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1---:-INTRODUCTORY 

We, the undersigned members of. the Committee appointed 
to examine and report on the organisation and methods of 
working of the Native Share and Stock Brokers' Association 
of Bombay, to consider whether any modifications are desirable 
in the interests of the investing public, and to make recom­ 
mendations, have the honour to report as follows: 

2. The Resolution of Government appointing the Committee 
(Appendix I) extended a general invitation to associations 
Qr persons, wishing to make proposals for the reorganisation 
of the Bombay Stock Exchange or for improving its methods 
of working, to send in written statements of their views to 
the Secretary of the Committee. In response to this invitation 
-05 representations were received. On the basis of the 
suggestions contained therein as well as of comments appearing 
in the public Press, a questionnaire (Appendix II) was drawn 
up by the Committee and was circulated to a number of 
associations and individuals and to the Press. Thirty-eight 
associations and individuals sent in replies to the questionnaire, 
and of these 22 were invited to give oral evidence before the 
Committee. A list of the witnesses examined and also a list of 
the associations and persons who submitted representations and 
replies to the questionnaire are appended (Appendix Ill). 

11-GEKERAL REMARKS 

3. It is now very generally recognised that reasonable 
facilities for speculative transactions are a. necessary and 
healthy part of the machinery of a Stock Exchange, which 
provides a free market where securities may be bought and 
sold to the best advantage and without undue delay. The 
acceptance of this principle has weighed with us in arriving 
at our conclusions and recommendations. The difficulty will 
always exist of so defining what is legitimate and reasonable 
speculation as to be able to draw a definite line of demarcation 
between that and reckless speculation or mere gambling in 

_ differences. It is the confusion of thought which results 
from the inability clearly to differentiate speculative dealings 
of a legitimate nature and speculation which is gambling that 
has led critics of the Stock Exchange to demand strongly 
restrictive measures being applied to all dealings other than 
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those which are concerned with sales of actual holdings and 
purchases for the purpose of investment. We have taken 
the view that our efforts should be directed towards restricting 
as far as possible the facilities provided for reckless gambling, 
while, at the same time, leaving the way open for the exercise 
of what we claim is a perfectly legitimate function of a Stock 
Exchange. 

4. We are of opinion that, though the Board of Directors 
of the Native Share and Stock Brokers' Association has taken 
action in some directions to improve working conditions 
amongst its members, since the Atlay Committee reported in 
1924, and though there has been no recent recurrence of 
" corners " which, prior to that date, were an all too frequent 
cause of difficulties in the Bazaar, trading in the Bazaar and 
its administration still reveal certain fundamental weaknesses 
of practice and, almost as important, of mentality. 

5. We are satisfied, from the evidence which has been 
placed before us, that, of the total business transacted on the 
Bombay Share Bazaar, too high, indeed much too high, 
a proportion is of a speculative nature,-several witnesses 
estimated such business at anything between 80 and 90 per 
cent.-and of that speculative business, a very high proportion 
has degenerated into a mere gamble in differences, thus 
constituting an ever present threat to the continued existence 
of the Bazaar as a serious place of business, capable of 
discharging with efficiency its proper functions as an important 
and essential part of the economic machinery of the Presidency 
and of the country. 

6. The first and fundamental principle of Stock Exchange 
practice and administration is that there shall be no 
interference with the natural course of a market, except in 
what would be, in practice, quite clearly definable circumstances. 
The natural corollary to that is that every bargain must 
be regarded as a contract to deliver or to take delivery 
of a stated amount of stock at a stated price and within 
a stated time, and that any failure to implement fully such 
contract on the terms of the contract, by bona fide money 
payment, must automatically, and without exception, be 
followed by a public declaration of default. In the course 
of our enquiry we have heard evidence which, in our view, 
clearly proves that a mentality exists which interferes with 
these principles. A Stock Exchange, by reason of its peculiarly 
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intimate relations with 'the public and because the behaviour 

of its members has important repercussions on the public 
weal, demands a very high standard of conduct on the part 
of its members, and of administration on the part of its 
controlling body. Moreover, in Bombay the Share Bazaar, being 
recognised by Government, is placed in a privileged position, 
and such a privilege entails corresponding responsibilities. 

