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ABSTRACT

Although the Indian Capital Market witnessed somgaificant changes in the eighties, both the priyreamnd the
secondary segments continued to suffer from seritafieiencies’. Many unhealthy practices prevailedthe primary
market to attract retail investors and the hight aafsnew issues. Although over the years, numbeagdncies had
increased, offering different types of servicesconnection with the new issues of capital, theitivities were not
overseen by any regulatory authority. The problemese even more serious in the secondary market. geémeral
functioning of the stock exchange was not satisfgctThe exchanges were governed by their intebyalaws and
managed by the governing bodies, which were domihal elected member brokers. Trading members waiste not
adequately capitalized. Insider trading was ramgantt was one of the major causes of excessive Igpi@euactivity,
leading to default by stock brokers, frequent paymegisis and disruption of market activity. Thisturn led to Lack of
transparency in trading operations, besides reguiti long and uncertain cycles. This paper makest@mpt to look into
the developmental role of capital market, faciéithtby the role of SEBI and its never evasive rolehe economic
development of the nation. Stock exchange beingsaantial component of developed capital markegbriogether large
amounts of capital necessary for the economic psggof the country. Since 1988, SEBI has beenmiagisignificant

role in regulating the Indian Capital market.
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INTRODUCTION

The Indian Financial market comprises of the Credlirket, Money market, Capital market, Foreign Exaie
market, Debt market and Derivatives Market. Apeohf these, there are also markets like the houlskfimance market,
NBFC (Non Banking Financial companies) market anduiance market which hold considerable assurarice o
developments in the years to come. These markets nat as developed and regulated as the creditfore
exchange/money/capital/gilt-edged markets. Withkbamaving allowed to enter and undertake insurdnsiness, bank

assurance market is also likely to emerge on @lscglé.
Financial Market Reforms
Until the ushering in of economic reforms in thelg4990’s,most of the financial markets were ch#gdzed by
» Controls over the pricing of financial assets

» Restrictions on flow or transactions
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e Barriers to entry
e Low liquidity and high Transaction costs

All these difficulties hindered the market develgmts and allocative efficiency of resources chasthéhrough

them suffered.

With the initiation of financial sector reforms the early 1990's ,there was transformation in ttrecsure,

efficiency, and stability of financial markets aaido led to their integration.
Some reforms related to financial sector are
e Introduction of free pricing of assets in all segine
» Relaxation of quantitative restrictions
* Removal of barriers to entry into the markets
* New methods of floating/issuance of securities
» Increase in number of financial Instruments andmydd participatory improvement in trading
* Innovative clearing and settlement practices
* Improvement in the informational flows, transpaneaad disclosure practices.
Objectives of the Study

In order to analyse the developmental role of Indpital market and the regulatory role of SEBI, ttedy has

been undertaken with the following objectives
* To now the indicators of Capital market development
* To now the significance of capital market in Imdisconmoy.

* To trace out the trends in Capital market operatiaith special emphasis on small and householdstove

protection.
» To identify the regulatory role of SEBI.
Financial Market in India

Money and Capital markets are the two most importanstituents of Indian Financial market. Monegrket is
the market for short-term funds and it facilitatesd promotes transactions in short-term funds. t@apiarket is the
market for long-term funds and in a broader seitsembraces even the Money market. Though no dstinction
between the two, the money and capital marketrdeeti  interdependent, developments and trenadsénaffecting the

other?
Nature and Importance of Capital Market

The Capital market consists of suppliers of loale dbnds, the borrowers and the intermediaries dial with

the lenders on the one hand and the borrowersenottter .Here, supply of funds come from individaatl institutional
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savings, investors and surplus of government.
The demand for capital comes from agriculture, stidy trade and the government.

The pace of economic development is conditionedhgyrate of long-term investment and capital foromat

which in turn is conditioned by the mobilizati, angntation and channelization of investible funds.

The Capital market serves as an instrument in pgdie capital resources of the country and makivegn

available to the enterprising investors.
Well developed capital markets augment resourcestbgcting and lending funds on a global scale.

A well developed capital market can solve the peoblof paucity of funds. An organized capital markeh
mobilize and pool together even the small and smdtsavings and augment the availability of inbésfunds.

The developments in capital markets have facilitatee growth of joint stock business. A developegi@l

market provides a number of profitable investmgrgartunities for the small savers

Indian Equity markets and the Indian Debt markegether form the Indian Capital market. Indian ggmarket
is at present a lucrative field for investors. amdistocks are profitable not only for long and mediterm investors but
also the position traders short term swing tradensl also very short term intraday traders .In India on
Dec30,2007market capitalization(BSE500) at US dslE5638Billion was 150 percent of GDP matching weth other
emerging economies and selected matured markets .6eveloping economy like India ,debt marketscateial sources
of Capital funds .In this an attempt has been ntadeview first the functions of the Capital marktten its role and
significance in the growth of economy then how pited market in a free market economy contributesdonomic growth

and then its role in the growth and developmenhdian economy.
Developments in the Capital Market

The Indian capital market has undergone remark&idages in the post-independence era. Certain tsteg@s by
the government to place the market on a strongrfoand develop it to meet the growing capital rezaents of fast
industrialization and development of the economyehgignificantly contributed to the developmenttttook place in the
Indian capital market over the last five decades.

