students in the field of manage-
ment.

Instituting a prize to be known as The A. D. Shroff
Memorial Prize for the student standing first in Bank-
ing at the Sydenham College of Commerce, Bombay.

Doing all such acts, matters and things as are inci-
dental or conducive to the attainment of the above
aims or objects or any one or more of them; and

Without prejudice to the above charitable objects or
any of them, the TRUSTEES shall have the power
to spend, utilise and apply the net income and profits
for the charitable object of education or such of the
TRUST FUND for the charitable object of education
or such other objects of general public utility not
involving the carrying on of any activity for profit as
the Trustees may think proper, it being the intention
of the SETTLOR that the income and/or corpus of the

Trust Fund shall be utilised for all or any of the afore-
said charitable objects without any distinction as to
caste, creed or religion.



INTRODUCTION

The contribution made by the late A. D. Shroff in the fields
of Industrial Finance, Banking and Insurance in India is re-
markable and well-known. It is, therefore, appropriate that
the A. D. Shroff Memorial Trust should honour his memory
by arranging an annual public lecture by an eminent per-
sonality in each of three fields, by rotation.

In February 1987, the lecture on Industrial Finance was
delivered by Mr. G. S. Patel, former Chairman of the Unit
Trust of India, and Chairman of a High Power Committee
on Stock Exchange Reforms appointed by the Central Gov-
ernment recently. Appropriately enough Mr. Patel chose as
the theme of his lecture — THE STOCK EXCHANGES IN
INDIA — THE EMERGING SCENARIO AND CHALLEN-
GES. ,

The Trust has pleasure in publishing this booklet which
contains the text of the lecture. With his keen perception,
Mr. Patel has incisively analyzed the state of the capital
market and made suggestions of great practical value. With
his mastery over the subject, acquired over years of experi-
ence, Mr. Patel has dealt with a number of loopholes which
need to be plugged, and offered solutions for bringing about
healthy functioning of stock exchanges in India. I have no
doubt that this booklet will be found highly educative and
informative by the general public, and extremely useful by
the governmental and stock exchange authorities. Mr. Patel’s
lecture is a first-rate blueprint for developing a strong and
vibrant capital market in India.

Sd/-
N. A. Palkhivala,

Bombay: President,
11th May 1987 The A. D. Shroff Memorial Trust.



A. D. SHROFF
(1899-1965)

A. D. Shroff’'s achievemenis in the field of business,
industry and finance were many and varied. A large num-
ber of enterprises owe their origin and development to him.
As an economist, his predictions. have proved right over the
years. Through the Forum of Free Enterprise, which he
founded in 1956, as a non-political, educative organisation,
he sought to educate the public on economic affairs. It was
his firm conviction that a well-informed citizenry is the
foundation of an enduring democracy.

George Woods, former President of the World Bank, paid
the following tributes to A. D. Shroff:

“In every age and in every society men must express
anew their faith in the infinite possibilities of the human
individual when he has freedom to develop his creative
talents. For this is in large part how the message of
freedom is passed from generation to generation. A. D.
Shroff spoke eloquently in a great tradition, and thanks
to him we can be sure that other great men of India
will continue to speak this message in the unknown con-
text of our future problems.”

Published by M. R. Pai on behalf of The A. D. Shroff Memorial Trust,
235, Dr. Dadabhai Naoroji Road, Bombay 400001, and Printed by
S. V. Limaye at the India Printing Works, 9, Nagindas Master Road,
Fort, Bombay 400 023,



STOCK EXCHANGES IN INDIA
__ EMERGING SCENARIO AND
CHALLENGES

. By
" G. S. PATEL*

Facts do mot cease to exist because they are ignored
— Arpous HuxrLEY

I am thankful to the Chairman and the Board of
Trustees of the A. D. Shroff Memorial Trust for doing
me the honour to dehvér thls Shroff Memomal Lecture,
this year.

I had numerous occasions to come into close con-
tacts 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
Company, for guiding and encouraging 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 UK. and the U.S.A. I still cherish

*The author is a former Chairman of Unit Trust of India and has had
a distinguished career in the management of financial institutions. He
was formerly the General Manager of the New India Assurance Com-
pany Limited and the General Manager of the General Insurance
Corporation of India. Recently he chaired a High Powered Committee
on Stock Exchange Reforms appointed by the Government of India.
The text is based on the annual public lecture delivered by him under
the auspices of the A.D. Shroff Memorial Trust on 25th February 1987
in Bombay.
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his memory and respect and admire him not only for
his deep knowledge and understanding of the intricacies
of industry, finance and trade but also because he had
intellectual honesty, courage of his convictions and had
stood for certain values in life. He was, moreover,
forthright in the expression of his views. More than
that, he was a man of vision. Apart from being one of
the authors of the Bombay Plan in 1944 and the Chair-
man of the Committee on Industrial Finance set up by
the R.B.1. in 1954, he was instrumental in the formation
and successful functioning of a number of industrial
enterprises, including the I.C.I.C.I., and was on some of
their Boards of Directors. As early as 1954, he had
advocated the establishment of mutual trusts and unit
trusts to mobilise the savings of the community and to
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 encour-
age 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 Mr. Shroff, to pay my humble homage to
his revered memory.

I intend to divide the subject under five major
heads (A) Introduction, (B) Stock Exchanges in India
— a brief macro-level view (C) Emerging Scenario (D)
Recent trends in the Stock Exchanges abroad and (E)
Challenges ahead.



(A) Introduction

We have accepted mixed economy as the sheet-
anchor of our planned national endeavour with a view
to achieving a major breakthrough in the barriers of
poverty and ensuring richer and fuller lives to our peo-
ple, through higher standards of living. In such a
scheme of things, while the Public Sector occupies the
commanding heights and even some of the strategic
foothills of the economy, the Private Sector is assigned
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 in the F1ve
Year Plans framed from time to time.

It is now, ungrudgingly, realised that the main-
springs of human action and excellence — individual
initiative, enterprise, drive and a sense of dedication and
purpose, and not finance alone, are vital to generate
necessary impulses of growth and to evoke maximum
contribution, from, both the Public and Private Sectors,
‘to promote growth and bring about socio-economic
transformation of the country. It is equally realised
th4t any shortcomings or failings of either can be
.equally disastrous to our national interests.

Unfortunately, mobilisation of more and more
financial resources, year after year, are now required
to produce the same given volume of output and to
maintain existing standards of living in the face of ex-
plosive growth of population. At the same time, the
economy is experiencing scarcity of resources. I need
not go into the reasons thereof, as they are well known.
Such a situation is causing a grave national concern.
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Realising the gravity of the resource crunch in the
economy and the need to devote more resources to
national priorities, the public sector enterprises are
directed to take urgent steps to improve the efficiency
of their operations and generate surpluses to reduce
their dependence on budgetary support and to ease,
thereby, the burden on the national Exchequer. Lately,
they are asked to subject themselves to the discipline of
the markets and raise resources directly from the public.
Similarly, the private sector is asked to tone up its effi-
ciency and also to raise the required resources from the
capital market without undue reliance on the resources
of the public sector financial institutions.

Simultaneously, 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 per-
formance.

It is against such a background that the role of the
Stock Exchanges assumes an added importance in
enabling both the Public and the Private Sectors to
raise maximum resources from the community. ’

(B) Stock Exchanges in India
~— A Brief Macro-level View
I propose to deal 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
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buoyancy and virtually ‘lit 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 economy.
Even though the Stock Exchanges tended to sober down
and adjust 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 authori-
ties 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,
ultimately, the intervention of the investment institu-
tions, at the reported instance of the Prime Minister
himself, that saved the day for them and they managed
to survive the horrid times. They are, at present, in
the process of regaining their poise and composure.

However, to have a glimpse of the qualitative dimen-
sions of the impressive upsurge in the activity of the
Stock Exchanges, I propose to go a little bit deeper into
some aspects of their character and functioning.

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 Exchanges, with a paid-up capital of Rs. 6,074
crores, representing 90% of the paid-up capital of all

non-government public limited companies. Their market
2
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capitalisation was estimated at Rs. 21,077 crores.* The
Bombay Stock Exchange alone accounted for 70% of the
overall listed capital in the country and 80% of the over-
all market capitalisation in 1985.*¥* Thus, what is hap-
pening in Bombay can be considered to represent the
true picture of what is happening in the rest of the Ex-
changes, 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 unreported) is, at present, around
Rs. 12,000 crores in the Bombay Stock Exchange. Out
of this total volume, transactions of the value of about
Rs. 11,000 crores are forward or speculative transac-
tions, where there is no intention either to take or to
give deliveries of shares. The balance of transactions
involve deliveries of shares. Only about 3% of the
deliveries represents purchases or sales of securities
by the genuine investors, the rest arising out of carry-
forward transactions (budla). Other Stock Exchanges
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 Rs. 18,000 crores, with
genuine deliveries (excluding those meant for carry-
forward business) being around 8%, presuming that
some of the Stock Exchanges may be having more
deliveries on a cash basis.

