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Abstract 

A security  is a t radable financial as set .  The term commonly refers to any for m 

of financia l inst rument ,  but  its legal definit ion var ies by jur isdict ion. In some 

jur isdict ions the term specifically excludes financial inst ruments other than 

equit ies and fixed income instruments.  In some jur isdi ct ions it  inc ludes some 

inst ruments that  are close to  equit ies and fixed income, e.g.  equity warrants.  In 

some countr ies and/or languages the term "secur ity" is  commonly used in day -

to-day par lance to  mean any form o f financia l inst rument ,  even though the 

under lying legal and regulatory regime may not  have such a broad definit ion.  

This paper is an at tempt  to explore the evo lut ion and st ructure of secur ity 

market  in Ind ia.  

 

1. Introduction 

A financia l syst em consists o f inst itut ional unit s
1
 and markets that  interact , 

typically in a complex manner,  for the purpose o f mobiliz ing funds for  

                                                
1
 An institutional unit is an entity such as a household, a corporation, or government agency that is 

capable in its own rights of owing assets incurring liabilities, and engaging in economic activities and 

transactions with other entities. 
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investment  and provid ing facilit ies,  including payment  systems, for the 

financing o f commerc ial act ivity.  The role o f financia l inst itut ions within the 

system is pr imar ily to  intermediate between those that  provide funds and those 

that  need funds,  and typically invo lves t ransforming and managing r isk.  

Part icular ly for a deposit  taker,  this r isk ar ises from it s ro le in matur it y 

t ransformat ion, where liabilit ies are t ypically sho rt  term ( for example,  demand 

deposits),  while it s assets have a longer matur it y and are o ften illiquid ( for  

example,  loans).  Financial markets pro - vide a forum within which financial 

claims can be t raded under established rules o f conduct  and can facilita te the 

management  and t ransformat ion of r isk.  Financial systems are o f crucial 

significance to  capital format ion. The adequate capital format ion is  

indispensible to  a speedy economic development  is universally recognized in  

academic literature.  The main fu nct ion of financial system is t he co llect ion o f 

savings and their dist r ibut ion for industrial investment ,  thereby st imulat ing the 

capital format ion and, to that  extent ,  accelerat ing the process o f economic 

growth. The process o f capital format ion invo lves three dist inct ,  alt hough int er -

related act ivit ies:  

i.  Savings: The abilit y by which claims to  resources are set  aside and 

become available for other purposes.  

ii.  Finance:  The act ivit ies by which cla ims to  resources are eit her  

assembled from those released by domest ic savings,  obtained from 

abroad, or specially created usually as bank deposit s or notes and 

then placed in t he hands o f the investors.  

iii.  Investments: The act ivity by which resources are actually 

commit ted to  product ion.  

The vo lume o f capit al format ion de pends upon the int ensit y and efficiency wit h 

which these act ivit ies are carr ied on. The effect ive mobilizat ion o f savings,  the 

efficiency o f the financial organizat ion/systems and the channelizat ion of these 

savings into the most  desirable and product ive forms o f investment  are all int er -
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connected and have a great  bear ing on the contr ibut ion o f capit al format ion to  

economic development .  

A security  is a t radable financial asset .  The term commonly refers to any for m 

of financia l inst rument ,  but  its legal definit ion var ies by jur isdict ion. In some 

jur isdict ions the term specifically exclu des financial inst ruments other than 

equit ies and fixed income instruments.  In some jur isdict ions it  inc ludes some 

inst ruments that  are close to  equit ies and fixed income, e.g.  equity warrants.  In 

some countr ies and/or languages the term "secur ity" is  commonly used  in day-

to-day par lance to  mean any form o f financia l inst rument ,  even though the 

under lying legal and regulatory regime may not  have such a broad definit ion.  

Secur it ies market  is a  component  of the wider financial market  where secur it ies 

can be bought  and so ld between subjects of the economy, on the bas is o f demand 

and supply. Secur it ies markets encompasses equity markets,  bond markets and 

der ivat ives markets where pr ices can be determined and part icipants both 

professional and non professionals can meet .  

2 Objectives and Research Methodology  

Objectives of study:  

1.  To explore the evo lut ion of Secur ity Market  in India.  

2.  To find the st ructure of Ind ian secur ity Market .  

3.  To analyze the contr ibut ion of Secur ity Market  towards the Economic.  

Research Methodology  

It  is always important  to be cr it ical o f the informat ion presented in sources,  

especially since the mater ial might  have been gathered to  address a different  

problem area.  Moreover,  many secondary sources do not  clear ly descr ibe issues 

such as the purpose o f a study, how the data has been gathered, analysed and 

int erpreted making it  difficult  for the researcher to  assess their usefulness.  In 
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order to  address t his problem I  have t r ied to  t riangulate the secondary data by 

using numerous independent  sources.   

