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INTRODUCTION

Transfer of resources from those with idle
resources to others who have a productive need for
them is perhaps most efficiently achieved through
the securities markets. Stated formally, securities
markets provide channels for allocation of savings
to investments and thereby decouple these two
activities. As a result, the savers and investors are
not constrained by their individual abilities, but by
the economy’s abilities to invest and save respectively,
Wwhich inevitably enhances savings and investment
in the economy.

MARKET SEGMENTS

The securities market has two interdependent
and inseparable segments, the new issues (primary
market) and the stock (secondary) market. The
primary market provides the channel for sale of new
securities while the secondary market deals in
securities previously issued. The price signals, which
subsume all information about the issuer and his
business including associated risk, generated in the
secondary market, help the primary market in
allocation of funds. The issuers of securities issue
(create and sell) new securities in the primary
market to raise funds for investment and/or to
discharge some obligation, They do so either through
public issues or private placement. It is a p_)ubllc issue
if any body and everybody can subscribe for the
securities. If the issue is made to select people, it is
called private placement. In terms of the Companies
Act, 1956, an issue becomes public if it results in
allotment to more than 50 persons. This means an
issue resulting in allotment to less than .50 persons
is private placement. There are two major type.s.of
issuers who issue securities. The corporate entities

issue mainly debt and equity instruments (shares,
debentures, etc.), while the governments (central and
state governments) issue debt securities (dated
securities, treasury bills).

The secondary market enables participants who
hold securities to adjust their holdings in response
to changes in their assessment of risk and return.
They also sell securities for cash to meet their
liquidity needs. The secondary market has further.
two components, namely the over-the-counter (OTC)
market and the exchange-traded market. QTC is
different from the market place provided by the Over
The Counter Exchange of India Limited. OTC
markets are essentially informal markets where trades
are negotiated. Most of the trades in government
securities are in the OTC market. All the spot trades
where securities are traded for immediate delivery
and payment take place in the OTC market. The
exchanges do not provide facility for spot trades in
a strict sense. Closest to spot market is the cash
market where settlement takes place after some time.
Trades taking place over a trading cycle, i.e. a day
under rolling settlement, are settled together after a
certain time (currently 3 working days). All the 23
stock exchanges in the country provide facilities for
trading of equities. Trades executed on the leading
exchange (NSE) are cleared and settled by a clearing
corporation which provides novation and settlement
guarantee. Over 99% of the trades settled by delivery
are settled in demat form. NSE also provides a formal
trading platform for trading of a wide range of debt
securities including government securities.

A variant of secondary market is the forward
market, where securities are traded for future delivery
and payment. Pure forward is out side the formal
market. The versions of forward in formal market
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are futures and options. In futures market,
standardised securities are traded for future delivery
and settlement. These futures can be on a basket of
securities like an index or an individual security. In
case of options, sccurities are traded for conditional
future delivery. There are two types of options - a
put option permits the owner to sell a security to
the writer of options at a predetermined price while
a call option permits the owner to purchase a security
from the writer of the option at a predetermined
price. These options can also be on individual stocks
or basket of stocks like index. Two exchanges, namely

NSE and BSE provide trading of derivatives of
securities.

PRODUCTS AND PARTICIPANTS

Savings are linked to investments by a variety
of intermediaries through a range of complex
financial products called “securities” which is defined
in the Securities Contracts (Regulation) Act, 1956
to include shares, scrips, stocks, bonds, debentures,
debenture stock, or other marketable securities of
like nature in or of any incorporate company or body
corporate, government securities, derivatives of
securities, units of collective investment scheme,
security receipts, interest and rights in securities, or
any other instruments so declared by the central
government. There are a set of economic units who
demand securities in lieu of funds and others who
supply securities for funds. These demand for and
supply of securities and funds determine, under
competitive market conditions in goods and securities
market, the prices of securities.

It is not that the suppliers of funds and suppliers
of securities meet each other and exchange funds for
securities. It is difficult to accomplish such double
coincidence of wants. The amount of funds supplied
by the supplier of funds may not be the amount
needed by the supplier of securities. Similarly, the
risk, liquidity and maturity characteristics of the
securities may not match preference of the supplier
of funds. In such cases, they incur substantial search
costs to find each other. Search costs are minimised
by the intermediaries who match and bring these
suppliers together. They may act as agents to match
the needs of the suppliers of funds / securities, help
them in creation and sale of securities or buy the
securities issued by supplier of securities and in turn,
sell their own securities to suppliers of funds. It is,
thus, a misnomer that securities rparkc-at
disintermediates by establishing a direct relau?nshlp
between the suppliers of funds and suppliers of

securities. The market does not work in a vacuum;
it requires services of a large variety of intermediaries
like merchant bankers, brokers, etc (Table 1) to bring
the suppliers of funds and suppliers of securities
together for a variety of transactions. The
disintermediation in the securities market is in fact
an intermediation with a difference; it is a risk-less
intermediation, where the ultimate risks are borne
by the suppliers of funds/securities (issuers of
securities and investors in securities), and not the
intermediaries.