* Present position of the Stock Market in India —
The Stock Exchange Foundation, Bombay - 1986.
“¥ Report and Accounts 1985 -The Stock Exchange, Bombay.
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There are about 2,200 stock brokers in the country,
out of which only about 1,400 are active, rest being
inactive and not doing any worthwhile business. It
appears that in the Stock 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 stock brokers in
the country, not more than 100, at best, may be con-
sidered to be ‘fit and proper’ in terms of general or pro-
fessional knowledge, adequacy of education, skills in
business, availability of infrastructure facilities, etc. to
render any worthwhile integrated services to the inves-
tors. Out of this small category, quite a few enterpris-
ing ones have branched out in allied lines of business,
like merchant banking, portfolio management, financial
and investment consultancy, management of fixed
deposits and public issues, ete. Some of them have creat-
ed a small network of agencies/correspondents at some
important centres in the country. Increasing use of com-
puters and micro-processors is being made by some
of them for processing applications in respect of new
issues of capital and for investment analysis and re-
search. 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, in-
vestment bankers and commercial banks, in advanced
countries and are, at the same time, developing con-
tacts in the under-developed countries. They are
swapping information on companies, industries, invest-
ment opportunities, possibilities of collaborations,
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syndication of loans, etc. and are thus, getting good
exposure, know-how and experience in international
dealings. Unfortunately, such enterprising stock
brokers are so few that one can count them on one’s
fingertips. By and large, many of the stock brokers
are men of small means and do not have even sufficient
resources to have elementary facilities like a telephone,
a typewriter, a filing cabinet, adequate staff, office
space, etc. A large number of them live on ‘taravani’
business. That is, they buy shares and sell shares which
they do not have, on the same day or 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 Exchange.
These stock brokers do not, normally, have much of
outside business. They, however, do get business farm-
ed out of them by big brokers or outside operators who
often wish to hide their identity or want to evade pay-
ment of margins. More often, such stock brokers trade
beyond their means and aggravate speculative tend-
encies 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 the existing members or their
employees. Even today, many well educated, profes-
sionally qualified and competent persons who want to
pursue stock-broking as a profession are denied entry
into the business because of the inbuilt restrictive pro-
visions of the Rules of the Exchanges and very high
prices demanded by the existing members of the Stock
Exchanges for the sale of their membership cards or
shares.
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The Stock Exchanges in India are speculation and
not investment-oriented. Even the laws governing
them place more emphasis on how to regulate such spe-
culative transactions and protect the interests of the
stock brokers than they do to protect the interests of the
genuine investors. They handle a business of over
Rs. 18,000 crores per year, the Bombay Stock Exchange
alone transacting business of Rs. 12,000 crores per an-
num approximately, as stated earlier. Even these
estimates are understated as a major part of the busi-
ness is not reported. 90% of total transactions on the
Stock Exchanges are concentrated only in about 200 to
250 active scrips (cash scrips are also carried forward).
both in the specified and the non-specified lists of shares.
They are speculative in nature and tantamount to sheer
“gambling in differences”, where no genuine deliveries
of shares are given or taken. This huge business is
handled by only 1,400 active stock brokers in the coun-
try, 300 active stock brokers of Bombay alone com-
manding a business of about Rs. 12,000 crores per year.

Normal functioning has recently become only a
brief interlude between crises and stoppages of work,
in most of the major Stock Exchanges in the Country.
Malpractices like insider trading, rigging up of prices,
creating false markets through spreading rumours,
getting misleading information published in news-
papers, option and kerb trading, manipulation of clos-
ing quotations of prices, etc. are rampant and have,
unfortunately, become a chronic feature of the work-
ing of the Stock Exchanges. Even in case of some of
the smaller Exchanges, apart from increasing evidence
of malpractices, there are infightings, among rival
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groups, for controlling and dominating the Governing
Boards of the Exchanges, paralysing their working, in
the process.

The Stock Exchanges normally work for only about
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 earn
more or less the same brokerage on such transactions
as in cash scrips. A large number of them also trade
on their own account. Hence, not much time is nor-
mally left for them on any given day to put through the
transactions of the genuine investors to their best
advantage and to attend to business in scrips which
are less active. However, for the stock brokers who
speculate and for outside operators there is a twenty-
four hour trading in all the 365 days in a year, due to
the facility of trading in option and kerb markets and
share transactions, so effected after regular hours of
trading, being allowed to be recorded officially as re-
gular contracts, next day.

Each Stock Exchange follows its own trading
practices and procedures 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 (6) control over kerb and option
trading (7) trading hours, etc. There is no co-ordina-
tion of such practices and procedures at the national
level, for making them uniform. Such an unco-ordinat-
ed approach tends to lead to considerable conflicts of
interest, concealment of speculative transactions and
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perpetuation of other malpractices. Most of the times,
what one Stock Exchange does, is undone by the other.
Lack of pursuit of common policies in such vital mat-
ters come in the way of an evolution of a national
securities market, proper regulation and control of all
the Stock Exchanges, increased possibilities oi arbitrage
operations and excessive speculation by outside opera-
tors and some of the stock brokers. It may be noted,
in passing, that the stock brokers of one Stock Ex-
change are not allowed to operate on their own in any
other Stock Exchange. They cannot have even bran-
ches to service their own clients in places where other
Stock Exchanges are established.

The stock broking business is a legitimised mono-
poly business. The Stock Exchanges are, therefore,
managed by their own Governing Boards, constituted
mainly of their own broker members. Most of the
broker members of the Governing Boards are reported
to lack foresight, national perspective or professional
expertise to handle complex problems faced by the
Stock Exchanges. 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 normally get a chance
to be elected on the Boards because of the 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 one reason or the other.
Outside directors on the Boards do not attend meetings
regularly because of their other preoccupations and
even when they do, they do not take keen inferest in
the affairs of the Exchanges.
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It 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) control-
ling excessive speculation and other malpractices which
have become endemic in the system, (b) monitoring
the activities of the speculators effectively; (c) foresee-
ing the emerging crises and averting the same in time
(d) establishing effective reporting and audit systems
or proper vigilance of grievance machinery; and (e)
taking disciplinary actions against the stock brokers
who often flout the Rules, Bye-laws, and Regulations
and indulge in malpractices and indisciplined behaviour.
Moreover, they are so engrossed with their routine
work that they are not able to devote much time for
other constructive work, such as planning and develop-
ment of markets, adoption of modern methods for
streamlining the operations of the Stock Exchanges,
spreading investment knowledge and information 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 con-
structive work or even to provide sufficient infrastruc-
ture facilities to their members, like telephone and
telex services, library and research facilities, proper
office space and canteen facilities, visitors’ galleries, etc.
However, some of them are unable to persuade their
own members to contribute more by way of annual
subscriptions, membership fees or other dues, to
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sirengthen the financial base of the Exchanges. To cite
only one example, a recent proposal of the Calcutta
Stock Exchange to step up the annual membership fee
of only Rs. 12 per annum to Rs. 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 func-
tioning which has remained monopolistic in nature and
practice; excessive speculation; lack of adequate re-
sources of many a member to back up their commit-
ments; and, the general lack of awareness among mem-
bers of their socio-economic obligations which are at
the root of many a failing of the Stock Exchanges, in
becoming the most efficient financial intermediaries, for
mobilising the savings of the community. It is, therefore
not surprising that even by 1989-90, investment in
cooperative and corporate shares and debentures is ex-
pected to constitute only 5.7% of the net domestic
savings, 2.8% of the financial assets held by the house-
hold sector and about 1% of the current national
income.

Various attempts to reform the Stock Exchanges
in the past have failed and they continue to remain the
most loosely regulated and polluted sector of the
organised financial system of the country, despite
elaborate provisions of the Securities Contracts (Re-
gulations) Act, 1956 and Rules, Bye-laws and Regula-

3



14

tions framed thereunder, whose implementation is,
incidentally, left to them only.

Unfortunately, even the Stock Exchange Division
of the Ministry of Finance, Government of India which
is supposed to supervise and control the Stock Exchanges
is understaffed and over-burdened. With the best of
intentions, sincerity and devotion to duty, it is not
humanly possible for only a handful of persons to cope
up with the work of fourteen Stock Exchanges in the
country and to monitor and closely supervise their
working. It has recently issued a number of direc-
tives to the Stock Exchanges to improve their
working. Lot of publicity is also given to them. How-
ever, most of the directives so far issued, have touched
upon peripheral 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 monitoring is seen to be
done to ensure whether these are really implemented.
No time-frame within which such directives must be
complied with, is also indicated. Left to themselves, the
Stock Exchanges may not be keen to implement them.