The informat ion about  the problem is  co llected from the Research 

Journals,  Trade Magazines,  Annual Reports of Banks and the Internet .  For 

evaluat ing „Evo lut ion and Structure of secur ity Market  in India‟ ,  we have 

focused on as recent  mater ial as possible.  In ord er to  get  access to  the la test  

development s in t his area we have used a number  o f art icles published in 

academic journals and t rade magaz ines.  We have also used secondary 

informat ion from Internet  based discussion forums.  

3. Evolution of Securities Market in India:  

The secur it ies markets in India have witnessed several po licy init iat ives,  which 

has refined the market  micro -st ructure,  modernised operat ions and broadened 

investment  cho ices for the investors. The irregular it ies in the secur it ies 

t ransact ions in the last  quarter of 2000-01, hastened the introduct ion and 

implementat ion of several reforms.  While  a Jo int  Par liamentary Commit tee was 

const ituted to  go into the irregular it ies and manipulat ions in all t heir  

ramificat ions in all t ransact ions relat ing to  secur it ies,  decis ions were taken to  

complete the process o f demutualisat ion and corporat isat ion o f stock exchanges 

to  separate ownership,  management  and t rading r ights on stock exchanges and to  

effect  legislat ive changes for investor protect ion, and to  en hance the 

effect iveness o f SEBI as the capital market  regulator. Rolling set t lement  on T+5 

basis was introduced in respect  of most  act ive 251 secur it ies from July 2,  2001 

and in respect  of balance secur it ies from 31st  December 2001. Ro lling 

set t lement  on T+3 basis commenced for all listed secur it ies from April 1,  2002 

and subsequent ly on T+2 basis from April 1,  2003. All deferral products such as 

carry forward were banned from July 2,  2002.   

At  the end o f March 2008, there were 1,381 companies listed at  NS E and 1,236 

companies were ava ilable for t rading. The Capital Market  segment  o f NSE 

International Journal of Business Administration and Management. ISSN 2278-3660 Volume 7, Number 1 (2017), 
                                           © Research India Publications http://www.ripublication.com 

49



reported a t rading vo lume o f Rs.35,51,038 crore dur ing 2007 -08 and at  the end 

of March 2008, the NSE Market  Capitalisat ion was Rs.48,58,122 crore.  

Securities market  is a co mponent  of the wider financia l market  where secur it ies  

can be bought  and so ld between subjects of the economy, on the bas is o f demand 

and supply. Secur it ies markets encompasses equity markets,  bond markets and 

der ivat ives markets where pr ices can be determined and part icipants both 

professional and non professionals can meet .  

Secur it ies markets can be split  into two levels.  Pr imary markets,  where new 

secur it ies are issued and secondary markets wher e exist ing secur it ies can be 

bought  and so ld.  Secondary markets can further be split  into organised 

exchanges,  such stock exchanges and over-the-counter  where individual part ies 

come together and buy or sell secur it ies direct ly.  For secur it ies ho lders knowing 

that  a secondary market  exists in which their secur it ies may be so ld and 

converted into cash increases the willingness of people to  hold stocks and bonds 

and thus increases the abilit y o f fir ms to  issue secur it ies.  

There are a number o f pro fessional part icipants of a secur it ies market  and these 

inc lude; brokerages,  broker-dealers,  market  makers,  investment  managers,  

speculators as well as those providing the infrast ructure,  such as clear ing houses  

and secur it ies depositor ies .  

A secur it ies market  is used in an economy to att ract  new capit al,  t ransfer rea l 

assets in financial assets,  determine pr ice which will balance dema nd and supply 

and provide a means to  invest  money both short  and long term.  

4. Structure of Security Market in India  

The st ructure of Indian secur ity market  can be explained proper ly with the help 

of a diagram.  
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Source: ht tp://www.economicsdiscussion.net / india/secur it ies -market /st ructure-

of-secur it ies-market - in- india-with-diagram/11069  

 

4.1 Industrial Security Market:  The industr ial secur ity market  refers to the 

market  for share and bonds o f the exist ing companies,  as well as those of new 

companies.  This market  is further divided into New Issue Market  (NIM) and 

Secondary Market .  The NIM is also ca lled Pr imar y Market .  Likew ise,  secondar y 

market  is also termed as stock exchange.  