7. We have tried to keep in view as our main aim the 
desirability of setting up this high standard of business conduct 
for the Bombay Stock Exchange, and many of the recom­ 
mendations we make, whether they pertain to the organisation 
of the Stock Exchange as a whole or to the constituent parts 
of it, have this aim as their basis, and we wish to emphasize 
that, in the main, our recommendations are interdependent, 
and, except for those which deal with detailed or routine 
matters, non-acceptance of one recommendation may render 
the remainder ineffective. 

· 8. We have used the direct method as little as possible, 
as we are of opinion that, when definite restrictive rules or 
regulations are laid down, the Board of Directors can only 
act within the limitations imposed by such rules and regula­ 
tions, and that ways and means are, all too frequently, 
speedily found to evade them in spirit, if not in letter. 
In many cases it might be found that direct violation of rules 
was difficult to detect or to bring home to the offenders. 
With the direct method of checking over-trading and 
over-speculation, we have, therefore, combined the indirect 
method. 

9. We are of opinion that, when members of the 
Association realise that there is no longer any power left 
to the Board of Directors to intervene in the due completion 
of bargains, except in very grave circumstances when the 
consent of Government will have to be sought and obtained, 
and that members themselves may not individually intervene 
in the completion of bargains without being liable to very 
severe penalties, the effect will be, in conjunction with our 
other recommendations, to compel members to realise that 
their commitments, either for themselves or for constituents, 
must be kept within the bounds dictated by ordinary business 
caution as well as by fear of consequences. 

10. By withdrawing or curtailing certain powers of the 
Board to intervene in the due completion of bargains and 
to interrupt the free play of the normal factors of supply 

... 
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13. There cannot he any doubt that some of these powers 
every Stock Exchange of any importance ought .to have, but 
clearly the powers of the Board in the Bombay Share Bazaar 
go much beyond what is either strictly necessary or desirable. 
The possession of these powers by the Board, even when they 
have not been abused, is in itself calculated to engender, and 
has in fact engendered, in the operators, whether " bulls " or 
"bears", a wholly unhealthy mentality. These feel secure 
against the extreme or ultimate consequences' of their own 

III---WHEN THE BOARD MAY INTERVENE 

12. The Board of Directors have at present the foIIowing 
powers of intervention in the normal operations of the 
markct:- 

(1) Power to suspend the selling-out rule. 

(2) Power to suspend dealings i11 shares and securities 
subjected to "'bear " raids. 

(3) Power to suspend the buying-in rule. 

(.4) Power to suspend dealings in shares and securities in 
which a corner has been effected, and to fix prices 
at which settlement in such cases may be effected. 

(5) Power to close the market in crises, whether national 
or domestic in character. 

and demand, and by strengthening ·the rules applying ta 
defaulters, we have sought to create a situation where only 
the presence of the very gravest circumstances will be 
permitted to interfere with the settlement of bargains on the 
due date. 

11. If, despite our efforts to draft rules embodying the 
principles we have stated, it is found that the intention under­ 
lying our proposals is being ignored or evaded, we can only 
draw the attention of Government and of the controlling body 
of the Share Bazaar to the fact tha.t evasion constitutes the 
meanest and most deplorable form of treachery to fellow­ 
members and to the public alike, and when detected, should 
be visited by swift and condign punishment of the offenders. 
In the last resort, we express the hope that Government would 
not hesitate to exercise its prerogative and withdraw recogni­ 
tion from the Association, should it be found to persist in its 
refusal to recognise its responsibilities to the State and to itself. 
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15. It has been argued that it is necessary for the Board to 
possess powers to suspend the selling-out rule, because, when 
by reason of "bear" selling, the market value of one or more 
securities is lowered, the investor is penalised and forced to 
incur heavy losses through being compelled to realise securities 
at an artifi.ciallydepreciated level. An examination, however, of 
this argument shows that, when the term "investor" is used, 
it is not confined to the buyer who has taken up and paid for his 
security, bu tis extended to cover that speculative investor who, 
unable in the first place to finance his purchases out of his own 
resources, has had recourse to banks or other financial institu­ 
tions, to assist him in completing his purchases by advancing 
him money against the deposit of securities. In this case, the 
fact that he is unable to meet any extra margin demanded by 
the lender, in the event of a fall taking place in the price of the 
security, places him in precisely the same position as the 
member who has entered into liabilities beyond his capacity, 
and there appears, therefore, to be no reason why he, any more 
than the member, should be saved from the results of over­ 
trading or over-speculation, by interfering in the normal course 
of the market. " Bears " attack a market or security when 
speculative purchases have raised the price to an uneconomic 
level, and a weak and vulnerable " bull " account has, in their 

� 

Suspension of selling-out Rule. 