It is normally presumed that the Stock Exchanges
provide liquidity, marketability and continuous price
formation in case of securities. How far is it true of
the Stock Exchanges in India ?

The Stock Exchanges in India are extremely
narrow, lack depth and are growing more and more
illiquid, day by day, in a large number of scrips. A
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recent analysis on the frequency of transactions of
equity shares on the major Stock Exchanges revealed
that out of 3,401 listed companies studied in both
“specified” and “non-specified” lists of shares, shares
of 959 companies were traded once a year; shares of
954 companies were traded once a month; shares of 396
companies were traded once a fortnight; shares of 538
companies were traded once a week and shares of only
207 companies were traded daily. Incidentally, these 207
shares are normally traded on a forward basis. If we
examine the position of even the cash scrips on the most
active Stock Exchange in the country-the Bombay
Stock Exchange -a recent analysis by Shri R. R. Nair,
G. M. of the Bombay Stock Exchange (Research, Statis-
tics 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 all days !!

It may be mentioned that, this study did not in-
clude equity shares of 79 new or newly listed com-
panies. The said study also reveals that 792 shares
were traded during July 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 Exchanges may not be much different.

* Fortune India - February, 1986.
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If this is the position of the active markets, what about
the position of others? It may be worse.

As for new issues, I quote no less an authority than
Shri Amritlal Bajaj, Ex-President of the Delhi Stock
Exchange, who reports in the issue of ‘Money’ for the
week ended January 4, 1987, that 90% of 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 no worthwhile liquidity or marketability and if pro-
per liquidity is there, it is concentrated only in about
200 to 250 scrips, particularly in scrips where forward
trading, 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, these are also
the scrips in which the institutions are mostly in-
terested.

If this is the overall position of liquidity and
marketability 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
listed shares?

The question may be legitimately asked for whom
are we running the Stock Exchanges? One may also
like to know what is the meaning of the impressive
figures of a total volume of transactions of Rs. 18,000
crores on all the Stock Exchanges in the country to a
majority of genuine shareholders of a number of com-
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panies, who cannot sell their shares on the Stock Ex-
changes when they need money and, on whom and their
like, we have to depend for mobilising the much need-
ed resources for our economic development? :

To my mind, the total volume of yearly transac-
tions of Rs. 18,000 crores in our Stock Exchanges has
as little relevance and meaning to a 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 Ex-
changes, such as (1) the market for securities of the
Central and State Governments, local authorities,
public bodies, etc. which is essentially a captive market;
(2) the market for preference shares and (3) that of
debentures, are more or less illiquid, in general, even
though some liquidity is in evidence in the issues of
convertible debentures.

With the increase in volume of transactions and
more and more attention being devoted by the stock
brokers to the speculative transactions which earn them
more brokerage, with minimum cost and without much
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 inves-
tors. There are also other reasons for this. Most of
the public limited companies ‘do not realise their re-
sponsibility and take unduly long time in effecting
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transfers of shares. The system of transfer of shares is
equally to be blamed. These factors also make for more
and more illiquidity the markets and their growing
inefficiency.

Yet another aspect which has a vital bearing on
the functioning of the Stock Exchanges 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.
According to a recent study conducted by the IDBI, the
shareholdings of joint-stock companies and that of the
financial institutions, in the private sector were 31% and
27.3% respectively. Individuals holding more than
50,000 shares accounted for 18% of the total paid-up
capital of the private sector. A major part of such
holdings do not come up for trading in the market. With
growing resources at their command, frequent pur-
chases of large blocks of shares of mainly growth com-
panies by the institutional investors from the markets,
also lead to the scarcity of their floating stocks, parti-
cularly when their buying operations are more than
their selling operations. Moreover, due to the inherent-
ly speculative character of the transactions taking place
on the Exchanges, unrelated to the actual purchases and
sales of shares, such a growing scarcity of good scrips
combined with frequent placement of large purchase
or sale orders by the institutions, without often taking
into account the available quantity of shares to be pur-
chased or the absorption capacity of the markets of the
shares to be sold, often tend to increase volatility of the
markets and open up possibilities for market abuses.
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The primary market in the new issues of capital is,
in recent years, (called the new issues market) getting
organised and diversified with the entry of merchant
bankers, managers to issues and underwriters and re-
gistrars to the issues; planned publicity drives by com-
panies; improvements in providing machinery for col-
lection of applications through branches of the banks
or opening of collection centres; increased use of com-
puters for speeding-up the processing of applications,
etc. A major part of the fresh resources from the
market is raised through the issue of debentures —
mainly convertible debentures.

Unfortunately, some of the merchant bankers and
managers to the issues 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 unscrupulous
methods to grab business and ensure that the issues
they manage succeed, at any cost. Their encourage-
ment of and participation — direct and indirect — or
connivance in widespread rigging up of premiums on
shares before their public issue, deliberate publicity of
such premiums and exaggerated claims of good working
results and better prospects in a short time are deplora-
ble, 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 straits, in getting their re-
funds and certificates in time and also in selling the
shares allotted to them.

While such tactics may succeed for a while, they
bring bad name to them and to their promoter clients
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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 the eco-
nomy 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 inte-
rests of the genuine investors nor in the interests of the
national economy or even in the interests of the stock
brokers themselves.

(€C) Emerging Scenario **

The growing resource gap in the economy, is now
accompanied by a veritable scramble for resources by
Rs. 36,000 crores may be raised through debentures or
debt-related instruments which may be quoted on the
Stock Exchanges and Rs. 24,000 crores may be mainly
by way of equity capital, preference capital raised, at
present, being negligible at less than Rs. 2 crores.

The scenario which emerges by the year 1999-2000
from the above tentative exercise is, itself, daunting but
the public sector enterprises, regardless of yield and

** 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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cost considerations and, declining trends in national
savings due to, among others, growing consumerism.
Such fresh developments themselves will pose new
problems to the Private Sector in raising a substantial
part of the required resources 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
year of the present century, 1999-2000, I have tenta-
tively arrived at certain estimates based on data avail-
able in published documents* and certain simple as-
sumptions. According to these estimates, other things
remaining the same, the following scenario will emerge
for the private sector. The implications of the same
for the Stock Exchanges, if the present status-quo con-
tinues, are examined later.

The Private Sector will have to raise fresh re-
sources of the minimum order of Rs. 60,000 crores
from the capital market between now and the year
1999-2000, making an average of about Rs. 4,300 crores
per year. Out of the total estimated resources,
Rs. 36,000 crores may be raised through debentures or
debt-related instruments which may be quoted on the

* 1. National Income, Consumption expenditure saving and capital

formation. Quick Estimates 1985-86 Central Statistical Organisa-

tion.

7th Five Year Plan - Planning Commission.

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

4. “Corporate Numbers Game” -— Shri Ram K. Piparaiya &
Mr. R. Agarwal.

5. Present Position of the Stock Markets in India - The Stock Ex-
change Foundation, Bombay-1986.

N
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Stock Exchanges and Rs. 24,000 crores may be mainly
by way of equity capital, preference capital raised, at
present, being negligible at less than Rs. 2 crores.

The scenario 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 aspects of the
bright side are highlighted, hereunder :

1. In recent years, a remarkable change in the inves-
tors’ psychology is evident. Investment conscious-
ness is becoming more and more widespread and
the investors’ preference for financial assets as com-
pared to physical assets, is growing.

2. The Government is now more open to welcome,
among others, portfolio investments by non-resident
Indians.

3. The Unit Trust of India has already floated the
India Fund for attracting 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
corporate sector. Some applications, in this re-
spect, are already sumitted to the Government and
they are awaiting clearance.

4. It is reported that, on the basis of the Vaghul Com-
mittee’s recommendations, RBI is now favourably
inclined to permit well-established companies to
issue money market instruments like short-dated
commercial paper, subject to certain conditions.
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Secondary markets in such paper may develop.
Such other money market instruments, like bill dis-
counting, may be permitted to be issued later. The
IDBI has established a Venture Capital Fund to
promote new technology ventures and a Stock
holding Corporation.

5. The Unit Trust of India has floated a mutual Fund
type scheme of master shares for the benefit of
small shareholders in the country. Other schemes
may be in the offing.

6. Recently a news item has appeared in the press to
the effect that the Government is contemplating to
relax debt-equity ratios in a number of industries.
If this turns out to be true, this will enable com-
panies to have better manoeuverability to have an
appropriate mix of debt and equity, consistent with
their earnings and financial 'viability.