However,  it  is important  to  emphasize that  the New Issue Market  and Stock 

exchange are int er - linked and work in conjunct ion with each other.  Although 

they differ from each other in t he sense that  the New Issue Market  only deals 

with issuance o f new secur it ies or we can say that  the secur ity are int roduced in 

the market  called new issue or pr imary market  and stock exchange deals with 

those secur it ies which have already been issued for the public or pr iv ate.  

i-  Primary Market:  Stocks available for the first  t ime are o ffered 

through new issue market .  The issuer may be a new company or  

an exist ing company.  The pr imary market  is  concerned with the 

floatat ion o f new shares or bonds. The merchant  banking 
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divis ion o f commercial banks are asked by the company to 

advise on the viabilit y o f floatat ion o f an issue before an issue is  

actually floated in the market .  

The stock issuing companies also approaches the inst itut ional 

underwriters like LIC, UTI, IDBI, and ICICI to  ensure the 

marketabilit y o f an issue. The underwriter like LIC and UTI  

purchase secur it ies from the new issue market  to  ho ld these in  

their own asset  port fo lio .  

In Indian capita l market  there are two main ways for float ing the 

new issue.  

(a)  Public purchase,  and 

(b)  Right  issue  

(a)  Public Purchase: The most  popular method for float ing 

secur it ies in New issue market  is through legal document  

called “Prospectus”.  It  is an open invit at ion to  the public to 

subscr ibe to  the issue at  par or at premium.  

(b)  Right  Issue: This method o f the sale of the stock is normally 

used by exist ing companies whose shares are already listed in  

stock exchanges.  Right  issue represents an invitat ion to  the 

exist ing shareho lders to  subscr ibe to  a part  or the who le o f 

the new issue in a fixed proport ion to  their shareho lding.  

ii .  Secondary Market: The market  for long term secur it ies like 

bonds. Equity stocks and preferred stocks is divided into 

pr imary and secondary market .  The pr imary market  deals 

with the new issues o f secur it ies whereas outstanding 

secur it ies are t raded in the secondary market ,  which is 

commonly known as stock market  or stock exchange. In 

the secondary market ,  investors can sell or purchase 
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secur it ies.  Stock market  predominant ly deals in t he equ it y 

market .  The secondary market  deals with the exist ing 

secur it ies.  This market  provides both liquidity and 

marketabilit y to  such secur it ies.  

The secondary market  of secur it ies in India funct ions through fo llowing its two 

segments:  

(a)  Stock Exchange  

(b)  Over-the-Counter market  

(a)  Stock Exchange: Stock exchange is an organized market  for 

sale and purchase o f second hand listed industr ial and 

financial secur it ies.  Listed secur it ies are those secur it ies 

which appear on the approved list  o f a stock exchange. Only 

listed secur it ies are t raded on the floor of the stock exchange.  

It  is to  be noted that  an organized stock exchange is an 

„auct ion‟ t ype o f stock market ,  where the pr ice o f t raded 

secur it ies are set t led by open bids and o ffers on the floor of 

the exchange.  

(b)  Over The Counter Market: The OTC Exchange Of India was 

founded in 1990 under the Companies Act  1956 and was 

recognized by the Secur it ies Contracts Regulat ion Act ,  1956 

as a stock exchange but  it  started in 1992 after t he 

establishment  o f NASDAQ (Nat ional Associat ion o f 

Secur it ies Dealers Automated Quotat ion) and JASDAQ 

(Japanese Associat ion o f Secur it ies Dealers Automated 

Quotat ion).  The OTCEI was started with the object ive o f 

providing a market  for the smaller companies that  could not 

afford the list ing fees o f the large exchanges and did  not  

fulfill the minimum capit al requirement  for list ing.  
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4.2 Government Security Market: The term „Gilt  edged‟ means the best  

qualit y.  Since government  secur it ies are of best  qualit ies in the sense o f 

liquid ity and zero degree o f r isk o f default ,  so thes e are called gilt -edged 

secur it ies.  In the gilt -edged market ,  the secur it ies o f Government  of India and o f 

the State Government  are t raded in; t he secur it ies guaranteed by the government  

are also t raded in the market .  