14. In the first place, then, we consider it undesirable 
that the Board should at any time suspend the selling-out rule. 
There need never be any necessity to do so, for in "bear" 
raids, when prices reach a level below the fair market value, 
a stage must inevitably arrive at which the natural forces of 
the market must operate and check the downward trend; and 
since the market continues to be in a position to correct itself 
automatically, it is unsound in principle to interfere in order 
to protect unwary or reckless " bulls ", whether members or 
non-members. 

rashness, and hence they tend to operate recklessly and regard­ 
less of the resultant consequences both to the market and to the 
genuine investor. It is clearly, therefore, of the first imper­ 
tance 'that this mentality should be eradicated, by eliminating 
from the organisation and constitution of the Bazaar the 
principle of intervening with a view to correct difficult situations 
which result entirely from the internal operations of the market. 
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Suspension of Buying-in Rule. 

16. While we do not think that the Board should have the 
power to suspend the " selling-out " rule, we hold that they 
must have the power to suspend the "buying-in" of securities, 
when circumstances appear to them to make such suspension 
desirable in the general interest. This may appear to be 
inconsistent, but the inconsistency is more apparent than real. 
In the case of a market subjected to "bear" raids, it cannot 
be said, as has been stated above, that the natural forces of 
the market cease to operate. On the other hand, when an 
effective "corner" has been established, the natural forces 
do so cease to operate, and instead of the supply and demand 
based on estimates of fair market value being able to restore 
equilibrium, the settlement of the bargains can only be effected 
at prices which will be dictated by the individual or group of 
individuals who may have successfully brought about a 
" corner ". It is only with a view to impose some limit on 
~hi~ ~bsolute power obtained by such individual or group of 
individuals that the Board of the Stock Exchange must have 
the right to intervene to the extent of suspending the 

opinion, been built up. In any stock or commodity market 
such a situation is remedied or sought to be remedied by sales 
of real stock and by short selling. Just as the "bulls" have 
taken prices to a level which, it is inferred, discounts immediate 
prospects, so no doubt, on the swing of the pendulum and 

under the pressure of sales, prices are driven down below that 
value. In due course, supply and demand, based on estimates 
of a fair market value, restore equilibrium. That unwary 
or reckless "bulls", whether members or non-members, suffer 
financial losses during such a period of adjustment is the 
inevitable conseguence of assuming liabilities they cannot 
discharge. In so far as the trader is concerned, who, in order to 
finance legitimate trade commitments, has deposited securities 
with his banker as security for loan or overdraft, we consider 
that the class of securities likely to be affected by the absence 
of this power will be confined to the limited number of scrips 
in which there is a speculative market in Bombay, and these 
would be the last class of securities which a banker would accept 
or a trader would wish to deposit for the purpose of obtaining 
resources to carry on a legitimate business. In any case, it 
is significant t.hat the practice of bankers in Bombay is to 
demand very heavy margins, extending up to 50 per cent., 
against loans on securities of this nature. 



17. There may arise also circumstances in which it may 
become necessary, in the interest of the general public, either 
to close the market or to suspend short-selling in any scrip 
or scrips with the least possible delay. A Stock Exchange 
reacts with remarkable rapidity to outside occurrences, such 
as the declaration of war or the announcement of a vital 
change in the currency policy of an industrially important 
country. On such occasions, prompt action by the Board 
alone may avert a calamity. It is, therefore, in our opinion, 
essential that the Board should have the power both to suspend 
short-selling and to close the market. But it will be evident 
that it is not contemplated that these powers shall be exercised 
either frequently or to stave off a domestic crisis resulting 
from operations in the market. The exercise of the power 
to suspend short-selling, for instance, should be restricted to 
occasions when the general body of investors throughout the 

c� country have to be protected from the anti-social activities 

Suspension of short-selling and Power to close 

the Market. 

