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4. If shares are applied in a public 
offer, simple details of DP and 
demat account are to be given and 
the shares on allotment would 
automatically be credited to the 
demat account.

5. If shares are to be sold through a 
broker, the DP is to be instructed to 
debit the account with the number 
of shares.

6. The broker then gives instruction to 
his DP for delivery of the shares to 
the stock exchange.

7. The broker then receives payment 
and pay the person for the shares 
sold.

8. All these transactions are to be 
completed within 2 days, i.e., 
delivery of shares and payment 
received from the buyer is on a T+2 
basis, settlement period.

Depository

Just like a bank keeps money in safe 
custody for customers, a depository 
also is like a bank and keeps securities 
in electronic form on behalf of the 
investor. In the depository a securities 
account can be opened, all shares can 
be deposited, they can be withdrawn/
sold at any time and instruction to 
deliver or receive shares on behalf 
of the investor can be given. It is a 
technology driven electronic storage 
system. It has no paper work relating 
to share certificates, transfer, forms, 
etc. All transactions of the investors are 
settled with greater speed, efficiency 
and use as all securities are entered 
in a book entry mode. 

In India, there are two depositories. 
National Securities Depositories 
Limited (NSDL) is the first and largest 
depository presently operational in 
India. It was promoted as a joint 
venture of the IDBI, UTI, and the 
National Stock Exchange.

The Central Depository Services 
limited (CDSl)  is  the second 
depository to commence operations 
and was promoted by the Bombay 
Stock Exchange and the Bank of India. 
Both these national level depositories 
operate through intermediaries who 
are electronically connected to the 
depository and serve as contact points 
with the investors and are called 
depository participants. 

The depository participant (DP) 
serves as an intermediary between the 
investor and the Depository (NSDl or 
CSDl) who is authorised to maintain 
the accounts of dematerialised shares. 
Financial institutions, banks, clearing 
corporations, stock brokers and 
non-banking finance corporations 
are permitted to become depository 
participants. If the investor is buying 
and selling the securities through the 
broker or the bank or a non-banking 
finance corporation, it acts as a DP 
for the investor and complete the 
formalities.

national stock eXchange oF india 
(nse)

The National Stock Exchange is the 
latest, most modern and technology 
driven exchange. It was incorporated 
in 1992 and was recognised as a stock 
exchange in April 1993. It started 
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operations in 1994, with trading on 
the wholesale debt market segment. 
Subsequently, it launched the capital 
market segment in November 1994 
as a trading platform for equities and  
the futures and options segment 
in June 2000 for various derivative 
instruments. NSE has set up a 
nationwide fully automated screen 
based trading system.

The NSE was set up by leading 
f inancia l  inst i tut ions,  banks, 
insurance companies and other 
financial intermediaries. It is managed 
by professionals, who do not directly 
or indirectly trade on the exchange. 
The trading rights are with the trading 
members who offer their services 
to the investors. The Board of NSE 
comprises senior executives from 
promoter institutions and eminent 
professionals, without having any 
representation from trading members.

oBjectives oF nse

NSE was set up with the following 
objectives:

a. Establishing a nationwide trading 
facility for all types of securities.

b. Ensuring equal access to investors 
all over the country through 
an appropriate communication 
network.

c. Providing a fair, efficient and 
transparent securities market 
using electronic trading system.

d. Enabling shorter settlement cycles 
and book entry settlements.

e. Meeting international benchmarks 
and standards.

Within a span of ten years, NSE 
has been able to achieve its objectives 
for which it was set up. It has been 
playing a leading role as a change 
agent in transforming the Indian 
capital market. NSE has been able 

Stock Market Index
A stock market index is a barometer of market behaviour. It measures overall 
market sentiment through a set of stocks that are representative of the market. 
It reflects market direction and indicates day-to-day fluctuations in stock prices. 
An ideal index must represent changes in the prices of securities and reflect price 
movements of typical shares for better market representation. In the Indian markets 
the BSE, SENSEX and NSE, NIFTY are important indices. Some important global 
stock market indices are:
• Dow Jones Industrial Average is among the oldest quoted stock market index 

in the US.

• NASDAQ Composite Index is the market capitalisation weightages of prices for 
stocks listed in the NASDAQ stock market.

• S and P 500 Index is made up of 500 biggest publicly traded companies in the 
US. The S and P 500 is often treated as a proxy for the US stock market. 