The importance o f Government  secur it ie s market ,  i.e. ,  Gilt -edged market ,  as a  

segment  o f capit al market ,  emanates from the fact  that  this market  provides a 

mechanism for  the management  o f public debt  and open market  operat ions to  the 

Reserve Bank o f India.  It  is therefore,  imperat ive to  emphas ize that  this market  

has a st rong bear ing on the formulat ion of fisca l po licy o f t he Government  o f 

India and the monetary po licy o f the RBI.  

Growth of the Central’s Government  Securities: The growth of secur ity 

market  is an integral part  of the process of economic growth in a free market  

economy. Of late,  the RBI and Government  o f India have pursued certain 

measures to  reform the secur ity market .  These reforms have been introduced in 

both the New issue market  and the secondary market  of industr ial secur it ie s and 

government  secur it ies.  

Products,  Participants and Functions: Transfer o f resources from those wit h 

idle resources to  others who have a product ive need for them is perhaps most  

efficient ly achieved through the secur it ies markets.  Stated formally,  secu r it ie s 

markets provide channels for reallocat ion o f savings to  investments and 

entrepreneurship and thereby decouple these two act ivit ies.  As a result ,  the 

savers and investors are not constrained by the ir individual abilit ies,  but  by the 

economy‟s abilit ies to invest  and save respect ively,  which inevitably enhances 

savings and investment  in the economy.    

Savings are linked to  investments by a var iety o f intermediar ies through a range 

of complex financial products called “secur it ies” which is defined in t h e 
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Secur it ies Contracts (Regulat ion) Act ,  1956 to include: (1) shares,  scr ips,  

stocks,  bonds, debentures,  debenture stock or other marketable    secur it ies o f a  

like nature in or of any incorporated company or body corporate; (a)  

der ivat ives; (b) unit s o f a ny other inst rument  issued by any co llect ive 

investment  scheme to     the investors in such schemes; (c) secur ity receipt  as 

defined in clause (zg) o f sect ion 2 of the Secur it izat ion and Reconstruct ion o f 

Financia l Assets and Enforcement  of Secur ity Intere st  Act ,  2002; (d) units or 

any other such inst rument  issued to  the investors under any mutual fund scheme; 

(e) any cert ificate or inst rument  (by whatever name called),  issued to an 

investor by any issuer being a special purpose dist inct  ent it y which posses ses 

any debt  or receivable,  including mortgage debt ,  assigned to such ent it y,  and 

acknowledging benefic ial interest  of such investor in such debt  or receivable,  

inc luding mortgage debt ,  as the case may be;    (2)    government  secur it ies,   (a) 

such other inst ruments as may be declared by the Central Government  to  be 

secur it ies; and    (3)   rights or interest  in secur it ies.    

There are a set  of economic unit s who demand secur it ies in lieu o f funds and 

others who supply secur it ies for funds.  These demand for  and supply o f 

secur it ies and funds determine, under compet it ive market  condit ions in both 

goods and secur it ies market ,  the pr ices of secur it ies which reflect  the present  

value o f future prospects o f the issuer,  adjusted for r isks and also pr ices o f 

funds.  

It  is not  that  the users and suppliers o f funds meet  each other and exchange 

funds for secur it ies.  It  is difficult  to  accomplish such double co incidence o f 

wants.  The amount  o f funds supplied by the supplier  may not  be the amount  

needed by the user.  Similar ly,  the r isk,  liquidity and matur it y character ist ics o f 

the secur it ies issued by the issuer may not  match preference of the supplier.  In 

such cases,  they incur substant ial search costs to  find each other.  Search costs 

are minimised by the intermediar ies who match and br ing the supp liers and 

users of funds together.  These intermediar ies may act  as agents to  match the 

needs of users and suppliers o f funds for a commission, help suppliers and users 
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in creat ion and sale o f secur it ies for a  fee or buy the secu r it ies issued by users 

and in turn,  sell t heir own secur it ies to  suppliers to book profit .  It  is,  thus,  a 

misnomer that  secur it ies market  disint er mediates by establishing a direct  

relat ionship between the savers and the users o f funds.  The market  does not  

work in a vacuum; it  requires services o f a large var iety o f intermediar ies.  The 

disintermediat ion in the secur it ies market  is in fact  an int ermediat ion with a 

difference; it  is a r isk- less int ermediat ion, where the ult imate r isks are borne by 

the savers and not  the intermed iar ies.  

The secur it ies market ,  thus,  has essent ially t hree categories o f part icipants,  

namely the issuers o f secur it ies,  investors in secur it ies and the int ermediar ies.  