� 

" buying-in '' rule, and thus preventing the buyer from utilising 
the machinery of the Stock Exchange to drive prices to an 
altogether unwarranted height. We do not think that the 
Board should have the power to fix the price at which the 
bargains may be closed. The effect of the suspension would 
merely be to compel the buyers to offer reasonable and accept- 

. able terms to the sellers at which they may close their 
commitments. The buyer, on the one hand, will be induced 
to be reasonable, because he will realise that bargains will 
remain unclosed and differences will not be paid so long as the 
"buying-in" rule remains suspended, and the seller, on the 
other hand, will also be constrained to adopt a reasonable 
attitude, because he will be aware of the power of the Board of 
Directors to withdraw the suspension, should it come to the 
conclusion that the terms offered by the buyer are not 
unreasonable. We may, however, point out that on any Stock 
Exchange which realises the importance of the principles stated 
in this report, resort to suspension of the buying-in rule is 
only had in very exceptional circumstances. So far as the 
Chairman's recollection goes, this power has been utilised in 
London only once in the past thirty years, and that was to 
deal with the situation created by a temporary corner in 
Northern Pacific Railway shares . 
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19. It has been suggested that Government would be in 
a position of considerable difficulty when called upon to agree 
or to disagree with any request by the Board to be allowed 
to exercise these powers, inasmuch as Government has no 
detailed technical knowledge of conditions on the Stock 
Exchange. We consider that these fears are unjustified. 
For Government the test, before giving or withholding its 
consent to the application of the Exchange to exercise any 
of these powers, is simple : they need only ask themselves 

· whether their consent is sought with a view to serve the general 
good or only to save individuals from the consequences of 
their own rashness. 

- 

.. 

18. In order to insure against any improper use of these 
twin powers of the suspension of "buying-in" and of short­ 
selling, we think it necessary that they shall only be exercised 
with the previous consent of Government. The power to 
close the market, however, cannot thus be circumscribed, 
if it is to be exercised to any purpose. Events may move 
so rapidly on the Exchange that instantaneous action may 
at any particular time well avert a disaster, which hesitation 
or delay would only precipitate. We recommend that the 
Board should have the power to close the market for 
twenty-four hours without the consent of Government, but 
that if it wished to keep it closed for a longer period, it 
must approach the Government for the purpose. Our reasons 
for proposing that the consent of Government be obtained 
in these circumstances is that, from the evidence which has 
been given to us, it is clear that, amongst even important 
representative bodies and associations, there is a certain lack 
of confidence in the Stock Exchange and in its administration. 
There is no doubt that to some extent that criticism is based 
on misconception of a number of factors, but there is 
sufficient evidence to show that it exists, and we consider it 
is politic to recognise that fact. We believe that when 
the public realise that the decisions of the Board have 
been concurred in by Government, the effect on the 
community will be to increase and to maintain a feeling 
of confidence in the Stock Exchange and its administration. 

of unscrupulous individuals, who might attempt to utilise 
a grave national or international situation to their own 
advantage. 

s 
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IV-INVIOLABILITY OF BARGAINS 

_ 21. The second principle already mentioned, which governs 
the administration of a well organised and soundly conducted 
Stock Exchange, is that a bargain once entered into in the 
market shall be implemented regardless of the consequences. 
Its strict application may at times prove to be harsh towards 
the individual, but that harshness is necessary and justified 
in consideration of the general good, as indeed.has been found 
to be the .case in every Stock Exchange of importance in the 
world . 

22. We cannot, therefore, condemn too strongly the 
principle of compromise to avoid default, which has gained 
acceptance in Bombay. Indeed, we regard it as responsible 
to no small extent for the existence of so much unhealthy 
speculation and over-trading in the Bombay market. And 
we are, therefore, confident that when members begin to realise 
that the Board has no longer power to intervene between 
them and the consequences of their actions, in sheer self­ 
preservation they will discard recklessness and conduct 
their business on more cautious and conservative lines. Our 
recommendations as regards defaulters aim, therefore, at 
establishing alike the principle that a bargain must be 
implemented, and the high standard, to which we have already 
drawn attention, in relation to the conduct of Stock Exchange 
business and administration. We propose, in the first place, 
with all the emphasis at our command, that compromise in 
any shape or form, in order to avoid default, shall be prohibited 
under pain of severe penalties. 

