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DISCLAIMER

The views and opinions expressed in the articles published in the Indian Journal of
Legal Affairs and Research are those of the respective authors and do not necessarily
reflect the official policy or position of the IJLAR, its editorial board, or its affiliated
institutions. The IJLAR assumes no responsibility for any errors or omissions in the
content of the journal. The information provided in this journal is for general
informational purposes only and should not be construed as legal advice. Readers
are encouraged to seek professional legal counsel for specific legal issues. The
IJLAR and its affiliates shall not be liable for any loss or damage arising from the

use of the information contained in this journal.
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Introduction

Welcome to the Indian Journal of Legal Affairs and Research (IJLAR), a
distinguished platform dedicated to the dissemination of comprehensive legal
scholarship and academic research. Our mission is to foster an environment where
legal professionals, academics, and students can collaborate and contribute to the
evolving discourse in the field of law. We strive to publish high-quality, peer-
reviewed articles that provide insightful analysis, innovative perspectives, and
practical solutions to contemporary legal challenges. The IJLAR is committed to
advancing legal knowledge and practice by bridging the gap between theory and

practice.
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Preface

The Indian Journal of Legal Affairs and Research is a testament to our unwavering
commitment to excellence in legal scholarship. This volume presents a curated
selection of articles that reflect the diverse and dynamic nature of legal studies today.
Our contributors, ranging from esteemed legal scholars to emerging academics,
bring forward a rich tapestry of insights that address critical legal issues and offer
novel contributions to the field. We are grateful to our editorial board, reviewers,
and authors for their dedication and hard work, which have made this publication
possible. It is our hope that this journal will serve as a valuable resource for
researchers, practitioners, and policymakers, and will inspire further inquiry and

debate within the legal community.
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Description

The Indian Journal of Legal Affairs and Research is an academic journal that
publishes peer-reviewed articles on a wide range of legal topics. Each issue is
designed to provide a platform for legal scholars, practitioners, and students to share
their research findings, theoretical explorations, and practical insights. Our journal
covers various branches of law, including but not limited to constitutional law,
international law, criminal law, commercial law, human rights, and environmental
law. We are dedicated to ensuring that the articles published in our journal adhere to
the highest standards of academic rigor and contribute meaningfully to the

understanding and development of legal theories and practices.
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ESTABLISHMENT, STRUCTURE AND FUNCTIONS OF
STOCK EXCHANGES IN INDIA

AUTHORED BY - UJJAYANI DEBNATH & DEBOSMITA SAHA

1. Abstract

The stock exchange plays a pivotal role in the economic development of a country by facilitating
efficient capital formation and ensuring liquidity in financial markets. In India, stock exchanges
have evolved significantly from traditional open outcry systems to highly sophisticated electronic
trading platforms. This research paper examines the establishment, organizational structure, and
core functions of stock exchanges in India, with particular focus on major institutions such as the
Bombay Stock Exchange and the National Stock Exchange of India.t

The research is conducted using a qualitative and analytical research methodology relying on the
secondary data collected based on regulatory agencies, study publications, and financial reports. It
also analyzes the regulatory policies under the prospect of the Securities and Exchange Board of
India that entails transparency, protection of investors as well as market integrity.?

The results indicate that stock exchanges are not only media that facilitate the exchange of
securities but also serve to help bring stability to the economy via the facilitation of price
discovery, mobilisation of savings and also facilitation of the culture in investment. Moreover, the
efficiency and global competitiveness of Indian stock markets have been enhanced by
technological advancements and reforms of regulatory frameworks.?

This paper concludes that the role of stock exchanges in India is indispensable to the financial
system, and it is incessantly dynamic to meet the shifting market trends and caters significantly to

the sustainable development of the economy.*

1 Overview of major Indian stock exchanges and their historical significance.

2 Regulatory framework and functions of SEBI in Indian capital markets.

3 Role of technology and reforms in modern stock exchange operations.

4 Importance of stock exchanges in economic development and financial stability.
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2. Research Methodology

The research paper is based on the research methodology of a qualitative, descriptive and analytical
research approach that is used to investigate the nature of stock exchange establishment, structure
and functions of the stock exchange in India.®> The qualitative nature of the research enables an in
depth comprehension of structural and functional aspects of stock exchange without just relying
on numerical modeling.

The information to be used in this study has been gathered through various sources which are
reliable and authoritative. Among them are the reports and circulars as well as, statistical
publications issued by the Securities and Exchange Board of India, the chief regulatory agency
that oversees securities markets in India. Secondly, reports and data provided by the Reserve Bank
of India have also been utilized to gain some insight into the greater financial and economic context
stock exchanges operate within.® The official websites, annual reports and market statistics of
major stock exchanges like Bombay Stock Exchange and the National Stock Exchange of India
have also been sourced.