• FTSE 100 consists of the largest 100 companies by full market value listed 
on the london Stock Exchange. The FTSE 100 is the benchmark index of the 
European market.
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to take the stock market to the door 
step of the investors. It has ensured 
that technology has been harnessed 
to deliver the services to the investors 
across the country at the lowest cost. 
It has provided a nation wide screen 
based automated trading system with 
a high degree of transparency and 
equal access to investors irrespective 
of geographical location.

Market segMents oF nse

The Exchange provides trading in the 
following two segments.

(i) Whole Sale Debt Market Segment: 
This segment provides a trading 
platform for a wide range of fixed 
income securities that include 
central government securities, 
treasury bills, state development 
loans, bonds issued by public 
sector undertakings, floating 
rate bonds, zero coupon bonds, 
index bonds, commercial paper, 
certificate of deposit, corporate 
debentures and mutual funds.

(ii) Capital Market Segment: The capital 
market segment of NSE provides an 
efficient and transparent platform 
for trading in equity, preference, 
debentures, exchange traded 
funds as well as retail Government 
securities.

Bse (BoMBay stock eXchange ltd.)

BSE ltd (formerly known as Bombay 
Stock Exchange ltd) was established 
in 1875 and was Asia’s first Stock 
Exchange. It was granted permanent 
recognition under the Securities 
Contract (regulation) Act, 1956. It 
has contributed to the growth of 
the corporate sector by providing 
a platform for raising capital. It is 
known as BSE ltd but was established 
as the Native Share Stock Brokers 
Association in 1875. Even before 
the actual legislations were enacted, 
BSE ltd already had a  set of rules 
and regulations to ensure an orderly 
growth of the securities market. As 
discussed earlier, a stock exchange 

Some Common Stock Market Terms
You would have often come across the following terms in magazines or newspapers 
when you read about the stock market. 
BOUrSES is another word for the stock market
BUllS and BEArS – The term does not refer to animals but to market sentiment of 
the investors. A Bullish phase refers to a period of optimism and a Bearish phase to 
a period of perssimism on the Bourses.
BADlA – This refers to a carry forward system of settlement, particularly at the BSE. 
It is a facility that allows the postponement of the delivery or payment of a transaction 
from one settlement period to another.
ODD lOT TrADING – Trading in multiples of 100 stocks or less.
PENNY STOCkS – These are securities that have no value on the stock exchange but 
whose trading contributes to speculation.
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can be set up as a corporate entity 
with different individuals (who are not 
brokers) as members or shareholders. 
BSE is one such exchange set up 
as a corporate entity with a broad 
shareholder base. It has the following 
objectives:
(a) To provide an eff icient and 

transparent market for trading 
in equity, debt instruments, 
derivatives, and mutual funds. 

(b) To provide a trading platform for 
equities of small and medium 
enterprises.

(c) To ensure active trading and 
safeguard market integrity through 
an electronically-driven exchange.

(d) To provide other services to capital 
market participants, like risk 
management, clearing, settlement, 
market data,  and education.

(e) To conform to international 
standards.

Besides having a nation-wide 
presence, BSE has a global reach with 
customers around the world. It has 
stimulated innovation and competition 
across all market segments. It has 
established a capital market institute, 
called the BSE Institute ltd, which 
provides education on financial 
markets and vocational training to a 
number of people seeking employment 
with stock brokers. The exchange has 
about 5000 companies listed from 
all over the country and outside, and 
has the largest market capitalisation 
in India.

securities and eXchange Board oF 
india (seBi)

The Securities and Exchange Board 
of India was established by the 
Government of India on 12 April 
1988 as an interim administrative 
body to promote orderly and healthy 
growth of securities market and for 
investor protection. It was to function 
under the overall administrative 
control of the Ministry of Finance of 
the Government of India. The SEBI 
was given a statutory status on 30 
January 1992 through an ordinance. 
The ordinance was later replaced by 
an Act of Parliament known as the 
Securities and Exchange Board of 
India Act, 1992.