23. It is necessary to comment here upon a point which" 
though apparently minor, is one of considerable importance � 

M Va 1-2 

... 

20. In fine, therefore, we propose that the Board should 
have- 

(1) power to suspend the " buying-in " :rule, with the 
previous consent of Government ; 

\2) powe:r to suspend short-selling, also with the previous 
consent of Government ; and 

{3) (i) power to close the market for twenty-four 
hours; and 

{ii) power to keep it closed for any longer period only 
when the prior consent of Government has been 
obtained. 

� 
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24. The question of conditions on which defaulters shall 
be re-admitted is very closely allied to the actual declaration 
of default. It is our considered opinion that, if it is desired 
to secure the fullest effects of the acceptance of the principle 
of inviolability of bargains, the terms of re-admission of 
defaulters should be made very strict and rigid. For, to make 
them easy would be to undermine the whole principle and 
the whole mentality which we arc at pains to build up. We 
recommend, therefore, that- 

(1) a member whose default has been brought about or 
has been contributed to by speculation on his own account 
should not be re-admitted under any circumstances; 

(2) a defaulter who has paid 16 annas in the rupee shall 
be eligible for re-admission by the Board if it is satisfied 
that his conduct in other respects gives rise to no cause for 
complaint; 

(3) in order that the Board may be enabled to deal with 
the more extreme cases of hardship, it should have powers 
similar to those possessed by the Committee of the London 
Stock Exchange to re-admit a defaulter, whose conduct, 
on examination, is found to be irreproachable and whose 
failure is proved to be entirely or in the main due to 

·At present a member is liable to he declared a defaulter if 
he fails to fulfil his· obligations to a fellow-member only. 
It is self-evident that his failure to fulfil his engagements 
arising out of a contract made subject to the rules of the 
Association with a non-member should also bf\ followed bv 
a declaration of default ; and we suggest, therefore, tha't 
Rule 135 (a) should be amended accordingly; and, in order 
to add a very necessary link to the chain of responsibility, 
we think that some improvement is called for in the method 
of dealing with a defaulter's assets. At present, a defaulter's 
property, outside the Stock Exchange, is not made available 
to the Defaulters Committee for the benefit of his creditors. 
We suggest that, as in London, it should be made a condition 
of membership that in the event of a member being declared 
a defaulter he shall sign a deed of assignment, in a prescribed 
form, in favour of the Defaulters Committee. Any objection 
to this proposal can only be based on a reluctance to allow 
attachment of some part of a defaulter's assets for the benefit 
of his creditors, and every right-thinking member of the 
Association must agree that such objection is untenable. 

10 



Control cf Remisiers (Suh-brokers). 

26. One of the more important aspects to be considered 
in this connection is the proper regulation of the remisier or, 
as he used to be known, the sub-broker. The amendments 
proposed by the Association should go a long way towards 
bringing about a healthier state of affairs, and should result in 
materially raising the prestige and the efficiency of the remisier. 
Such proposals as we have made are designed still further to 
strengthen the proposals already put forward py the Association. 
It was suggested on a number of occasions in the course of the 
evidence given before us, that remisiers should be compelled 
to make some deposit, say a sum of Rs, 5,000, with the Associa­ 
tion authorities, as a guarantee of good faith and as providing 
some proof that they were of some financial standing and not 
entirely without resources. We think that such a provision 
will have an effect in bringing home to the remisier that he is 
a responsible individual, and at the same time tend to render 
him more cautious in the business. which he accepts, because 
under certain circumstances his deposit will be liable to be 
forfeited. 

27. We have given considerable thought to the proposal 
to limit the number of remisiers 8. member or a firm of members 

" 

.. 

misfortunes, even if such defaulter has paid up only . 

a portion of his liabilities. 