The research further incorporates academic literature, including peer-reviewed journal articles,
textbooks, and prior research studies, to critically evaluate existing knowledge on stock exchange
systems. This helps in identifying research gaps and situating the present study within the broader
academic discourse. Government publications, policy papers, and financial reports have also been
utilized to ensure a comprehensive and multi-dimensional perspective.’

The study is conducted using a descriptive methodology to trace the historical development and
establishment of stock exchanges in India, after which the analytical approach would be used to
study the structure and functions of the stock exchange. In some of its sections it is applied by
comparative analysis in order to point out differences and similarities between major exchanges,
especially in terms of trading mechanisms, governance and performance indicators. It is suggested
that in subsequent chapters, graphs, charts, and tabular representations will be included to be used

in the analysis of trends, including market growth and trading activity.®

5 Qualitative and secondary data-based research approaches in financial studies.

& Use of SEBI, RBI, BSE, and NSE as primary data sources for capital market research.
" Role of academic literature and policy documents in financial analysis.

8 Application of descriptive and analytical methods in economic research.
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Also, a doctrinal research method has been used to research the legal and regulatory environment
that controls stock exchanges. This involves research study of pertinent securities laws, SEBI laws
and deep seated policy reforms that have over the years modeled the Indian capital market. The
doctrinal approach proves to be particularly handy in the analysis of the role of regulatory bodies
in the provision of transparency, protection of investors and market efficiency.

In spite of being comprehensive, the study has some limitations. Given that it uses only secondary
data, it will not be able to reflect real-time market dynamics and investor behavior. Moreover, the
study lays more emphasis on large stock markets, and does not cover much the smaller or more
derelict regional stock markets. However, the methodology offers a logical and sound foundation

to rationalize the operation and relevance of the stock exchange in India.®

3. Objectives of the Study
The present research aims to examine the establishment, structure, and functions of stock
exchanges in India, with a focus on their role in the development of the financial system and the
broader economy. The study is designed to provide a comprehensive understanding of how stock
exchanges operate and contribute to capital market efficiency.
The historical analysis of the formation and development of the stock exchanges in India, and their
development into major institutions in stock exchange, such as the Bombay Stock Exchange and
the National Stock Exchange of India, are some of the main objectives of this research. This
incorporates knowledge in the process of moving the old trading systems toward the new electronic
systems. !
The other objective is to discuss the regulatory system and mechanisms of stock exchange, along
with its regulatory framework that is under the supervision of the Securities and Exchange Board
of India. The paper aims at assessing the effectiveness of these structures in guaranteeing
transparency, accountability, and protection of investors in the securities market.?
The study will also explore the key roles of stock exchanges, including promoting the formation

of capital, enhancing liquidity, facilitating price discovery, and promoting investment activities.

% Limitations of secondary data and scope of the study.

10 Purpose and scope of research in financial market studies.
1 Historical development of BSE and NSE in India.

12 Role of SEBI in regulating stock exchanges.
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The research will also aim at evaluating how technological advancements and regulatory reforms
have affected efficiency and global competitiveness of Indian stock exchanges.™

Lastly, the research aims at uncovering some of the obstacles affecting the stock exchanges, and
proposes interventions on how the stock exchanges can be improved and enhanced in the way they

contribute to economic growth.'4

4. Literature Review

The growth and operation of stock exchanges have been highly researched in the field of financial
and economic literature, with scholars stressing on their important role in capital formation, market
efficiency, and economic growth. Early research on the stock exchanges was mainly concerned
with the effectiveness of the stock exchanges as a means of mobilizing savings into productive
investments. The literature has over time been transformed into examining the market structure,
regulatory frameworks and technological developments.®

Due to the significance of stock exchanges in advancing economic growth, one of the initial
outlooks on the issue in the financial literature draws attention. According to researchers, effective
functioning of the stock markets contributes to the efficient allocation of resources as it directs the
capital towards the most productive sectors. Surveys have revealed that nations that have
established stock markets are likely to experience elevated rates of economic expansion after
having better access to finance and greater investor confidence. The advent of structured
transactions like the Bombay Stock Exchange has also contributed immensely in facilitating
industrial growth and money, the deposit creation and dissemination (Vandey, 2001).%6
Subsequent research has focused on the structural transformation of stock exchanges, particularly
with the introduction of electronic trading systems. The establishment of the National Stock
Exchange of India in the 1990s marked a turning point in Indian capital markets, as it introduced
screen-based trading, improved transparency, and reduced transaction costs. Scholars have noted
that this transition significantly enhanced market efficiency by minimizing information asymmetry

and eliminating the inefficiencies associated with traditional open outcry systems.’

13 Functions and importance of stock exchanges in economic development.
14 Challenges and future improvements in stock exchange systems.