reasons for the establishment of 
sebi

The capital market has witnessed a 
tremendous growth during 1980’s, 
characterised particularly by the 
increasing participation of the 
public. This ever expanding investors 
population and market capitalisation 
led to a variety of malpractices on the 
part of companies, brokers, merchant 
bankers, investment consultants 
and others involved in the securities 
market. The glaring examples of these 
malpractices include existence of self 
– styled merchant bankers unofficial 
private placements, rigging of prices, 
unofficial premium on new issues, 
non-adherence of provisions of the 
Companies Act, violation of rules and 
regulations of stock exchanges and 
listing requirements, delay in delivery 
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of shares etc. These malpractices and 
unfair trading practices have eroded 
investor confidence and multiplied 
investor grievances. The Government 
and the stock exchanges were rather 
helpless in redressing the investor’s 
problems because of lack of proper 
penal provisions in the existing 
legislation. In view of the above, the 
Government of India decided to set-
up a separate regulatory body known 
as Securities and Exchange Board of 
India.

Purpose and role of sebi

The basic purpose of SEBI is to 
create an environment to facilitate 
efficient mobilisation and allocation 
of resources through the securities 
markets. It also aims to stimulate 
competition and encourage innovation. 
This environment includes rules 
and regulations, institutions and 
their interrelationships, instruments, 
practices, infrastructure and policy 
framework.

This environment aims at meeting 
the needs of the three groups which 
basically constitute the market, viz, 
the issuers of securities (Companies), 
the investors and the market 
intermediaries. 
• To the issuers, it aims to provide 

a market place in which they can 
confidently look forward to raising 
finances they need in an easy, fair 
and efficient manner. 

• To the investors, it should provide 
protection of their rights and 
interests through adequate, 

accurate and authentic information 
and disclosure of information on a 
continuous basis.

• To the intermediaries, it should offer 
a competitive, professionalised and 
expanding market with adequate 
and efficient infrastructure so 
that they are able to render better 
service to the investors and issuers.

Objectives of sebi

The overall objective of SEBI is to 
protect the interests of investors and 
to promote the development of, and 
regulate the securities market. This 
may be elaborated as follows:
1. To regulate stock exchanges and the 

securities industry to promote their 
orderly functioning. 

2. To protect the rights and interests of 
investors, particularly individual 
investors and to guide and educate 
them. 

3. To prevent trading malpractices and 
achieve a balance between self 
regulation by the securities industry 
and its statutory regulation.

4. To regulate and develop a code 
of conduct and fair practices 
by intermediaries like brokers, 
merchant bankers etc., with a view 
to making them competitive and 
professional.

Functions of sebi

keeping in mind the emerging nature 
of the securities market in India, SEBI 
was entrusted with the twin task of 
both regulation and development of the 

Ch_10.indd   275 28-Feb-19   3:04:43 PM

2019-2020



BUSINESS  STUDIES

276

securities market. It also has certain 
protective functions.

regulatory Functions

1. registration of brokers and sub-
brokers and other players in the 
market.

2. registration of collective investment 
schemes and Mutual Funds.

3. regulation of  stock brokers, 
portfolio exchanges, underwriters 
and merchant bankers and the 
business in stock exchanges and 
any other securities market.

4. regulation of takeover bids by 
companies.

5. Calling for information by under-
taking inspection, conducting 
enquiries and audits of stock 
exchanges and intermediaries.

6. levying fee or other charges for 
carrying out the purposes of the 
Act.

7. Performing and exercising such 
power under Securities Contracts 
(regulation) Act 1956, as may be 
delegated by the Government of 
India.

Development Functions

1. Training of intermediaries of the 
securities market.

2. Conducting research and publishing 
information useful to all market 
participants.

3. Undertaking measures to develop 
the capital markets by adapting a 
flexible approach.

Protective Functions

1. Prohibition of fraudulent and unfair 
trade practices like making mis-
leading statements, manipulations, 
price rigging etc.

2. Controlling insider trading and 
imposing penalties for such 
practices.

3. Undertaking steps for investor 
protection.

4. Promotion of fair practices and code 
of conduct in securities market.

the Organisation structure of sebi

As SEBI is a statutory body there has 
been a considerable expansion in the 
range and scope of its activities. Each of 
the activities of the SEBI now demands 
more careful, closer, co-ordinated 
and intensive attention to enable it 
to attain its objectives. Accordingly, 
SEBI has been restructured and 
rationalised in tune with its expanded 
scope. It has decided its activities into 
five operational departments. Each 
department is headed by an executive 
director. Apart from its head office at 
Mumbai, SEBI has opened regional 
offices in Kolkalta, Chennai, and Delhi 
to attend to investor complaints and 
liaise with the issuers, intermediaries 
and stock exchanges in the concerned 
region.