The effect of these proposals on the rules of the Association 
is indicated in Appendix IV. We realise, of course, that, 
however sound these rules may be, they will fail to achieve their 
object if they are not enforced, and we earnestly trust, 
therefore, that the Board of Directors will enforce the rules 
and exercise their discretion in this matter with the same 
impartiality and strictness with which that discretion is exer­ 

cised by the Committee of the Stock Exchange in London. 

V-OTHER FACTORS 

25. The proposals we now proceed to examine are designed 
to institute a check on what a considerable volume of evidence 

._. before us indicates as one of the sources of public disquiet, 
and that is the readiness with which speculative transactions 
can be opened on the Stock Exchange. They seek to make it 
more difficult for those members of the public who may be 
tempted, by various means, to engage themselves beyond their 
present or even prospective resources in Stock Exchange 
speculation. 

11 
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may employ, and have come to the conclusion that to impose 
a direct check would be undesirable and may even defeat 
its object. In our opinion, such a check will indirectly be 
instituted if an annual subscription, say of Rs. 200, is made 
payable in respect of every remisier registered with the Stock 
Exchange. Incidentally, this proposal will also have the effect 
of giving the remisier a definite standing ju the Stock Exchange .. 

For self-evident reasons, we suggest further that a remisier 

should not be eligible for registration so long as he is engaged 
in any other business than that of acting as a remisier to a 
member of the Association, and that, on leaving the member 
or firm to whom he is attached, he should not be registered as' 
a remisier to another member or firm until he has obtained a 
clearance certificate to show both that his conduct with his 
former employer was satisfactory, and that he had left him 
clear of all debts and outstanding liabilities. 

Reduction of unhealthy Speculation. 

28. The problem of eliminating or reducing as far as' 
possible the unhealthy or undesirable variety of speculative 
business is by no means easy of solution. We have examined 
a number of proposals that were placed before us in the course 
of this enquiry, and unfortunately we have had to reject most 
of them, mainly because they were found to be impracticable. 
In our opinion, something, however, can be achieved by­ 
attacking this problem in a direct manner. 

Restriction on Speculation by Employees. 

29. We suggest, in the first instance, that all speculative 
dealings with employees should be prohibited unless they have 
obtained the written consent of their employers. That such 
a restriction may possibly be resented by responsible 
employees constitutes no good reason for not applying a. 
condition which can only operate as a safeguard. It may 
be noted that such a rule is in force on the London Stock 
Exchange and has been found to work satisfactorily. 

System of Margins .. 

30. The establishment of a system of margins, too, should 
have the effect of keeping speculative business, to some extent 
at least, within the means of those speculating. "\Ve have 
considered a great deal of evidence tendered to us on this 
point, and have come to the conclusion that a system of 
margins is desirable, and would act as a definitely restrictive 



Fortnightly or Monthly Settlements. 

32. With the system of margins we link the question of 
monthly or fortnightly settlements, which is another question 
on which we have listened to a considerable amount of evidence. 
The argument in favour of the fortnightly settlement as 
opposed to the monthly settlement is that the former would 
impose an earlier check on the accumulation of speculative 
liabilities, and by requiring a settlement of the bargain within 
a few days of the transaction being entered into, would 
discourage the weak speculator from opening an account, and 
would at the same time make for safety by the more frequent 
settlement of differences. On the other hand, there is a 
considerable difference of opinion as to whether fortnightly 
settlements would in efiect reduce the volume of speculation. 

31. We think that the combined effect of the prohibition 
upon accepting employees' business except with the consent 
of their employers, and the adoption of a system of margins, 
however crude, will have an appreciable effect on the 
volume as well as the quality of speculation. 