15 General evolution of stock exchange literature in financial studies

16 Role of stock exchanges like BSE in economic development.

17 Impact of NSE and electronic trading on market efficiency.
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The other significant field of literature explores the regulatory system that regulates stock
exchanges. The role of the Securities and Exchange Board of India has been greatly discussed as
a factor towards ensuring integrity in markets, protecting the interests of investors, and ensuring
transparency. Research indicates that effective regulatory control is critical to curbing market
manipulation, insider trading and fraudulent practices. Reform measures like dematerialization of
securities, rolling settlement systems, and enhanced disclosure requirements have widely been
hailed as having been a huge step in the right direction, to strengthening the Indian securities
market.8

Moreover, a number of researchers have discussed the roles of stock exchanges, among which are
the provision of liquidity, price discovery as well as risk management. Liquidity is deemed to be
among the greatest contribution of stock exchange as it allows their investors to buy and sell
securities in a short period with minimal impact on prices. Instead, price discovery will make sure
that security prices reflect all the available information, enhancing market efficiency. Empirical
research has been able to establish one of the variables, the presence of active and open stock
exchanges which have been proven to enhance the participation by the investors and generation of
the investment culture.®

In the recent literature, the influence of technology and innovation on the operations of stock
exchange has also been taken into consideration. The emergence of algorithmic trading, high-
frequency trading, and enhanced risk management systems has redefined the manner in which
markets are being conducted. Researchers claim that these innovations have multiplied the speed
and efficiency of trading but also have brought other challenges such as market volatility and
systematic risk. In India, the development of technology has led to stock exchanges being able to
compete internationally and ensure foreign institutional investors have confidence in the stock
exchange.?°

Moreover, the comparative analysis of the developed and forthcoming markets shows the
peculiarities in the Indian stock market. Whereas developed economies concentrate on innovation
and diversification of financial instruments, the emerging markets such as India focus on

enablement of regulatory frameworks and increasing participation of the investors. It has been

18 Regulatory role of SEBI and reforms in Indian capital markets.
19 Functions of stock exchanges: liquidity, price discovery, and investment promotion.
20 Technological advancements and their impact on stock exchange operations.
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noted by academics that though a lot has been done, issues of market volatility, regulatory
compliance and investor awareness remain exasperating challenges in the Indian context.?
Another important theme in the literature is the role of stock exchanges in investor protection and
financial inclusion. Researchers emphasize that effective regulation, transparency, and investor
education are essential for building trust in the financial system. Initiatives taken by regulatory
authorities to enhance financial literacy and promote inclusive participation have been widely
discussed as critical steps toward broadening the investor base.??

Generally, the literature available offers a good perception of how the exchanges of stocks have
evolved their structure and their functions. Nonetheless, there is still a necessity of in-depth studies
involving the combination of historical, structural, and functional approaches particularly in the
Indian context. This study seeks to fill this gap by offering a comprehensive discussion about stock
exchanges in India, especially their establishment, structure and their changing role within the new

financial system.?®

5. Introduction

Stock exchanges are a basic type of institutions of contemporary financial systems that are
organized marketplaces where securities like share, bond and derivative securities are bought and
sold. They are key in the efficient concentration of capital, investments as well as the smooth
running of financial markets. Stock exchanges are especially important in a developing economy
such as India since it plays a part in economic development by means of investing in the economy
through saving and investing in productive industries.?*

Stock exchanges in India could be traced back in terms of their establishment in the country in the
late nineteenth century when brokers in commercial centers commenced conducting their trade
informally. Organized stock trading in India formally commenced in 1875 when the Bombay Stock
Exchange was established, that is why it is one of the oldest stock exchanges in Asia. The Indian
stock market has over time experienced numerous stages, including the colonial influence, post-

independent regulation, and economic liberalization in the 90s.%

2L Comparative studies of emerging and developed stock markets.

22 Investor protection and financial inclusion in capital markets.

23 Research gap in integrated analysis of Indian stock exchanges.

2% Role of stock exchanges in financial systems and economic development.
2 Historical origin and establishment of BSE in India.
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One of the many pivots in the history of stock exchange in India was the inception of the National
Stock Exchange of India in 1992. The NSE adopted electronic trading systems, which substituted
the old open outcry approach and enhanced immensely in terms of transparency, efficiency and
accessibility. This was not only benefiting the functioning of the stock exchanges, but also
boosting investor confidence and involvement in the securities market.?®

The regulatory framework applied to the stock exchanges in India is mostly regulated by the
Securities and Exchange Board of India which was in place in 1988 and legally given statutory
powers in 1992. SEBI is an important institution in the process of ensuring fair practices, protecting
interests of the investors as well as maintaining the integrity of the market. SEBI has enhanced
overall operations of the Indian capital market through several reforms including the introduction
of dematerialization, online trading, and very strict norms of disclosure.?’