7. The Government is pursuing realistic policies in
opening up of the economy in a number of areas.
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 such 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 improves and
infrastructural bottlenecks ease, the tempo of the
economy is bound to pick up further, resulting in
better outlook, better psychology and prospects for
more mobilisation of resources.
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8. The Government is making serious attempts to

10.

tone up the efficiency of the public sector enter-
prises in order to improve their profitability and
to reduce their draft on the National Exchequer.
If these efforts meet with success, their need to
raise more resources from the house-hold sector
may decrease to that extent.

Moreover, a vast potential of domestic savings of
the household sector in the interior of the country
remains to be tapped. It may be worth noting
that nearly 65% of the existing share-holding
population hail from only five centres-Bombay,
Delhi, Calcutta, Ahmedabad and Madras-in the
case of 80 large companies and the semi-urban
towns with a population of less than one lac has
rather insignificant shareholding population, ac-
cording to a sample survey done by Dr. L..C. Gupta.
The picture is also not much different in case of new
issues of capital where nearly 50% to 807% of appli-
cations with 507 to 60% of application moneys
come from the main centres in Maharashtra,
Gujarat and Delhi regions. It Is, thus, evident that
a lot of savings exists to be tapped in other urban
and semi-urban areas in the country, without even
talking about rural side.

The primary market is more activised and better
organised now, than at any time in the past, and
lot of expertise, organisational abilities and sophis-
tication is built up in marketing strategies, ignor-
ing for a while, unethical practices which has crept
in. An encouraging trend which has emerged is
that a single company can now mobilise even one
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thousand crore rupees from the investing public
provided it established its credibility with them,
cares for them and wins their confidence.

11. The Government has announced its intention to
improve the working of the Stock Exchanges and
to provide additional incentives to activate the
capital market to make it a more effective inter-
mediary, to mobilise savings.

Thus, the emerging scenario opens up good pro-
spects for mobilisation of required resources by the
private sector, inspite of competition from other agencies
and other environmental constraints faced by it. It is
of course, true that there is no room for self-com-
placency and inertia. The private sector will have to
use all its innate resourcefulness, inventive genius,
organisational abilities and devise appropriate market-
ing 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
functioning well and are not able to manage their affairs
satisfactorily, at present.

It is earlier mentioned that the Private Sector may
have to raise, between now and the turn of the pre-
sent century, Rs. 60,000 crores, from the capital market,
and that out of this Rs. 36,000 crores may be in the form
of debentures and debenture-related instruments and
Rs. 24,000 crores may be in the form of equity capital.
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1. Assuming that 90% of the paid-up capital of all the
public limited companies will continue to be listed
on the Stock Exchanges in future, the Stock Ex-
changes may have a minimum of additional 7,000
to 7,500 companies listed with them, making a total
of about 12,000 to 12,500 listed companies with a
total paid-up capital of around Rs. 30,000 crores and
market capitalisation of about Rs. 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 the
order of Rs. 75,000 crores for all the Stock Ex-
changes in the country, with Bombay alone handl-
ing about Rs. 60,000 crores. The total transac-
tions in the forward markets of all the Stock Ex-
changes could be at least of the order of Rs. 68,000
crores (assuming that speculation will be permit-
ted to continue on the present scale) and there
would be cash deliveries of about Rs. 6,000 crores
(excluding deliveries involved in badla). For
Bombay alone, the transactions in the forward
market would be Rs. 55,000 crores with actual
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cash deliveries in the region of Rs. 2,000 crores and
the rest being for badla transactions.

6. The actual number of individual transactions may
be around 50 million.

7. It is assumed, to be on the safer side, that only
10 million out of 15 million investors will require
the services of stock brokers by 1999-2000 and
each stock broker will be able to service about 1000
investors. On this assumption, all the Stock Ex-
changes will require a 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 re-
quire 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 !

You will feel that I have indulged in a number-
game which has now become a national pastime. I can,
however, assure you that it is not a bogus but a fairly
conservative picture. I have taken pains to get it veri-
fied by one of the most knowledgeable persons in the
stock exchange matters.

(D) Recent Trends in the Stock Exchanges Abroad

It would be appropriate, at this stage, to have a
broad view of the traumatic changes and the trends
evident in the Stock Exchanges in advanced countries
to realise where we stand and the lessons, if any, we
can draw from them, for our benefit.
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The Stock Exchanges, the world over, are recent-
ly undergoing significant transformation in the wake
of metamorphic changes in the national financial
markets. The opening up of the national economies,
particularly in the field of international trade and pay-
ments; financial deregulation; revolutionary changes in
computer technology and telecommunications; struc-
tural reorganisation of the money and capital markets;
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.

Numerous pension and provident funds, insurance
companies, mutual funds, commercial banks, money
managers, etc. who have massive funds, are now eager-
ly hunting for suitable outlets anywhere in the world,
where the markets seem undervalued. Revolutionary
changes in telecommunications and computer techno-
logy, mentioned earlier, have made it possible to
transfer billions 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 computer-aided and financial-
ly powerful firms of financial and investment con-
sultants, 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 intelligence on companies and industries, both
at home and abroad, analysis of market trends, choice
of mutual funds and other forms of investments, oppor-
tunities for mergers and amalgamations, etc. Even com-
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plete software of investment programmes for one’s own
personal computer to suit one’s varying needs and a
full range of house-broking and tele-broking services
are now being gradually introduced through electronic
linkages.

Partly in consequence, increasing financial innova-
tions are being undertaken by specialists. This has led
to a growing securitisation of debts and devising of new
financial instruments for different types of jinvestors
— individual, institutional or otherwise — around the’
world, to suit their considerations of safety, security,
yield and appreciation on capital. The options and
future markets are also springing up in different coun-
tries.

Growing possibilities of massive inflow of re-
sources from abroad to supplement domestic resources
and closer coordination and integration of domestic
economies for their sustained growth are, in turn, bring-
ing about radical changes in the national psychology and
outlook towards foreign capital. The Governments con-
cerned are actively encouraging fierce competition in
their domestic markets, by permitting foreign nationals,
commercial banks, merchant bankers, investment bank-
ers, conglomerates, etc. to transact business in their
securities markets either on their own or through col-
laborations or mergers with local securities firms of
brokers and to share the ownership of capital of domes-
tic companies, This has, incidentally, helped in improv-
ing their efficiency and in reducing dealing costs. All
these developments have led to substantial foreign in-
vestments in industrial securities and money market
instruments, in a number of domestic markets. It is
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reported that over 50% of the total volume of trading in
the London Stock Exchange now takes place in foreign
shares. The American Investors bought nearly $ 40
billion worth of foreign shares and securities and even
the conservative Japanese investors, who do not normal-
ly like to invest abroad, invested about 6 billion dol-
lars in foreign shares in 1985. New issues of shares
are distributed on a global basis by syndication of banks
and even the undervalued markets like Sweden,
Denmark and host of such other markets are getting
increasing invasion of foreign investors. 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 vested
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 to the new
changes in a smooth and orderly manner and is gearing
up to face challenges implicit in the competitive envi-
ronment emerging from growing globalisation of the
financial and equity markets and twenty-four hours’
trading.

Simultaneously, to win the confidence of the
foreign investors, each nation is trying to streamline its
settlement systems, tax laws, accounting standards and
disclosure requirements to ensure quick buying, selling
and transfer of securities and to effect prompt payments
related thereto. Penalties for security offences like in-
sider trading, fraudulent representations, misappropria-
tions, manipulation of markets by rigging or otherwise
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have been stiffened upto 7 years’ imprisonment. Fines
imposed for malpractices run into millions of local cur-
rencies and the offenders are also required to repay to
the authorities three times of profits made or losses
averted by them by their deliberate manipulation 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, mergers, etc. particularly in
the U.S.A., investment of sizeable funds by institutio-
nal investors in foreign markets, better outlook of the
economy and transmission of buoyant trends to other
markets, in sympathy.

At the same time, the growth of the options 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 to wild fluctuations in prices of
shares and securities in these markets. The national
governments and the Stock Exchanges are, therefore,
keeping a close watch on the constantly changing
situation and are refining their techniques of regulation
and control. They are also busy working out infor-
mal bilateral understandings and even agreements
to exchange information on a global basis relating to
security transactions and to collaborate with each in
tracking down security frauds and other offences.
Moreover, loopholes in regulatory techniques and in the
existing laws on investors’ protection are plugged and
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such techniques and laws strengthened further, wher-
ever necessary.

Such breathtaking developments and emergence of
new trends, leading to increased volatility or instability
in the major Stock Exchanges and the financial markets,
are naturally causing serious concern and anxiety to
most of the investors abroad. A growing number of
investors is, therefore, increasingly seeking safe havens
in ‘packaged investments’ offered by insurance com-
panies, mutual funds, unit trusts, etc. to protect their
savings and earn safe but reasonable returns thereon.