Table 1

Market Participants in Securities Market

Number as on
March 31, 2002

Market Participants

Securities Appellate Tribunal 1
Regulators (DEA, DCA, SEBI, RBI) 4
Depositories 2
Stock Exchanges 23
Brokers 9,687
Sub-brokers 12,208
FlIs 490
Portfolio Managers 47
Custodians 12
Share Transfer Agents S 161
Primary Dealers 18
Merchant Bankers ) 5
Bankers to an Issue 68
Debenture Trustees ¢ 40
Underwriters 54
Venture Capital Funds 34
Foreign Venture Capital Investors 2
Mutual Funds 37
Collective Investment Schemes 6

Source: SEBI

The securities market, thus, has essentially three
categories of participants, namely the issuers of
securities, investors in securities and the
intermediaries and two categories of products,
namely the services of the intermediaries and the
securities, including derivatives. The issuers and
investors are the consumers of services rendered by
the intermediaries while the investors are consumers
of securities issued by issuers. Those who receive
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func!s in exchange for securities and those who
I€celve securities in exchange for funds often need
the reassurance that it is safe to do so. This
reassurance is provided by the law and custom, often
en.forced by the regulator. The regulator develops
falr market practices and regulates the conduct of
issuers of securities and the intermediaries so as to
protect the interests of investors in securities. The
.regulator ensures a high standard of service from
intermediaries and supply of quality securities and
non-manipulated demand for them in the market.

A PROFILE

The past decade in many ways has been
remarkable for securities market in India. It has
grown exponentially as measured in terms of amount
raised from the market, number of stock exchanges
and other intermediaries, the number of listed stocks,
market capitalisation, trading volumes and turnover
on stock exchanges, and investor population. The
market has witnessed fundamental institutional
changes resulting in drastic reduction in transaction
costs and significant improvements in efficiency,
transparency and safety.

Dependence on Securities Market

Three main sets of entities depend on securities
market. While the corporates and governments raise
resources from the securities market to meet their
obligations, the households invest their savings in
securities. While the corporate sector and
governments together raised a sum of Rs. 226,911
crore during 2001-02, the household sector invested
4.3% of their financial savings through the securities
market during 2000-01 (Tables 2 and 3).

Corporate Sector : The 1990s witnessed emergence
of the securities market as a major source of finance
for trade and industry. The share of capital market
based instruments in resources raised externally
increased to 53% in 1993-94, but declined thereafter

to 31% by 2000-01.

Governments : Along with increase in fiscal deficits
of the governments, the dependence on market
borrowings to finance fiscal deficits has increased
over the yea¥s. The state governments and the central
government financed about 14% and 18%
respectively df their fiscal deficit by market
borrowings during 1990-91. In percentage terms,

dependence of the state governments on market

borrowing did not increase much during the decade
1991-2002. In case of central government, it

increased to 69.4% by 2001-02.

Households: Household sector accounted for 89%
of gross domestic savings during 2000-01; 53% of
their savings were in financial assets. The shar.e.of
financial savings of the household sector in securties
(shares, debentures, public sector bonds and units
of UTI and other mutual funds and government
securities) is estimated to have gone down from
22.9% in 1991-92 to 4.3% in 2000-01.

Though there was a major shift in the saving
pattern of the household sector from physical assets
to financial assets and within financial assets, from
bank deposits to securities, the trend got reversed in
the recent past due to high real interest rates,
prolonged subdued conditions in the secondary
market, lack of confidence by the issuers in the
success of issue process as well as of investors in the
credibility of the issuers and the systems and poor
performance of mutual funds. The portfolio of
household sector remains heavily weighted in favour
of physical assets and fixed income bearing
instruments.

Table 2

Dependence on Securities Market

Year " Share (%) of Securities Market in
External Fiscal Fiscal Financial
Financeof — Deficitof  Deficit  Savings of
Corporates  Central of State  House-

Govern- Govern- ~ holds
ment ment

1990-91 19.35 17.9 13.6 14.4

1991-92 19.17 20.7 17.5 22.9

1992-93 33.38 92 16.8 17.2

1993-94 53.23 48.0 17.6 14.0

1994-95 44.99 35.2 14.7 12.1

199596 21.67 549 187 7.7

1996-97 22.12 30.0 17.5 6.9

1997-98 28.16 36.5 16.5 4.5

1998-99  27.05 60.9 14.1 4.2

1999-00 33.58 67.1 13.9 7.3

2000-01  31.39 61.4 13.8 4.3

2001-02 N.A 69.4 15.2 N. A

Source : CMIE & RBI.
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