There are a number of significant roles and functions played by a stock exchange to achieve
efficiency and stability of the financial system. These are the provision of liquidity to the investors,
facilitation of price discovery by continuous trading, and mabilization of long-term capital to
businesses and governments. Also stock exchange serves as a mirror of the economic performance
in general, since it is a market index, representing the overall economic performance through the
stock exchange.?

Over the past few years, Indian stock markets have seen a tremendous change with the effects of
globalization and technology. The combination of digital channels, algorithmic trading, and real-
time market information has contributed to the increased speed and efficiency of transactions. In
addition, the more active involvement of foreign institutional investors, the more significant
positions in the world capital markets of Indian capital markets. Irrespective of these
developments, such issues like the volatility of the market, compliance with regulations, and
investor awareness are bound to impact the operation of the stock exchange.?®

The purpose of this research paper is to present a detailed discussion of this topic, namely the
establishment, structure and functions of stock exchange in India. Through analyzing the way they

have developed throughout the course of history and the way they have affected the economy, the

2% Impact of NSE and electronic trading systems on market efficiency.
27 Regulatory role and reforms introduced by SEBI.

28 Core functions of stock exchanges in capital markets.

29 Impact of globalization and technology on Indian stock exchanges.
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study aims to establish their significance in the development of the economy and also outline areas
where future improvements can be made. The effect of regulatory reforms and technological
advances on the performance and efficiency of stock exchanges in India are also explored in the

paper.*

6. Chapter 1: Establishment of Stock Exchanges in India

6.1 Historical Background

Merely the formation of stock exchanges in India is intermingled with the economic and business
growth of the county. History Organized stock trading can be said to have originated in the middle
of the nineteenth century in Bombay (now Mumbai) when a small community of brokers began to
trade in securities under banyan trees in Bombay (now Mumbai). These were informal circles
which were later formed into a formal institution that was called Bombay stock exchange in 1875.
The BSE, which was the first stock exchange in the Asian region, signaled the start of formal
trading of securities in India.®!

Throughout the colonial era, the stock exchanges were largely used by the interest of the British
enterprises and the interest of a small group of Indian investors. Nonetheless following
independence in 1947, the Indian government came up with regulation to bring more control and
transparency to capital markets. The passage of the Securities Contracts (Regulation) Act, 1956,
was a considerable move towards regulation of stock exchange and proper functioning of stock

exchanges.?

6.2 Post-Independence Development

Some regional stock exchanges were set up throughout India during the many decades that
followed independence including those in Kolkata, Chennai and Delhi. These interactions were
meant to encourage economic growth in the region and be able to access capital markets by local
businesses. Nevertheless, most of these exchanges grappled with a number of challenges including

low trading volumes, lack of transparency, and poor technological infrastructure.

30 Scope and purpose of the research study.

31 Origin and establishment of BSE in 1875.

32 Securities Contracts (Regulation) Act, 1956 and post-independence regulation.
33 Growth and challenges of regional stock exchanges in India.
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Indian stock market was in most ways fragmented and inefficient until the early 1990s. Trading
was done using open outcry systems, which were subject to manipulations and were non-
transparent. Modernization and reform became all the more important as the economy proceeded

towards liberalization.*

6.3 Establishment of Modern Stock Exchanges

Another significant step towards the formation of modern stock exchanges in India was the
formation of the National Stock Exchange of India in 1992. The NSE was set up with the aim of
introducing transparency, effectiveness, and national availability on the securities market. In
contrast to the traditional exchanges, the NSE presented a fully automated screen based trading
system (which rendered the need to have physical trading floors) and minimized opportunities to
commit malpractices.®

The introduction of NSE, created a paradigm shift in the Indian capital market. It brought new
technological changes like electronic matching of orders, spread of prices in real-time and a
countrywide trading system. The above characteristics made the markets much more efficient and

higher numbers of investors both local and international were attracted.®

6.4 Role of Regulatory Authorities

The regulatory framework that has been established by the Securities and Exchange Board of India
has greatly contributed to the development and growth of the stock exchanges in India. SEBI is
founded in 1988 and provided with statutory powers in 1992 which makes SEBI be on the center
stage in regulating the operation of stock exchanges and ensuring that the operations comply with
the law and with ethical principles.®’

Some of the reforms, introduced by SEBI to enhance the strength of the Indian stock market,
comprise of dematerialization of securities, the introduction of rolling settlement, as well as the
introduction of strict disclosure requirements in case of companies which are listed. These have

increased transparency, minimized settlement risks and increased investor confidence.*

34 Limitations of traditional trading systems before liberalization.
3 Establishment and objectives of NSE in 1992.

36 Impact of electronic trading systems on market efficiency.

%7 Role of SEBI as a regulatory authority.