(E)\ Challenges Ahead

In this part, the challenges implicit in the emerging
scenario by 1999-2000 in a few areas of the new issue
market and those of the secondary markets (Stock Ex-
changes) are examined. Some lines of action or the fresh
thinking required to meet the same are indicated, where-
ver necessary. It has to be said, at the outset, that each
task to be performed will itself be a challenge and meet-
ing of each challenge will require implementation of
the steps suggested. Hence, overlapping, if any, bet-
ween the two cannot be avoided. The subject can be
examined separately for the new issue market and for
the secondary markets (Stock Exchanges).

The New Issue Market — Some Relevant Issues

The success of the new issue market is very crucial
for raising maximum resources for the diversified
growth and development of the industrial sector of the
country. The main challenge is to raise the required
resources upto 1999-2000, from the new issue market
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on a continuous basis from now onward. The other
is to devise appropriate strategies and take positive
policy decisions to induce the investors to continue to
invest in new issues in the face of alternative invest-
ment avenues, including physical assets, which appear
to them more attractive and safe.

As stated earlier, the private sector will have to
raise resources of an approximate order of Rs. 24,000
crores by way of fresh issues of equity capital and
cumulative convertible preference share capital from
the capital market between now and the year 1999-2000,
i.e. an average amount of about Rs. 1,400 crores per
year from now on as against an estimated Rs. 1,100
crores as at present. As the instrument of cumulative
convertible preference shares is stillborn,.not much
mobilisation from it can be expected. About 600 new
issues will also come to the market every year.

So far as raising of resources, by way of right
issues of existing companies is concerned, there may
not be problems except in case of companies with in-
different working which they will have to improve, in
any case, if they want to raise fresh resources from
their shareholders.

The story of ‘green field’ ventures is different. It
will be difficult to raise fresh equity capital on the re-
quired scale in future in the light of our recent experi-
ence unless we change our method of raising resources
by way of equity from the capital market, think on new
lines and tackle a few other problems, which have sur-
faced lately.

These issues are examined hereafter.
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90% of the new issues made in 1985-86 are un-
saleable, as stated earlier. Such has been our experi-
ence in the past also. Thus, though the chequered his-
tory of the new issue market keeps on repeating, we
do not do any fresh thinking on the subject and keep
on repeating past mistakes, stultifying the growth of
a vibrant capital market, in the process. Now that
more and more resources will have to be raised from
the household sector should we not think on new lines
or take corrective action to resolve some acute pro-
blems faced by the investors?

All the issues below Rupees one crore do not, now,
require the permission of the Controller of Capital
Issues. They form quite a large number of new issues
made. There is not much of expertise or proper machi-
nery for appraising or evaluating the technical or
financial aspects of the proposals either with most of
the merchant bankers, Registrars of Companies, the
Stock Exchanges or others to look critically at the pro-
posals from all angles. Similarly, there is no proper audit
of accounts or management audit of the capabilities
and quality of management of such ventures. Many a
sub-marginal company in this group are growing like
mushrooms and making ‘junk’ issues in the market and
will be doing so, in future. Necessary guidelines
stipulating essential preconditions such as minimum
promoters’ contribution, audit of accounts, management
audit, report on technical feasibility of the project, etec.
for making public issues should be urgently prescribed
to protect the interests of investors and keep their
interest alive in the new issues by way of equity. If
this type of ‘junk’ issues are allowed to be made now
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and investors are ruined — would it not be better to
allow formation of venture capital companies, security
houses or investment banks, on a selective basis, by
private entrepreneurs who are prepared to take risks
and who can create necessary machinery for evalua-
tiony, and appraisal of projects, provide necessary
managerial and technical inputs, and, if satisfied, can
nurse the issues for sometime, before offering them to
the public? Should we not also think of formation of a
subsidiary by the financial institutions whose function
is to promote industrial development jointly with the
two Insurance Corporations whose function is to take
risks, and the nationalised banks which would be in-
terested in the new accounts? Formation of such an
institution can be on the lines of issue houses or in-
vestment banks abroad which nurse new issues till they
are seasoned i.e. till they come to production or break-
even stage and then sell the same to the public. It can
also offer a package of other services to investors. The
cost of making public issues will in the process, be sub-
stantially reduced and the capital market will become
healthier.

In no other country, to my knowledge, the inves-
tors are directly exposed to undue risks of new ‘green
field’ ventures and should not, in fact, be exposed to,
particularly in underdeveloped countries, where they
do not have either the required knowledge or expertise
in the intricacies of investment matters or about the
technical aspects of trading in securities and are general-
ly misled by unscrupulous elements.

The unethical practices practised, recently, by some
of the merchant bankers, managers to the issues, stock
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brokers and promoters are a case in point. They have
disillusioned investors and have not only done an
irreparable damage for their own selfish interests, to the
cult of equity but also to the role of the capital market
as mobiliser of savings. There should, therefore, be
proper legislation to regulate the functioning of all the
agencies connected with the marketing of public issues
so that such malpractices are stopped.

We have no objective criteria to judge what damage
we have done to the growth of the capital market in
the country, till now, by following all these years, the
practice of offering shares of new companies to the
investors before they start even the construction work
and have plant and machinery installed and to know-
how many investors have shied away from investing in
new equity issues because they have burnt their fingers
in the past. Till policy decisions in such matters, as
indicated earlier, are taken, should we not at least have
fresh thinking on the question of reordering of our
priorities of financing of new projects wherein the
financial institutions and banks participate? The new
companies require the funds for their projects in a
phased manner, on an average, for about three to four
years, to come to the production stage. As suggested
by someone, promoters can bring in their contributions
first, institutions and banks can then come in to the
extent of their commitments and thereafter for the
balance amount required in later years, the companies
can approach investors so that the gestation period is
reduced and they have not to wait long for return on
their investments. This type of approach in project
financing will inspire confidence of the public in the new
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issues and will evoke better response from them for
such issues in future. Thus, the capital market will,
by itself, get activated. After all, the financial institu-
tions and banks agree to finance the projects only after
they get the projects thoroughly vetted and are satisfied
about their viability from all the angles and the pro-
moters’ abilities and competence to carry out the pro-
ject successfully, over a period. They are also secured
by mortgage of assets and by personal guarantees which
are not available to ordinary investors in the new issues.

In such a context, why should we treat the in-
vestors as ‘sacrificial goats’ and expose them from the
beginning, to great risks of depreciation of their capital
and the loss of returns for a long period and, thus, pena-
lise them for investing their hard earned savings for the
industrial development of the country. I, therefore,
agree with others that the promoters and the institu-
tions should come first in the projects before the invest-
ing public does. The problems, if any, arising out of
such an approach can be sorted out, if the will and
concern is there to do so. Unfortunately, the general
tendency in many of our institutions and the Govern-
ment Departments is to scuttle new ideas even if they
are feasible by preparing beautiful position papers
highlighting their negative aspects rather than the posi-
tive ones and the steps required to implement them. If
such a fresh approach is adopted, it will also lead to a
much closer monitoring of the projects by the financial
institutions and greater discipline in resource use by the
companies concerned, in the initial critical stages of the
new projects, which the individual investors are not in
a position to ensure. It will also improve performance



38

of a number of new ventures and prevent undue escala-
tion in costs and their incipient sickness. Fresh think-
ing in this matter will itself pose a challenge. In case
we continue the present method of raising resources
required by the new ventures in our traditional way,
despite the fact that it has done a lot of harm to the
growth and development of a healthy capital market,
we shall have to resolve, at least, some of the present
problems of the new issue market.

One of the challenging problem areas, is the cost of
public issues, which has sky-rocketted recently. The
new companies cannot afford to raise resources at such
heavy cost particularly, when more mega-projects would
come to the markets, in future. These costs must be re-
duced and the Government should not succumb to any
pressures from any quarters in this matter and should
even withdraw their earlier circular on mandatory cost
for further consideration as the question does not seem
to have been properly examined. The financial
institutions, including the investment institutions,
should also, on their own, come forward and
charge lower underwriting commissions, which form
a substantial part of the cost of the public
issues, as a part of their social obligations in
cases where they underwrite the issues. May I humbly
ask how does it help them except to show higher in-
come in their balance-sheets as against which they have
to finance, ultimately, increased cost of the projects? In
any case, they are expected to set examples to others.
Moreover, the institutions should impose certain disci-
plines on the managements of the companies who
approach them for assistance, so that the cost of the
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public issues is reduced. Their nominee directors on
the Boards of the Companies should look closely into
the matter and satisfy themselves about the reasonable-
ness of the cost.