The issuers and investors are the consumers o f services rendered by  the 

int ermediar ies while the investors are consumers (they subscr ibe for and t rade in 

secur it ies) o f secur it ies issued by issuers.  In pursuit  o f providing a product  to 

meet  the needs o f each investor and issuer,  the intermediar ies churn out  more 

and more complicated products.  They educate and guide them in their dealings 

and br ing them together.  Those who receive funds in exchange for secur it ies and 

those who receive secur it ies in exchange for funds o ften need the reassurance 

that  it  is safe to  do so.  This  reassurance is provided by the law and by custom,  

often enforced by the regulator.  The regulator develops fair market  pract ices 

and regu lates the conduct  o f issuers o f secur it ies and the intermediar ies so as to 

protect  the interests o f suppliers of funds.  The regulator ensures a high standard 

of service from intermed iar ies and supply o f qua lit y secur it ies and non -

manipulated demand for them in the market .    

 

5. Contribution of Security Market in Economic Development 

 Three main sets o f ent it ies depend on s ecur it ies market .  While the corporate 

and governments raise resources from the secur it ies market  to  meet  their  

obligat ions,  the househo lds invest  their savings in the secur it ies.     
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Corporate Sector:  The 1990s witnessed emergence of the secur it ies market  a s a  

major source of finance for t rade and industry.  A growing number of companies 

are accessing the secur it ies market  rather than depending on loans from 

FIs/banks.  The corporate sector is increasingly depending on external sources 

for meet ing its funding requ irements.  There appears to be growing preference 

for direct  financing (equ ity and debt) to indirect  financing (bank loan) within 

the externa l sources.     

The list ing agreements have been amended recent ly requir ing the companies to  

disclose shareho lding pat tern on a quarterly basis.  As per the shareho lding 

pat tern of companies listed on NSE at  end o f March 2008,  it  is  observed that  on 

an average the promoters ho ld about  56.12% of total shares.  Though the non -

promoter holding is about  41.91%, Individuals held only 13.07% and the 

inst itut ional ho ld ing (FIIs,  MFs, VCFs -Indian and Foreign) accounted for  

19.37%.    

Governments:  Along with increase in fiscal defic it s of the governments,  the 

dependence on market  borrowings to  finance fiscal defic its  has increase d over  

the years.  Dur ing the year 1990-91, the state governments and the central 

government  financed near ly 14% and 18% respect ively o f the ir fiscal deficit  by 

market  borrowing. In percentage terms, dependence of the state governments on 

market  borrowing d id not  increase much dur ing the decade 1991 -2001. However,  

their dependence on market  borrowing has been increasing s ince then to  reach 

38% dur ing 2003-04. In case o f central government ,  it  increased to  73% by 

2007-08, The central government  and the state government s now-a-days finance 

about three fourth and one fourth o f their fiscal deficit s respect ively through 

borrowings from the secur it ies market .    

Households:  According to  RBI data,  househo ld sector accounted for 84.8% of 

gross domest ic savings in Fixed Income Investment  inst ruments dur ing 2006 -07.  

They invested 55.7% of financia l savings in deposit s,  24.2 % in 

insurance/provident  funds,  and 6.5% in secur it ies market  including government  

International Journal of Business Administration and Management. ISSN 2278-3660 Volume 7, Number 1 (2017), 
                                           © Research India Publications http://www.ripublication.com 

57



secur it ies,  unit s o f mutual funds and other secur it ies  (out of w hich investment  

in Gilt s has been 0.2%).  

 

Though there was a major shift  in t he saving pat tern o f the househo ld sector 

from physical assets to  financia l assets and within financial assets,  from bank 

deposits to  secur it ies,  the t rend got reversed in t he rec ent  past  due to high rea l 

int erest  rates,  pro longed subdued condit ions in the secondary market ,  lack o f 

confidence by the issuers in the success of issue process as well as o f investors 

in t he credibilit y o f the issuers and the systems and poor performance  o f mutua l 

funds.  The port fo lio  of househo ld sector remains heavily weighted in favour o f 

phys ical assets and fixed income bear ing inst ruments.     

6. Conclusion 

With reference to  the above study we may conclude that  A security  is  a t radable 

financial asset .  The term commonly refers to  any form o f financia l inst rument ,  

but  its legal definit ion var ies by jur isdict ion. In some jur isdict ions the ter m 

spec ifically excludes financia l inst rument s other than equit ies and fixed income 

instruments.  This paper has undertook var ious studies and may conclude that  

secur it y market  has st rengthened and contr ibuted  a lot  towards the economic 

growth of India.   
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