influence on that class of speculation which we are most anxious 
to discourage, namely, speculation conducted by financially 
weak individuals. The drawback to many of the proposals 
submitted is that, in our opinion, they are too complicated 
to be put into operation on a market entirely unused to such 
a system, and that consequently such schemes would either 
be evaded or be ineffective. If a relatively simple scheme 
of margins could be evolved, we are of opinion that its effect 
could not be other than beneficial. We have in mind such 
a scheme as will impose (i) a percentage margin on the initial 
bargain price, (ii) an additional percentage margin on the 
make-up price at the first settlement, if the security is carried 
over, and (iii) further additional percentages as supplementary 
margins at each of the following settlements. We do not 
put this forward as a complete scheme, but merely as an 
indication of how a relatively simple · method could be 
adopted in the first instance, which would have the effect of 
imposing a definite check on the initial transaction and would 
penalise its prolongation beyond the due date of the original 
settlement. Should it be found possible oo put such a scheme 
or some variation of it into operation, in course of time, with 
the experience gained, it might be found possible to administer 
more detailed provisions. 
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34. In this connection, we would point out that the proposed 
amendment to rule 192 provides that where the consideration 
money is Rs. 2,000 or under, the full brokerage laid down must 
be charged, but that in the case of a transaction in which the 
consideration money exceeds Rs. 2,000, a member may at his 
discretion charge a reduced brokerage, provided that such 
reduced brokerage shall not be less than one half of the scale 
prescribed. In our opinion, the limit fixed is too low and 
would result in the great bulk of tho business being executed 
at half the minimum commission. This means that the initial 

Minimum Scale of Brokerage. 

33. The importance, from a number of points of view, of 
instituting a scheme of minimum commission scale has been 
argued by many witnesses, and we consider that such a rule 
should, without doubt, be brought into force. We prefer the 
minimum commission scale to the fixed scale which has been 
proposed by some witnesses, because the former allows a 
reasonable latitude to the broker to charge somewhat more than 
the fixed minimum scale, in special circumstances. At present, 
the absence of a minimum scale of commission, while there is 
in operation a maximum scale, has resulted in severe 
competition amongst members, and an uneconomic cutting 
of the rates of commission charged. In our opinion, one 
unhealthy result of this is that members are induced to accept 
business carrying an undue risk, in order to increase their 
commission account as much as possible. If the charging of 
a minimum commission is made compulsory, there will be less 
inducement for members to accept this class of business ; 
besides, it will also eliminate the practice of a client, especially 
an influential client, playing one broker off against another. It 
is most important, however, that there shall not be any under­ 
cutting of the minimum scale which may be laid down, and we 
would suggest that the Board should enforce its provisions in 
this respect with gre~;.t strictness and penalise their breach with 
suspensions for periods varying with the seriousness of the 
offence. 

Should, however, a system of margins be adopted, we think 
that, that in itself would make further consideration of the 
institution of: a fortnightly settlement, at any rate at this 
juncture, unnecessary.'- Bl~t if a system of margins is not 
adopted, or if it does not have the effect anticipated, then, 
we recommend that fortnightly settlements should be 
introduced. 
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Principal's or Agency Contract. 

35. Very closelv connected with the question of brokerage 
scales is tlie question of the form in which contracts should 
be issued. There is clearly in the minds of the public 
an impression that the present practice of issuing ordinarily 
only principal's contracts makes it difficult, if not impossible, 
for the client to satisfy himself that an unduly high commission 
has not been extorted from him in one form or another. This 
is a contention which cannot, for obvious reasons, be 
substantiated by providing evidence of actual cases. Had. it 
been possible to do so, such evidence would not only have 
been submitted to the Board of Directors, but, we presume, 
would also have resulted in proper disciplinary measures 
being taken against the offender. Apart from other 
considerations, the fact that the belief that such practices 
exist is firmly fixed in the minds of many members of the 
public, provides of itself sufficient ground to warrant our 
recommending that members should only be permitted to 
issue agency contracts which dearly state the amount of 
brokerage charged. This course is the more desirable inasmuch 
as it establishes a practice which emphasizes the legal 
position that a broker is only the agent of his constituent. 
It has been stated that this will interfere with the right of 
members to act as principals in regard to their constituents, 
but we are unable to find that there is a sufficient volume of 
legitimate business done by members as principals to justify 
any opposition to the proposal to issue only agency contracts. 
It may be objected that the existing rules make it possible 
for a client to demand an agency contract and that in effect 
responsibility is laid on the client if he accepts any other form. 
Many clients, however, are entirely unaware of these technical 
points and are lulled into the belief that they are receiving 
some benefit when they receive a contract which states only 
the net price. We understand that it is a practice amongst 

� 

mmimum scale would have to be fixed either so high as to 

bring criticism from t,he public, or at so moderate an amount 
that it would be found to be too low for the purpose in view. 
We, therefore, suggest that the minimum scale should be 
charged on all transactions for account up to Rs. 10,000 and 
on all transactions for cash up to Rs. 5,000, but that on 
transactions in one security exceeding those amounts, half 
commission may be charged on the amount by which the 
total exceeds Rs. 10,000 or Rs. 5,000, as the case may be. 
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Responsibility of a Member of a Firm. 