38 Key reforms introduced by SEBI in capital markets.
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6.5 Recent Developments

In recent years, the establishment and expansion of stock exchanges in India have been influenced
by technological advancements and globalization. The integration of digital trading platforms,
mobile applications, and algorithmic trading systems has transformed the way securities are traded.
Additionally, the consolidation of regional exchanges and the dominance of major exchanges like
BSE and NSE have streamlined the market structure.®

The establishment of stock exchanges in India reflects a continuous process of evolution, driven
by economic needs, technological progress, and regulatory reforms. From informal trading
practices to highly sophisticated electronic systems, Indian stock exchanges have developed into

robust institutions that play a vital role in the country’s financial system and economic growth.*°

6. Chapter 2: Structure of Stock Exchanges

6.1 Organizational Structure

Stock exchange structure in India has been significantly changing with the time, and has effectively
transformed to a professionally managed corporation owned jointly. Traditionally the stock
exchange like the Bombay Stock Exchange was a mutual organisation (where the brokers were the
owners and the shareholders as well). However the stock exchanges have experienced
demutualization, which is the separation of ownership, management and trading rights.**

The current stock exchange operating as a corporation with board of directors with representatives
of the regulatory bodies, independent professionals and shareholders members. This is a structure
that guarantees accountability, eliminates conflict of interest and improvement in corporate
governance. The operational activity on the day-to-day operations, strategic planning and

adherence to regulatory requirements are of concern to the management.*2

6.2 Trading Structures or Mechanisms.
The trading mechanism is one of the most crucial elements of the structure of the stock exchange.

The existence of the National Stock Exchange of India transformed the trading in India by adopting

% Technological advancements and consolidation of stock exchanges.

40 Evolution of stock exchanges in India over time.

41 Demutualization of stock exchanges and separation of ownership and management.
42 Corporate governance and board structure of stock exchanges.
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fully automated trading system based on screens. With this system, investors are free to enter buy
and sell orders electronically, which are then matched according to price-time priority.*3

The trading system is based on a nationwide network so that all members of this trading system
regardless of their geographical locations can access the market at the same time. This has brought
an end to the physical trading floors and greatly enhanced efficiency, speed and accuracy.
Moreover, the application of more sophisticated technologies like algorithmic trading and real-
time processing of data have also contributed to the increased level of efficiency of trading

activities.*

6.3 Membership Structure

Indian stock exchanges have a well-determined membership which is crucial in determining who
is eligible to engage in trading activities. Members, a typical degree of them being referred to at
times as brokers or trading members, are required to possess certain eligibility requirements
including a financial requirement, a professional qualification and a compliance with certain rules
and regulations that the Securities and Exchange Board of India enforces.*®

Members have varying types of members, including trading members, clearing members and
professional clearing members, with unique roles and responsibilities. Trading members involve
the carrying out of trades on behalf of clients, whilst clearing members are charged with the
settlement and clearing of trades. This orderly system guarantees an easy flow of operations and

minimizes the chances of defaults.*®

6.4 Clearing and Settlement System

Clearing and settlement system is an essential part of stock exchange structure as it deals with
making sure that transactions are completed efficiently and securely. In India such a role is
governed by special clearing corporations linked to stock exchanges. They also play the role of

mediator between buyers and sellers, ensuring that trades are bought and sold.*’

43 Introduction of electronic trading systems by NSE.

4 Impact of technology on trading efficiency and accessibility.
45 Membership requirements under SEBI regulations.

46 Roles of trading members and clearing members.

47 Clearing corporations and their functions.
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With the development of the dematerialization and electronic settlement systems, a greater
efficiency of the clearing process has been achieved. Securities are electronically stored in
depositories and the risk accompanying the physical certificates is eliminated. The implementation
of rolling settlement models, usually on a T+1 or T+2 bases, make sure that transactions are settled

within a few days and, thus, the counterparty risk is minimized.*

6.5 Regulatory Framework

The design of Indian stock exchange is directly connected with the regulatory framework that was
developed by SEBI. The Securities and Exchange Board of India manages all the activities of the
stock exchange such as trading, listing and the protection of investors. It secures that stock
exchange is conducted fairly, transparently and efficiently.*°

SEBI has also implemented a number of regulations to reinstate the configuration of stock
exchange, including disclosure provisions, risk management systems, and surveillance systems.
This will aid in stopping market manipulations, insider trading and other forms of unethical beliefs
within the market. The regulatory environment equally stimulates investor trust and investor

participation in the capital market.*

6.6 Technological Infrastructure

To support their operations, stock exchange systems in the modern world depend down to the bone
on the support of technologically well-developed infrastructure. High-speed trading systems, data
centers and communications networks allow large amounts of transactions to be executed in real
time. Sophisticated software systems are used to guarantee accuracy, reliability and security in
trading activities.>!

