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HE time has come’, as Lewis
T Carmolispoke of ‘Kings and cab-
Dbages’ 1o speak of men and ma-
vrial, lazy, sleeping and shoth litvering
nd the few vibrant ones adoming
he marker landscape. The time has
ome fracleary up aall for the bealth
of the healtby few and thereby for a
wwalthy marker!
AL thie end ol Mardy 2007, there
sere 31 recognised stock exchanges
nd 9.443 registered brokers in India.
Jthese twoexchanges, namely, NSE
md BSE. which had 1017 and 925
-rokers respectively, reported 99.99%
Liernover during 2006-07. Top 100
-rekers of vach of these two exchanges
ccoumt tor about three tourth of
urnover o eash segments. Chus, the
oison e of 19 exchanges and
ssodated 7,500 brokers has disap-
reared. A vast majority uf brokers on
<SE and BSE have marginal, also-in-
he-business existence. Other partid-
rantsand intermedianiesinthe securi-
in<market have similar excess capaci-
y. T binlogical terms, some of the
wdrticipants have grown enormously
o size strangling others like huge
-anyan trees: natiral growth In asit-
nrea o) natusal monopuly.
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The continued existerice of the defunctexchanges and businessless brokers presents a classic case of market and state failures

Market muddle or natural monopoly7 Big fish flourish, small perash

The exchange business presents one
ol the dear examples of natura) mo-
nopoly --- where greater productive ef-
ficieney is achieved with higherscale of
operation. With intensive use of ech-
uology w teading. clearing and setgle-
ment, setting upan exchange requires
substantial fnitial cost, while 1he mar-
ginal cost of vperation is negligible. Fur-
ther. netwwnrk externality isinherent in
exchange business — il the volumes on
an exchange reaches or @oes beyond
the threshnld level of liquiclity, the Big-
uldity begets liquidity U i falls below
thatleyed, the Tiuidity dhes up Asare-
sult, the big becomes bigger irampling
the small players untknowingly: like
Gnliverin the land of the Lillipntians.
These vperational [catires provide
strong incentive for an exchiange w op-
erate al 2 higher scale and become a
monopolist, Since all exchanges initial-

-ly xer up systerus, but business coneen-

trates in a lew incourse nflime, most of
them end up baving excess capadity.
This s not desirable from an ccononic,
efficiency angle.

The ostofserting upsysremsand en-
suring compliance ol heighiening rades
and regulations have becomes ron heavy
for smallbrokers tosheulder. This irend
veould continue - big brokers wiil con-
et iavess in technology and hn

man resuurces and expaiil, whilesmall
brokens would fail to do soand wonse-
quently fail v provide quality service to
dienis and gradually be forved 10 with-
draw from the marker. This 15 exacly
parallel 10 the business of stock ex-
changes —most of the brokers have ex-
eSS capadity. As one or twe stick ex-
changes can now cater tw the needs of
the enlire ntarker iwhich may be e
for the wlobal market inthe neadiom fn-

ture), alew brokers, with inandat mus-
cle andd superior technolngy, can alv
carer tothe neeils of the whole marker.

There was athae when we needada
large number of exchanges spread
acrss the length and breadih of the
country through a widespread -
warek of hrokers. The dnumstances
have changed making most of them
redundant. The iarker simply docs
net have space lor many exchanges
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and thousands of brokets. We are i a
catch 22 situation thene i nvither
enough justilication for their contin-
uel existence nor do we like (o hasten
their exit Wa seem 1o be vaiting for
their nanrral death. which is not hap-
pening foralooy dme. Asa result, din-
ially dead exchanges and broke:s
have hlocked stzable resources, a pant
ol which G be released for s 'I'L--lh
eruse witho affecting the by or

qrrangty of autpun, This isakin e dis-
guised unemployment, which was
supposed tobe g featire of the primare
wator alfecied by seasonaliny: Wl
vver thoughit a vibran sen e seder
i as bnangal serviees wenid e o
vt of 1The poor primany, secor dis-
Inany wse, thestandard semedy
{ersach syndrome, a b Arthor Lewis,
i< 1o withdrasy or rranster the under-
wilsed resouiees i athet wes, which
worldimmove overall productivity
AN CCONOMIC AZeNT Carmies on busi-
Hess s ongas it ecarns nonmal prohise o
pulls dowen shuners when failing en
this 1arget. Despite thelr non-perform-
ancy, the nalundang exchanges ard
brokersarenotvolntanily exi
the market. This olt market resembles
a4 il solt stere where canomic
agens do not recerve o fail to receve
ihe slgnais emanaring from the coo-
noue ehviconment and respund i
them appropriarely. Consequenily, the
market hastatled 1o reach destrable our-
wines inreseurce use. This i suiking
because these are the organisatons
svhich protess to ensure the best alloca-
tion ol resourtes. U market ts effiaent
and yielding destrable outcomes |he
statcts notexpented i inverfercintheir
lunctionag i notmal draonsances
Phestate i owever, ey pecaad o inler-
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fer=if1he market maliirasoms Wen
i ecenomicagents. {or
s ko ol reasve th
makv tse ol opponunitics as.
the envirounent the sieie
crde them, Unfonomateiy, vl fn
exchangecand brokersare havire 1 e
UNLESS Il e sine i sl 2z
them proverly. Sapponme e on-
nudd existenee is niot helpi
uveellioeney eaher s iile s
against the powernd diaraes nne
leashed by technology and neree
s wttivvery hitde chance of stie s
The cominued existence of the Ce-
lunat exchanges and businessless -
ks prosents a dassic aise of pees
Tailape and state faiture, is markct -
ure becanse the coonomic agenis have
(ailed W receive the simmal conenanng
fram the changing enviroment 1 is
state failure because it has net tnaene
tivised the optunu utilisarion of re-
sonrees: This continiity-at-whatever-
astapproachis notonly inareasing thwe
noral hazavd problem but abso Aevprag
ant pfregulation high flasiering the
exhof the detond entitiey assumes :m-
poctance both or the ake o beer re
soaree use as well for reductin the “eg-
ulatory cost by cleaning up ihe sy
(b o il e Toe o
teeay. " suEn