There would be about 600 new issues of capital to
the public by 1999-2000. A tremendous burden will be
imposed on the postal and telecommunication systems.
The authorities concerned will have to plan in advance
to cope up with the problems which may crop up, in
future. However, the important questions of speedy
clearance of applications and refunds of amounts to the
investors will be required to be looked into. As for the
speedy clearance of applications, the need for a number
of computer agencies for processing applications, right
upto the stage of allotment, will considerably increase.
‘The banks will also have to gear up themselves and
improve their efficiency and the companies concerned
shall have to plan properly to allot the shares and issue
certificates promptly. At present, a number of problems
of coordination crops up and conflicts of interest arise
among different agencies and this leads to delays in pro-
cessing of applications and issue of share certificates.
Close monitoring of the entire processing machinery
is normally absent. The whole mechanism of the
market can work smoothly and efficiently only if every
agency involved realises its responsibility to the capital
market and plans in advance. In this context, quick
refund of application moneys to those investors who are
not allotted shares has become a grave issue and poses
a challenge to our thinking. The Indian Banks Associa-
tion and RBI should reopen this issue and reconsider the
suggestion of pre-paid security cheques. Simply react-
ing in a negative way by saying that the suggestion is
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impractical is not a solution to the problem. They should
then suggest an improved version of the same or a better
alternative. If the banks cannot do this, the Govern-
ment should suitably amend the provisions of the Com-
panies Act, 1956 regarding the deposit of application
moneys in a separate account with a bank in case of
public issues and follow the practice of the U.K. where
it is reported that the cheques of those investors who
are not allotted any shares are returned without
encashment. If this can be done elsewhere, can we not
do it ?

Some : of the provisions of the Companies
Act, 1956 have a bearing on the subject. For
example, all the provisions of the Companies Act,
1956, pertaining to the new issue of capital such
as the form of the prospectus, requirement of pro-
spectus to be sent with application form to each
prospective investor by the companies, necessity of issue
of allotment letters, etc. have become archaic and otiose.
We should simplify the legal formalities and procedures
connected with the issue of new shares till the stage of
the issue of certificates so that there may be faster com-
pletion of issues and a lot of inconvenience to everyone
can be avoided and costs of issues can be reduced sub-
stantially. The prospectus is too legalistic in nature and
is of limited utility to an investor. It should be made
simple and contain details, in brief, which are relevant
from the point of view of investors. The Company Law
Department should seriously look into such matters and
do the needful in consultation with the Institute of Com-
pany Secretaries and the Institute of Chartered Account-
ants or other concerned parties. The private sector may
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also have to raise resources from the capital market by
way of debentures or debt related instruments of the
order of Rs. 36,000 crores by 1999-2000, i.e. of the
order of Rs. 2,650 crores per year as against Rs. 2,300
crores raised on an average in the last three years,
including 1986-87. It can be assumed that the invest-
ment institutions, Army Front Insurance Fund and
investors - particularly in convertible issues - will conti-
nue to contribute their might. However, with the issue
of bonds in substantial amounts by the public sector
units with a lot of attractions, the interest of individual
investors appears to have recently waned in such
issues. It would, therefore, be fair to give some more
tax concessions to those who may like to invest in non-
convertible debentures for safety and yield considera-
tions. Government may also consider allowing public
provident funds to invest a part of their funds, on a
selective basis, in public issues of debentures to improve
income of such funds and to lend some token support
to the debenture market. Moreover, the Government
and the R.B.I. should permit issues of debentures by
the Companies with varying rates of interest, subject
to a ceiling, of say 15% with 5% premium at the end
and with differing maturities between 5 to 12 years.
It is not proper to treat all the companies alike and
make them issue debentures on the same terms and
conditions, without taking into account their working
financial strength, image with the public, etc. The
public should be allowed to decide whether they pre-
fer such issues, if the company so desires to issue at
a rate and maturity within the limits prescribed,
considering their ability to service and redeem the
debentures. Great care will have, however, to be
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exercised to ensure that this does not lead to the
“perils of increased leveraging” and corporate debt
trap.

In this context, the Government should serious-
ly consider allowing the companies to issue warrants
along with their non-convertible issues, bearing lower
rates of interest, which can entitle the holders of such
debentures to equity shares at a certain fixed price and
at a certain future date. This would reduce the interest
cost to the companies and also activate the debenture
market. Till the shares are issued, the holders of
debentures with warrants, would get no return on war-
rants, apart from appreciation in their value, but will
continue to get interest income on the debentures they
hold. This new instrument can help revive interest
of the investors in non-convertible debentures. Issue
of such an instrument is common abroad.

Thus, the stock exchanges would, incidentally, have
more instruments to trade in.

The Secondary Markets (Stock Exchanges) - Some
Relevant Issues

The extent of the enormity of the tasks to be per-
formed by the secondary markets (Stock Exchanges)
by 1999-2000, can be gauged by the following facts,
among others. The Stock Exchanges will have to
handle about:

(1) 50 million transactions in a year,

(2) the volume of transactions would be more than
Rs. 75,000 crores in terms of value (about Rs.
68,000 crores will represent forward trading, if the
speculation continues to be carried on),
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(3) genuine transactions will be of the value of about
Rs. 6,000 crores,

(4) the number of companies will be around 12,000
12,500,

(5) the number of shareholders i.e. investors, would
be 15 million to 20 million and

(6) the number of new issues will be around 600 per
year. These will be listed later, on the Stock
Exchanges.

The present unsatisfactory state of affairs in the
Stock Exchanges has been, mainly, the result of the
accumulated neglects of the past. Hence, the challenges
which we talk about will be essentially in the realm of
our fresh thinking on the subject.

Other formidable challenges will be to our intellec-
tual honesty to face the facts as they are and sincerity
of purpose and resolve to tackle the problems, without
adopting ‘soft options’ and allowing the situation to
drift from bad to worse. What sorts of other challenges
and tasks we have to face, and problems to be resolved,
in case of the Stock Exchanges if they have to justify
their existence and fulfil the tasks ahead?

The biggest challenge to be faced in this market is
to make the Stock Exchanges safe for genuine investors
who hold the ‘key’ to our planned economic develop-
ment. This can be met to a great extent if we control
excessive speculation in the Exchanges.

The fundamental issue which we try to evade and
which leads to ambivalence in our thinking and poli-
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cies relating to the Stock Exchanges is to decide whe-
ther we need so much of forward trading - which was
banned in 1969, and is now revived - under the guise of
hand delivery transactions in specified list of shares,
where transactions are allowed to be carried forward
almost in perpetuity through the renewal of contracts
and payment of contango charges. Nearly 90% of the
trading on the Stock Exchanges is sheer “gambling in
differences” as the speculative activities permitted to be
carried on in our country have no backing of either
the intentions to take genuine deliveries of shares which
are purchased or to give deliveries of shares which are
sold. ’

Speculation does not mobilise any fresh savings
or leads to any asset formation in the industrial sector.
It provides real liquidity in case of only 200 to 250
active shares in the markets where, at present around
5,000 shares are listed. Thus, the primary purpose
and the very relevance of the Stock Exchanges to pro-
vide liquidity and easy marketability or quick payments
for deliveries effected in respect of shares are not
served in about 90% of the shares, on the basis of con-
tinuous price formations. Such a situation leads to all
sorts of malpractices, including extensive insider trad-
ing, manipulation of markets, evasion of taxes, gene-
ration and proliferation of black money and, above all,
to frequent crises and growing instability of the
markets. It wastes a lot of time of the stock brokers in
such transactions, leaving little time for them to attend
to the work of genuine investors. Perhaps, there may
have been some justification for such speculative acti-
vities in the early stages of the development of the
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equity markets to create interest among investing
public about investment in shares, but even then such
activities were normally backed up by underlying
securities and intentions to take delivery of shares.
Now that our markets are well established and have
gained maturity and experience, when the public has
become more and more investment conscious and when
the primary markets can give good response to good
issues without rigging up of prices, do we need such
excessive speculation ?

Even without such excessive speculation, there can
be buoyant conditions in the Stock Exchanges based
on individual performances of the companies and
increasing demand from genuine investors for good
growth scrips in general. What we really need is real
resources to be raised for accelerating the tempo of
development and not provide ‘casinos’ to the speculators
and operators at the expense of the national economy
and genuine investors, without whom the Stock Ex-
changes will have no function to perform. The most
serious aspect of permitting such excessive speculative
activities is that even the younger generation and other
new investors who have, increasingly, started taking in-
terest in the Stock Exchanges, are developing ‘casino
culture’ instead of ‘investment culture’. Such a deve-
lopment may have serious consequences for the coun-
try’s future development. Ultimately, who benefits from
such speculation? Excessive speculative activity and
contrived buoyancy and volatility in the Stock Ex-
changes actually prevent a healthy and vibrant growth
of the capital market.
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Lord J. M. Keynes has warned that ‘“the position
becomes serious when enterprise becomes a bubble on
the whirlpool of speculation and when capital develop-
ment of a country becomes the by-product of the acti-
vities of a casino”. This is exactly what is happening
in our new issues market and in the secondary markets
(Stock Exchanges) and we must prevent it.