Online trading platforms and mobile application are also developed due to technological
advancements, making it easier to be in the market by investing. Such innovations have extended
the scope of the stock exchanges and helped to enhance the involvement of retail investors in

India.>

48 Dematerialization and rolling settlement systems.

49 Regulatory framework governed by SEBI.

50 Measures to ensure transparency and prevent market manipulation.
51 Technological infrastructure supporting stock exchanges.

52 Growth of online trading and retail participation.
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6. Chapter 3: Functions of Stock Exchanges
6.1 Facilitation of Capital Formation
Among the key roles of stock exchanges is the ability to enhance capital formation that is critical
in achieving economic growth and development. Stock markets offer a medium through which
corporations are able to finance their operations by issuing shares and other securities to the general
public. This allows businesses to finance growth, innovation and development of infrastructure.
The major exchanges in India like the Bombay Stock Exchange and the National Stock Exchange
of India are instrumental in mobilising savings by the investors and directing it towards productive
investments.>
By connecting investors with companies, stock exchanges help in the efficient allocation of
financial resources. This does not only facilitate corporate growth but also helps in the overall
economic growth by facilitating industrialization and creation of job opportunities.>

6.2 Provision of Liquidity

Another crucial role played by stock exchanges is liquidity. It is the simpleness with which
securities can be purchased or sold in the market without any substantial impact on their prices.
Stock exchanges give an ongoing marketplace to trade securities and this will enable investors to
exchange cash with their investments at any time they want.>

Liquid market increases investor confidence as people will be more willing to invest when they
know that they can easily get out of their positions. The liquidity also makes the market more

stable and efficient as transaction costs and price volatility decrease.>®

6.3 Price Discovery Mechanism

Price discovery involves the process of establishing a fair value of securities on the basis of supply
and demand, with the crucial role played by stock exchanges. Prices are changed through ongoing
trading to respond to new information, and represent the overall expectations of market

participants.®’

%3 Role of stock exchanges in capital formation.

54 Contribution to economic growth and industrial development.
55 Concept of liquidity in financial markets.

%6 Importance of liquidity for market stability.

57 Price discovery mechanism in stock exchanges.
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The contemporary electronic trading systems, like those adopted by NSE, are capable of providing
transparency and efficiency in price making. With the presence of real-time data, investors can

make better decisions thus enhancing the precision of market prices.>®

6.4 Promotion of Investment and Savings

Stock market trades stimulate the investment of savings by individuals and institutions in financial
products. Stock exchanges offer wealth creation avenues by offering a wide range of investment
opportunities such as equities, bonds, and derivatives.>

This has resulted in a sharp increase in the retail investor participation in India due to the increased
access to online trading platforms. This has assisted in fostering an investment and financial
inclusion culture. Also, the stock exchanges contribute to the education of investors and the

dissemination of knowledge about financial markets.®

6.5 Maintaining Transparency and Protection of investors

The essential roles of stock exchanges are transparency and investor protection. Stock exchanges
are regulated by regulatory bodies like the Securities and Exchange Board of India to ensure that
the stock exchange activities are fair and transparent. There are strict disclosure requirements,
surveillance systems and compliance mechanisms that are established to ensure that fraudulent
activities and market manipulation does not occur.5!

Stock exchanges also develop rules and guidelines to the listed companies which are designed to
make sure that the listed companies give accurate and timely information to investors. This assists

in gaining the trust and preserving the integrity of the financial system.®?

6.6 Risk Management and Settlement.
Stock exchange is significant in dealing with financial risks involved in trading activities. Clearing
corporations and settlement systems are used to make sure those transactions are being made

efficiently and that the possibility of default is kept to a minimum.®

%8 Role of electronic trading systems in price efficiency.

%9 Promotion of investment and savings.

80 Growth of retail investors and financial inclusion.

%1 Role of SEBI in ensuring transparency and investor protection
%2 Disclosure norms and corporate governance.

83 Clearing and settlement functions of stock exchanges.
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The introduction of advanced risk management tools, such as margin requirements and real-time
monitoring systems, has strengthened the stability of the market. Moreover, the adoption of
electronic settlement systems has minimized the risks involved in the functioning of the trading

process and enhanced the overall efficiency of the process.®*

6.7 Economic Indicator and Market Barometer.

Exchange of stocks serves as a pointer to economic performance. Market indices are used to
measure the overall well being of the economy since they are used to measure the performance of
the selected companies. A flattening of the price of stocks can be quite often the signal of the
change in the economic situation, the mood of investors and business confidence.®