The SEBI also formed two advisory 
committees. They are the Primary 
Market Advisory Committee and 
the Secondary Market Advisory 
Committee. These committees consist 
of the market players, the investors 
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key terMs

Financial Market Money Market Treasury Bills
Commercial Paper Call Money Certificate of Deposit 
Commercial Bill Money Market Mutual Fund Capital 
Market Primary Market Secondary Market 
Stock Exchange SEBI, NSE OTCEI

sUMMary

Financial Market is a market for creation and exchange of financial assets. 
It helps in mobilisation and channelising the savings into most productive 
uses. Financial markets also helps in price discovery and provide liquidity to  
financial assets. 

Money Market is a market for short-term funds. It deals in monetory assets 
whose period of maturity is less than one year. The instruments of money market 
includes treasury bills, commercial paper, call money, Certificate of deposit, 
commercial bills, participation certificates and money market mutual funds.

Capital Market is a place where long-term funds are mobilised by the corporate 
undertakings and Government. Capital Market may be devided into primary 
market and secondary market. Primary market deals with new securities which 

associations recognised by the SEBI 
and the eminent persons in the capital 
market. They provide important inputs 
to the SEBI’s policies.

The  ob j ec t i ves  o f  the  two 
Committees are as follows:

a. To advise SEBI on matters relating 
to the regulation of intermediaries 
for ensuring investors protection 
in the primary market.

b. To advise SEBI on issues related to 
the development of primary market 
in India.

c. To advise SEBI on disclosure 
requirements for companies.

d. To advise for changes in legal 
f r a m e w o r k  t o  i n t r o d u c e 
simplification and transparency 
in the primary market.

e. To advise the board in matters 
relating to the development and 
regulation of the secondary market 
in the country.
The committees are however non-

statutory in nature and the SEBI is not 
bound by the advise of the committee. 
These committees are a part of SEBI’s 
constant endeavor to obtain a feedback 
from the market players on various 
issues relating to the regulations and 
development of the market.
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were not previously tradable to the public. Secondary market is a place where 
existing securities are bought and sold.

Stock Exchanges are the organisations which provide a platform for buying 
and selling of existing securities. Stock exchanges provide continuous market 
for securities, helps in price discovery, widening share ownership and provide 
scope for speculation.

Securities and Exchange Board of India was established in 1988 and was 
given statutory status through an Act in 1992. The SEBI was set-up to protect 
the interests of investors, development and regulation of securities market.

exercises

very short answer type

1. What is a Treasury Bill?

2. Name the segments of the National Stock Exchange (NSE).

3. State any two reasons why investing public can expect a safe and fair 
deal in the stock market. (Point w.r.t safety of Transactions – Functions 
of the Stock Exchange).

4. What is the common name for Beneficiary Owner Account, which is to 
be opened by the investors for trading in securities? 

5. Name any two details that need to be provided by the investor to the 
broker while filling a client registration form.

short answer type

1. What are the functions of Financial Market?

2. “Money Market is essentially a Market for short term funds.” Discuss.

3. Distinguish between Capital Market and Money Market.

4. What are the functions of the Stock Exchange? 

5. What are the objectives of SEBI?

6. State the objective of NSE?

7. Name the document prepared in the process of online trading of securities 
that is legally enforceable and helps to settle disputes/claims between 
the investor and the broker.

Ch_10.indd   278 28-Feb-19   3:04:43 PM

2019-2020



FINANCIAl MArkETS

279

Long answer type

1. Explain the various Money Market instruments.

2. Explain the recent Capital Market reforms in India.

3. Explain the objectives and functions of the SEBI.

4. India’s largest domestic investor life Insurance Corporation of India has 
once again come to government’s rescue by subscribing 70% of Hindustan 
Aeronautics’ `4,200-crore initial public offering.

a. Which market is being reflected in the above case?
b. State which method of floatation in the above identified market is 

being highlighted in the case? (Primary Market)
c. Explain any two other methods of floatation. (Private Placement, Offer 

through prospectus, offer for sale).
5. lalita wants to buy shares of Akbar Enterprises, through her broker 

kushvinder. She has a Demat Account and a bank account for cash 
transactions in the securities market. Discuss the subsequent steps 
involved in the screen-based trading for buying and selling of securities 
in this case.
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