Even if we feel that some speculation in shares is
necessary and permit it, why do we shy away from
strictly limiting its dimensions so that frequent crises do
not occur, malpractices are reduced and the stability of
the markets is not threatened, now and then? Why have
we to depend only on the institutions to salvage the
markets, often? We must create built-in stabilisers for
such situations in the markets like general backing of
‘moneys and securities, to meet such situations.

The following actions must, therefore, be taken on,
on urgent basis, even if we want forward trading to
continue. It may, however, be mentioned that we have
not yet removed the legal ban on such transactions,
though they are carried on and permitted unofficially.
The following main actions, among others, must be
taken to curb excessive speculative activity:

1 The present regulatory mechanism is not satisfac-
tory. We must introduce immediately the system
of front-end margins of a minimum of 30% to 40%
for forward sales or purchases of shares or even
100% in case of emergencies. Genuine investors
who want to purchase shares would not mind pay-
ing, in advance, such margins or deliver the securi-
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ties when they are required. In no other country,
to my knowledge, such rampant speculation is
permitted without such margins or without the
backing of moneys or shares. The margins so taken
from each person who wants to speculate must be
collected in advance, proper records must be kept
and the amounts collected must be deposited with
the Stock Exchanges in a separate account of the
stock brokers on behalf of their clients.

No speculation should be allowed in shares for
more than a maximum period of one month. There
should be separate contracts for such transactions
in a different colour and the validity of such con-
tracts must be limited to one month. Such con-
tracts would, thereafter, become null and void. No
transactions would be allowed to be carried for-
ward by paying budla and issue of fresh contracts.
Such contracts must be settled at the end of the
month either by payment of differences in cash or
by taking or giving deliveries of the shares, as the
case may be.

The regulatory mechanism, the reporting system
the audit and surveillance machinery shall have to
be tightened up to ensure that each stock broker
involved, reports such transactions faithfully and
complies with the directives issued by the Stock
Exchange authorities. Any infraction of such re-
quirements should invite strict penalties, including
heavy fines, suspension from business for at least
3 months and even expulsion from the Exchange.

Certain practices like insider trading, manipula-
tions of the markets and other malpractices having
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a tendency to disrupt normal working and/or
destabilise the markets must be curbed by severe
penalties, including fines upto three times the
profits made or the losses averted and also imprison-
ment upto at least 7 years, as is now done in the
Stock Exchanges abroad. Incidentally, press re-
ports have appeared to the effect that the Govern-
ment intends to bring forward legislation to con-
trol “insider trading”. It has to be emphasised, in
this context, that the Sachar Committee’s recom-
mendations are not adequate for the purpose. In
cases of ‘insider trading’ shares are generally taken-
up only on a forward basis and nobody normally
wants to spend money, take the delivery and get
the shares registered in his/her name or to give
deliveries of the shares sold. Such contracts should
also be covered under the proposed legislation.
Moreover the coverage of relatives is limited in
case of Sachar Committee’s recommendations. The
High Powered Committee on the Stock Exchange
Reforms has given a draft of the proposed legisla-
tion to the Government which, I believe, takes
care of the loopholes. However, apart from taking
note of these factors, the proposed amendments to
the Securities legislation in the U.S.A. to tighten

‘the provisions to control ‘insider trading’ should

also be noted.

The business done by each stock broker as an agent
and on his own account must have definite re-
lationship with the resources he employs in busi-
ness on the Stock Exchanges. He should not be
permitted to trade beyond certain limits related to
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his means. If he does this often, he must be ex-
pelled from the market. A system on the lines of
liquidity margins abroad may be introduced in our
country.

There should be frequent exchanges of informa-
tion among the leading Stock Exchanges about
large purchases and sales of shares effected in the
local markets by any party, to build up market
intelligence and to know the extent of intra-ex-
change speculative build-up by operators.

There should be a proper code of conduct for all
the stock brokers which must have legal sanction.
If anyone violates the same, he should be ostraciz-
ed by other stock brokers and penalised.

The stock brokers icalled ‘“Taravaniwallas” must
be asked to maintain proper books of accounts.
Their books must be subject to audit to find out
farming out of orders by others to evade margins
or to hide the identity of the operators. I am in-
formed that in the last few major crises, in the
Bombay Stock Exchange, at least 100 stock brokers
were involved, every time.

The scrips in which the institutional holding
together with that of the promoters exceed 60%
should be taken off the ‘specified list’. The insti-
tutions themselves should sell the shares they hold,
if their combined holding goes beyond 40%.

A lot of rigging of prices in shares before their
issues takes place in areas where there are no Stock



50

Exchanges. The mushroom growth of road side
associations of brokers which has taken place in
such places, essentially for the purpose of specula-
tive trading or for farming out of business from
other centres must be declared illegal. Such asso-
ciations do more harm than good to the cult of
investment in financial assets in general. It should
be provided by law that nobody shall be permitted,
anywhere in the country, to deal directly or in-
directly in securities listed or proposed to be listed
on the stock exchanges, without proper registra-
tion and authorisation. The relevant provisions of
the Securities Contracts (Regulation) Act, 1956,
should be amended accordingly.

If we succeed in curbing excessive speculative
activities, we shall win more than half the battle in
meeting the challenges faced by the Stock Exchanges.

Investors normally prefer to invest in good scrips.
The healthy state of the market cannot naturally
depend only on 200 to 250 scrips. The scarcity of good
growth stocks is one of the causes of limited nature
and narrowness of our markets and leads to concentra-
tion of speculative activities on a few shares leading to
instability of the markets. It is, therefore, necessary
that a wide spectrum of instruments should be made
available to the investors to choose from and to enable
them to switch over from one to the other. This will
not only improve liquidity in the markets, but also
broaden them. The following suggestions, in this con-
nection, may be considered:
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(1) The private limited companies with good ‘track

(2)

3)

(4)

record which avail of finances from banks and in-
stitutions beyond certain limits, should be persuad-
ed to broaden the ownership of their capital by
giving them necessary exemption of capital gains
and permitting them to make offers of sale upto
25% of their capital to the public at reasonable
prices. In this connection, the option given to the
promoters to disinvest is welcome, but more re-
quires to be done.

The question of issue of non-voting shares for both
domestic and non-resident shareholders deserves
serious consideration.

To make it easier for the companies to issue more
equity capital, can we also not examine the ques-
tion whether we can allow existing public limited
companies to offer 25% of their shares directly to
the public as is proposed recently by the Chancellor
of Exchequer in the U.K. if the companies can ser-
vice the enlarged capital? In such cases, we have
to amend the provisions of the Companies Act,
1956, which require a special resolution from the
existing shareholders, for increasing the capital.

The L.I.C. and the G.I.C. should not only purchase
but also sell the shares in the markets more often.
The continuous purchases of shares by these in-
stitutions from the markets without frequent sell-
ing of shares by them lead to the scarcity of
good shares in the markets and aggravate price
vises unduly. If they also sell shares frequently,
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it would improve the liquidity in the markets. If
restrictive provisions of taxation come into the
picture, they should be liberalised. The restrictive
provisions of the Insurance Act framed years back
and which were meant to govern the activities of
the private sector companies and which still govern
their operations to a large extent, must be amended
so that they can actively participate in the develop-
ment of the new issue market and bring about some
discipline therein.

The Chiefs of the public sector undertakings have
approved partial privatisation drive and offer of
equity shares of their undertakings to the public
and employees. This suggestion is worth consider-
ing by the Government in the case of companies
with good track record. Such a step will release
the resources of the Government and also help the
markets. If the Government does not wish to adopt
this approach, the shares may be offered to the
public sector investment institutions, with suitable
guidelines as to voting rights, price, ete. This will
not only release the resources of the Government -
but also provide these institutions with more
investment outlets.

Allowing the companies’ to issue. warrants and
debentures with varying maturities and yields has
been discussed earlier,

The money markets abroad have devised a number
of short term instruments for the investors who do
not prefer to block up their funds for long periods.
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The Vaghul Committee’s suggestions for the issue
of commercial paper by some public limited com-
panies, bills of exchange and such other instruments
need serious consideration.

(8) We can think of even allowing term lending insti-
tutions to issue participation certificates with buy-
back arrangements, directly to the public so that
their resources can be recycled for further deve-
lopment. An active secondary market in such in-
struments can be developed through the machinery
of the Stock Exchanges.

(9) The R.B.I. should examine the question of mak-
ing the general public get interested in the Govern-
mént securities.