CAPITAL MARKET REFORMS AND DEVELOPMENT

Indicators of Capital Market Development

Stock market development like the economic devekgns a complex and multifaceted concept and nglesi
measure will capture all aspects of stock marketeldpment .Thus we examine a broad array of stoekket

development indicators.
* STOCK MARKET SIZE
* LIQUIDITY
* REGULATORY AND INSTITUTONAL DEVELOPMENT

The number of Stock Exchanges has increased anchfiial market has expanded substantially. Howeher
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functioning of the stock exchanges were charaadrizy many shortcomings with long delays, lackrahs$parency in
procedures and vulnerability to price rigging ansider trading. A number of measures have beemtakevercome these

problems. The objectives of these measures, brphdle been to:
* Provide for effective control of stock exchange rapiens.
» Increase the information flow and disclosures stashance the transparency.
» Protect the interests of the investors.
e Check insider trading.
* Improve the operational efficiency of the stockleaieges.
« Promote healthy development of the capital market.
The important facts that have contributed to theettpment of the capital market in India are tHéofeing.

» Legislative Measurements— Laws like the Companies Act, the Securities @ut(Regulation) act and the

Capital Issues(Control) Act empowered the goverrirteeregulate Capital Market.

» Establishment of development banks and expansiothefpublic sector-Starting with IFCI, a number of

development banks have been established at batmaband regional levels

e Growth of Underwriting Business-After the elimination of forward trading, brokehgve begun to take on

underwriting risks in the new issue market.

e Public Confidence —Impressive performance of large companies encedragmblic investment in industrial

securities.

* Increasing Awareness of Investment OpportunitiesImprovement in education and investor awarenes® h

furthered the cause of investment opportunities.

» Capital Market Reforms - A number of measures have been taken to chegkeaband to promote healthy

development of the Capital market.
Since 1988, SEBI has been playing a significaré nolregulating the Indian capital market.
OBJECTIVES AND ROLE OF STOCK EXCHANGE

Stock exchange is a market in which securities argghband sold and an essential component of capaalket.
Securities exchange contract (Regulation) Act, 188fines it as “anybody of individuals whether immorated or not,
constituted for the purpose of assisting, regudptincontrolling the business of buying, sellingdealing in securities”. It
is regarded as a necessary and essential concdnoiinre capitalistic system of the economy asritviles mobility to

the capital and directs the flow into profitablelauccessful enterprises’

The objectives and role of the Bombay Stock Exckanghich have remained the same as enunciated by
founding fathers and given as a mandate in1887ugffirche charter, highlight the functions and oliyest of stock
exchange. These objectives are:
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To safe guard the interest of investing public hgulealings on the Exchange and the members.
To establish and promote honorable and just pegfiit securities transactions.
To promote, develop and maintain a well regulateaket for dealing in securities.

To promote industrial developments in the countiptigh efficient resource mobilization by way o¥éstment

in corporate securities.

The exchange while providing an efficient marksbalipholds the interests of the investors and esgedressal

of their grievances, whether against the compamiets own member-brokers. It also strives to etiu@and enlighten the

investors by making available necessary informatipeits.

SEBI

The establishment of the Securities and Exchangedof India (SEBI) was a landmark government measu

monitor and regulate the capital market activitied to promote healthy development of the markeBISvas constituted

in 1988 by a resolution of the government of Inaal it was made a statutory bogy by the SecumtiesExchange Board
of India Ac, 1992.

Powers and Functions

The SEBI Act casts upon SEBI the duty to proteet ithiterests of investors in securities and to prtemribe

development of and to regulate the securities midhkeugh appropriate measures, These measuresi@rov:

Regulating the business in stock exchanges andtaey securities market.

Registering and regulating the working of stockkers , sub-brokers , share transfer agents, banicees issue
Jtrustees of trust deeds , registrars to an issuer¢chant bankers , underwriters , portfolio managénvestment

advisers and such other intermediaries who magsbeciated with securities market in any manner.
Registering and regulating the working of colleetimvestment schemes, including mutual funds.
Promoting and regulating self- regulatory orgariias.

Prohibiting fraudulent and unfair trade practiaesécurities market.

Promoting investor education and training of intedmaries in securities market.

Prohibiting insider trading in securities.

Regulating substantial acquisition of shares akd-taver of companies.

Calling for information from, undertaking inspectioconducting enquiries and audits of the stockharges,

intermediaries and self-regulatory organizationthmsecurities market.

Performing such functions and exercising such psweder the provisions of the capital issues #&gt71land the

Securities Contacts Act. 1956, as may be deledatidy the central government.
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» Levying fees or other charges for carrying outghegposes of section 11 of the Act.
e Conducting research for the above purpose.
» Performing such other functions as may be presdidyethe government.

CONCLUSIONS

Capital market is vital for the development ancersgth of the economy. A strong and vibrant capitalket
assists corporate world initiatives, finance anglesation of new processes and instruments fatglitmanagement of
financial risk. Inspite of the role played by SEBhe of the biggest challenges is to adapt regyleaad supervisory
approaches to an environment of continuous chdnfgrmation technology has replaced century oldflbased open-cry
system/Corporate governance has engaged the attasftiregulators, adoption of regulators, adoptibrinternationally
accepted accounting standards will improve corgogatvernance. Although SEBI has played a vital, rsifidl it needs to
be alert to the developments in all the spheresomdt in India but also in the entire world to ewelefficient and

transparent regulations.
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