In order to determine economic stability and make sound choices, governments, policymakers, and
investors pay close attention to the trends of the stock markets. Therefore, stock exchanges can be

considered as valuable barometers of economic activity.%

6.8 Facilitating Global Investment

With the era of globalization, the stock exchanges also enable international investment by offering
a platform through which the foreign institutional investors can participate in domestic markets.
The Indian stock markets have received a lot of foreign investments that have helped in generating
capital inflows and market expansion.®’

The opening up of Indian markets to global financial systems has made them more competitive

and relevant in the global financial arena.®®

6. Chapter 4: Modern Developments and Reforms in Stock Exchanges
6.1 Technological Advancements
The functioning of stock exchanges in India has undergone a significant transformation due to
rapid technological advancements. The shift from traditional trading systems to fully automated

electronic platforms has enhanced efficiency, speed, and transparency in market operations. The

8 Risk management systems in modern trading.

8 Stock market indices as economic indicators.

8 Use of stock market data in policy and investment decisions.
57 Role of stock exchanges in attracting foreign investment.

8 Global integration of financial markets.
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National Stock Exchange of India pioneered screen-based trading in India, which was later adopted
by the Bombay Stock Exchange and other exchanges.®

Modern trading systems now incorporate advanced technologies such as algorithmic trading, high-
frequency trading (HFT), and artificial intelligence-based analytics. These innovations have
significantly increased trading volumes and improved price discovery mechanisms. However, they
have also introduced challenges related to market volatility and the need for enhanced regulatory

oversight.”

6.2 Regulatory Reforms

The regulatory reforms have been instrumental in enhancing the architecture and operations of the
stock exchanges in India. Some measures that have been introduced by the Securities and
Exchange Board of India have been offered to enhance the market transparency, investor
protection and fair trading practices.”

The introduction of dematerialization of securities, trading systems online, rolling settlement
cycles (T+1), and a tighter disclosure requirement on listed companies are key reforms. Another
measure that SEBI has taken is to put in place a system of surveillance and risk management

systems to identify and prevent frauds like insider trading and market manipulations.’?

6.3 Globalization and Integration of Markets

The Indian stock markets have gradually been assimilated in the world stock markets. The influx
of foreign institutional investors (F1Is) and foreign portfolio investors (FPIs) has helped to increase
the liquidity and the market depth. This globalization has made Indian stock exchanges more
competitive and has made them important players in the global financial system.”

In addition, cross-border partnerships, dual listing and introduction of global financial instruments
have increased the boundaries of Indian capital markets. Yet, greater integration across the globe

also has exposed domestic markets to global risks, such as economic, and financial, crises.”

% Introduction of electronic trading systems by NSE and BSE.
0 Impact of algorithmic and high-frequency trading.

"L Role of SEBI in implementing reforms.

2 Key regulatory reforms in Indian stock markets.

73 Globalization and foreign investment in stock exchanges.
"4 Risks associated with global market integration.
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6.4 Development of Digital and Retail involvement

With the emergence of digital platforms and mobile-based trading apps, the number of retail
investors in India has increased significantly. Online trading has increased the accessibility of the
stock markets to people in various parts of the world, financial inclusion and investment
awareness.’

Regulatory authorities, as well as stock exchanges have made efforts to enhance investor education
and awareness. This has assisted in developing confidence and promoting long term investment
behavior amongst retail players.”

6.5 Problems and Future Reforms

Nonetheless, stock markets in India are still confronted with a number of issues. Market volatility,
cyber security threats, regulatory compliance and investor protection are some of the areas of
concern. Also, due to the high rate of technological change, systems must be constantly adapted
and upgraded.”’

Future reforms will probably be directed towards better regulatory frameworks, improved
technological infrastructure and sustainable and inclusive growth in capital markets. It is also
focusing on enhancing the standard of corporate governance and increasing the variety of financial

instruments that investors can invest in.’®

7. Analysis

The discussion of Indian stock exchanges reveals that they play a vital role in determining the
financial system of the nation and even aid in the development of the economy. Over the years,
the Bombay Stock Exchange and the National Stock Exchange of India are some of the institutions
that have shown tremendous improvements in terms of market capitalization, trading volume and
technological advancement. In this section key trends are evaluated and interpretative insights

given about their performance and development.’®

5 Growth of online trading and retail participation.

76 Investor education and awareness initiatives.

7 Challenges faced by modern stock exchanges.

"8 Future reforms and developments in capital markets.
® Role of BSE and NSE in Indian financial markets.
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Market capitalization is one of the most crucial measures of the development of the stock market
that shows the total value of the companies listed on the stock market. Market capitalization in
India has experienced a significant growth in the last 20 years due to economic liberalization,
increase in investor participation and corporate expansion. The NSE has always shown better
volumes of trading than that of BSE mainly because of its sophisticated technological system and
efficient trading mechanism. Nevertheless, BSE still has historical importance and has a
substantial number of listed companies.®°

Another key aspect of analysis is trading volume trends. It is with the advent of electronic trading
platforms and algorithmic trading that the number of transactions being conducted on a daily basis
has significantly increased. This increases the volume of trading hence an increase in liquidity and
involvement in the market. Increased activities in the market have also been promoted by the
increase in the number of retail investors, particularly following the digital transformation of

trading platforms.8!