There are other areas related to structure and
operations of the Stock Exchanges where new problems
may crop up by 1999-2000. Effective steps taken to
solve them will, in turn, pose challenges.

The total number of transactions in shares may go
upto 50 million with a volume of the order of about
Rs. 75,000 crores for all the Stock Exchanges, in the
country, by 1999-2000.

It would be humanly impossible to handle this
order of business and conduct the operations of the
Stock Exchanges in a smooth and orderly manner, if
the present primitive and outmoded system of conduct-
ing business in the Stock Exchanges continues. There
has to be increased competitive efficiency, sophistication
and better transparency of operations. Unless the
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Stock Exchanges are modernised and major restructur-
ing takes place, through complete automation of their
operations with the help of computers with terminal
facilities, wherever necessary, installation of terminals
or micro-processors for the stock brokers, and resort
to other electronic or mechanical aids, the whole admi-
nistrative system will collapse under the sheer mass of
documents, paper work and massive build-up of re-
cords. There is no escape from such a fresh approach.
If this has to be done, the Stock Exchange authorities
will have to plan backward right now onwards, in
consultation with the management and computer
experts, to decide how they should go about the job
so that within the next five years, the system becomes
operational and gets stabilised thereafter. Simultane-
ously, the Stock Exchange offices will have to be equip-
ped with adequate telephone and telex facilities, elec-
tronic linkages, own courier services, etc. Thus, in
short, considerable infrastructure facilities will have
to be created and the entire stock-broking business
will have to undergo revolutionary changes and become
highly professionalised to improve upon the present
level of operational efficiency and to render better ser-
vice to the investing public.

Moreover, the number of investors in the country
would be between 15 million to 20 million by 1999-2000.
Even if we assume that only 10 million investors will
use the services of the stock brokers and the rest, those
of the sub-brokers, licenced dealers, etc., we shall re-
quire a minimum of 10,000 stock brokers all over the
country with adequate staff, proper infrastructure faci-
lities and with the capabilities in terms’ of professional
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skills, knowledge and educational background. A wide
net-work of sub-brokers, agents and licenced dealers
will also have to be created. In Bombay alone, we may
require more than 2,500 active stock brokers. The sheer
compulsion of the emerging scenario will require opening
up of all the Stock Exchanges and admission of pro-
fessionals from outside with minimum ease and with
reasonable admission fees not exceeding Rs. 5 lacs pay-
able in easy instalments, if necessary. Any restrictions
on such an entry in any Rules or Memorandum or Arti-
cles of Association of the Stock Exchanges will have to
be made null and void by legislation unless the organisa-
tional structure of the Stock Exchanges is completely
revamped. Necessary powers will have to be vested
in the hands of the Governing Boards to decide upon
the numbers to be admitted and selection criteria to be
decided. Similarly, the anachromistic system of dormant
membership will have to be done away with, through
legislation. There should also be no ban to corporate
members or the financial institutions, banks, merchant
bankers, to do security business, if circumstances so
warrant, as they would have sufficient resources, train-
ed manpower and, other infrastructure facilities which
will be required by any one operating in the markets,
by 1999-2000. This would lead to a considerable
improvement in the services of the stock brokers to
both the individual investors and to the companies
whose securities they deal in. The competitive effici-
ency of the markets would, thus, improve in the pro-
cess. Small stock brokers with slender resources are
not in a position to render prompt and efficient service
to the clients, even at present. They will have to
merge or amalgamate with others to become viable
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enough to withstand competition. It appears from the
emerging picture that there will be no dearth of busi-
ness, even without resorting to speculative business, for
those who will be properly equipped and are prepared
to render prompt and efficient service.

The Stock Exchanges must become national insti-
tutions with national outlook and investors in any region
should get the best service from any one in the coun-
try. We have a lot of lessons to learn from the recent
developments in the foreign markets referred to earlier,
so far as such aspects of functioning of the Exchanges
are concerned

“To move a' step further in the direction of the
évolution of a national market in our country the re-
strictions placed by the Stock Exchanges on the open-
ing of offices and on the entry of outside members in
}heir own area of operations will have to be removed
‘except in cases of small markets that may have been
‘established after 1980 and which may have to be
nurtured and Where local 1nfrastructure will be requir-
ed to be created.” Even in such markets after a period
‘of 5 years or so, nobody should be barred from doing
‘business. This is necessary to introduce competitive
conditions in this business. ‘

‘A considerable number of new Exchanges will be re-
quired to be established or, in the alternative, branches
~of established Exchanges or their representative offices
will have to be allowed to be opened in different areas
in the country, to ensure that the Stock Exchange busi-
ness does not get unduly concentrated in certain Stock
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Exchanges and better services are rendered to the in-
vestors, in the rest of the country. A number of clear-
ing houses/centres to ensure proper settlements of
transactions and prompt payments to investors in cer-
tain areas will also be required. Moreover, the entire
system of trading and related procedures and practices
will have to be streamlined and made uniform for all
this, within a stipulated time-limit, that the electronic
linkages of the Stock Exchanges, apart from simulta-
neous display of prices, can make a real contribution
to the evolution of a national market. The compre-
hensive legislation proposed to be brought forward by
the Government should, among other things, take
these aspects of the functioning of the Stock Ex-
changes into consideration.

The burden of the healthy functioning of the Stock
Exchanges which has to be ensured for meeting the
challenges of the future, does not only rest with the
Stock Exchange authorities and the stock brokers but
also with the public limited companies and the invest-
ing public. They cannot be passive onlookers in the
transformation which may take place in the Exchanges
but will have to extend full cooperation to them. It
has to be understood that one of the dimensions of the
healthy functioning of the Stock Exchanges is also the
performances of the companies listed on the Stock Ex-
changes. The managements of the companies which
have not performed well will have to realise their re-
sponsibilities and obligations to the shareholders and
the society and ensure that they remove management
deficiencies and improve efficiency of their operations,
inspite of environmental constraints, if any, to come
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up ta the expectations of the investing public and
to perform better on the Stock Exchanges. All the
companies should also streamline the operations in their
share and secretarial departments and revise their pro-
cedures to ensure that the issues and transfers of shares,
payments of dividends, handling of correspondence, etc.
are expedited and prompt and efficient services are
rendered to their shareholders who are also owners of
their companies. Specific responsibilities should be
assigned to a designated official of the company who may
be asked to submit regular reports to the Board on the
working of the share department of the company.
Nominee Directors of the institutions should ensure
that such reports are submitted to the Boards of the
Companies. Listing agreements of the Stock Exchanges
with the companies should provide compliance with
such a requirement.

The companies should equally be prompt in being
more open and inform the Stock Exchanges about the
trends in their working, important developments that
affect the same, etc. They should even evolve a code of
conduct for all those occupying high positions in their
companies to ensure that they do not indulge in unethi-
cal practice of insider trading and bind them to dis-
close their operations in the shares of their own com-
panies either on a forward or on a cash basis. The pro-
fessional bodies like the Institute of Company Secre-
taries, the Associations and Chambers of Commerce and
Industry, can play an useful role in creating better
awareness about the responsibilities of the corporate
sector in such matters.
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Similarly, the investing public must help the stock
brokers by making prompt payments, by properly execu-
ting transfer deeds and giving prompt deliveries in
marketable lots of shares and by returning the moneys
wrongly paid or shares wrongly delivered to them.
Stock broking community also faces a number of diffi-
culties in complying with the requirements of certain
provisions of the Companies Act, 1956 and the Registrar
of Companies should pay serious attention to the repre-
sentations and grievances of the Stock Exchange autho-
rities and the stock brokers and redress them where
satisfied, or even recommend appropriate changes in the
law for the purpose, so that the smooth and orderly
trading takes place in the markets.

This sort of cooperation from everyone concerned
is required in the national interest to enable the Stock
Exchanges to face the enormous challenges at the dawn
of the 2Ist century. They must share a part of the

blame if the Stock Exchanges fail the nation, for no fault
of theirs.

One of the most challenging tasks for the Stock Ex-
changes would be to bring about qualitative improve-
ments in the standards of service, behaviour and con-
duct of the existing stock brokers. In the competitive
environment that will prevail in future, this is highly
important as a good number of highly educated and por-
fessionally qualified individuals with refined behaviour,
better knowledge, grasp and skills will enter the stock-
broking profession and the existing stock brokers will
have to compete with them on equal terms, for
business.
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broking community will, in their own interest, and in
the interests of the investors and the economy extend
their wholehearted cooperation to the Government in
their sincere efforts to put the business on sound and
healthy lines. This will win them a well-deserved
accolade from the investors and enable them to make
their maximum contribution to the socio-economic
development of the country.

The A.D. Shroff Memorial Trust has mo specific
views on these economic problems. This publication is
issued for public education, and hence the views ex-
pressed are specifically those of the author.
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