Market Capitalization Growth (BSE vs NSE)
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The analysis also reveals the importance of liquidity and price discovery mechanisms. Efficient
stock exchanges ensure that securities can be bought and sold quickly, minimizing price
distortions. NSE’s order-driven system has enhanced price discovery by matching buy and sell
orders transparently. This has reduced information asymmetry and improved market efficiency.®?

8 Market capitalization trends in Indian stock exchanges.
81 Growth in trading volumes due to technological advancements.
82 Importance of liquidity and price discovery.
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Trading Volume Comparison (BSE vs NSE)
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Bringing in regulatory reform initiated by the Securities and Exchange Board of India has gone on
a long way to ensure that there is stability and transparency in the stock exchange. The processes
of dematerialization, rolling settlements as well as strengthening of disclosure norms have
minimized risks and increased investor confidence. The T+1 settlement have also enhanced
efficiency as it minimised the settlement time and the counterparty risk.%

Besides, the analysis shows that adoption of new technological changes has been particularly
influential in changing stock exchanges. Accessibility and participation have been enhanced by
the implementation of high-speed trade platforms and digital platforms. Retail investors now
constitute a major chunk of the trading business, which is the evidence of the effectiveness of

financial inclusion programs.®

8 |mpact of SEBI reforms on market efficiency.
8 Role of digital platforms in increasing investor participation.
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Growth of Retail Investors in India
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Nevertheless, some issues are revealed in the analysis as well. Investors are concerned by market
volatility which is a factor that is influenced by both domestic and international factors. The
growing popularity of algorithmic trading has put into question the stability and fairness of the
markets. In addition, the risk associated with cybersecurity as well as the problem of data
protection has become acute in the digital trading environment.®®

Irrespective of these factors, stock exchanges in India have demonstrated strength and flexibility.
Their capacity to embrace technological advances, carry out regulatory changes and attract foreign
investment has empowered their plight within the global financial arena. The growing trend in the
market indicators show an increasing weight that it has in ensuring that the economic development
takes place.%®

8. Conclusion
Indian stock exchanges have become highly sophisticated and vital constituents of the financial
system playing a major role in economic development and formation of capitals. Since its lowly
beginning as an informal trading practice till the formation of organized versions like Bombay
Stock Exchange and National Stock Exchange of India, Indian stock exchanges have radically
changed. Technological changes, regulatory reforms and the growing involvement of domestic

and foreign investors have driven this evolution.?’

8 Challenges such as volatility and cybersecurity risks.
8 Qverall performance and growth of Indian stock exchanges.
87 Evolution and development of stock exchanges in India.
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In the study, it has been pointed out that stock exchanges have various important functions
including facilitating capital generation, liquidity, effective price discovery and financial market
transparency. These functions do not only help to develop individual companies but also to provide
the stability and efficiency of the economy in general. Very strong regulatory authority like the
Securities and Exchange Board of India has also enhanced the credibility and integrity of Indian
capital market by coming up with policies to protect the investors and to enforce correct trading
practices.®

The analysis indicates also that in the performance of stock exchanges, technological innovation
has greatly contributed to the performance of such stock exchange. The introduction of electronic
trading systems, algorithmic trading, and digital platforms has enhanced market accessibility and
efficiency, resulting in more investor participation. Concurrently, the globalization process has
opened up Indian stock markets to the global markets and reduced and amplified foreign capital
inflows in the stock markets and made them more competitive in the market.®

Nevertheless, in spite of these developments, there are a number of challenges. The concerns
remain with market volatility, cybersecurity risks, regulatory compliance, and the need to have
more awareness among investors. To solve these problems, it is important that regulatory bodies,
stock markets, and market players continue their efforts to address these challenges. The further
reforms must include the reinforcement of technological infrastructure, introduction of more
transparency, and financial literacy of investors.%

To conclude, stock exchanges in India are extensively involved in helping to ensure economic
development and financial stability. The fact that they both adapt to the ever-changing market
environment and embrace innovations guarantees that they both will remain relevant within the
framework of the modern financial system. It will then be necessary to further strengthen these
institutions in order to ensure the long-term economic growth as well as ensuring that investors do

not lose confidence.*!

% Role of SEBI in regulating and strengthening capital markets.
8 Impact of technology and globalization on stock exchanges.
% Challenges and need for reforms in stock markets.

% Importance of stock exchanges in economic growth.
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