37. We would invite attention here to a practice which, 
we are given to understand, exists in the Share Bazaar, of 
a member, who although a partner in a firm of members, yet 
enters into a contract for the purchase or sale of securities 
with non-members in his own personal capacity. We are 
of opinion that such a practice is highly undesirable inasmuch 
as it permits a member of the Association to contract 

Put-through Business. 

36. Our attention has also been drawn to a practice 
amongst members, whereby one member who may have 
received a substantial order from a client to purchase" or sell 
securities is deterred from executing such order in the name 
of his own firm by reason of his belief that the market will be 
put up or down against him and that his client will consequently 
be a loser, and to obviate this difficulty another member or 
members are employed to execute the business in the trading 
ring. Such practice is no doubt legitimate when it is inspired 
by an honest desire to serve the best interests of the 
non-member, but it is open to serious abuse in so far as it 
is the practice of the members executing the business not to 
work on any fixed scale of remuneration. We propose, 
therefore, that it should be laid down in the rules that when 
a member employs another member as intermediary to 
execute the business of a non-member, such intermediary 
shall report the business to the member employing him at 
the same price as he dealt in the market. The broker may 
pay the intermediary a share of the brokerage charged to the 
constituent. The contract note shall state that the business 
has been done through a member acting as an intermediary 
with whom the brokerage charged has been divided. The 
effect of such a rule would be that the non-member's business 
would be executed at the same price as, and possibly to better 
advantage than, if the member to whom he had entrusted the 
order had dealt himself, as the intermediary will be receiving 
his re~~neration not in addition to, but out of, the broker's 
commission. 

members to guarantee to their constituents the due completion 
of any contract. This, however, is only a custom and only 
to the extent that it would be upheld as such by the courts 
is the constituent in any way protected against the common 
law regarding agency. 



39. The inevitable con.sequence of the abolition. of blank 
transfers will be that the payment of stamp duty will have 
to be enforced on each change of ownership of a security, .and 

M Va l-3 

Abolition of Blank Translers. 

38. The desirability of abolishing the use of blank transfers 
by making them a bad delivery has been urged upon the 
Committee from many quarters. The matter is one which 
presents many technical considerations, and there are 
arguments in favour of such a course as well as against. The 
use of blank transfers, by offering the buyer an opportunity 
of avoiding the Government stamp duty, does undoubtedly, 
by reason of reducing expenses, act as an encouragement 
towards speculation. The existence of such documents in 
large numbers makes the records of companies' registers 
incomplete, inaccurate .and misleading ; besides which many 
persons are put to considerable trouble by reason of the fact 
that shares are not transferred from their names for many 
years after they have been sold. Clearly, the whole situation 
is one which is both irregular and undesirable, and, if it is 
at all possible, it should be stopped. Against this proposal 
it is urged that the effect of making blank transfers a bad 
delivery in Bombay Presidency only, would be to drive 
business from Bombay to other centres. We have given 
careful consideration to this point, and appreciate that 
uniformity all over India is a desirable end to have in mind, 
but, in view of the evidence we have heard as to the attitude 
of mind of the local investor as well as taking into 
consideration our experience oi investors generally, we do 
ltl.ot attach any weight to this particular argument. 

liabilities which are dischargeable only out of his own resources, 
which do not involve his partners in any responsibility, and 
which may be incurred without the knowledge of his partners. 
We, therefore, propose that it should be ruled that a member 
who is a partner in a firm shall not enter into a contract for 
the purchase or sale of securities either with a member or 
a non-member save in the name of the firm and that the firm 
shall be liable for the completion of the contract under the 
rules and regulations of the Stock Exchange. To put this 
point in another form, no contract shall be issued in the name 

of an individual member of the firm, it being laid down clearly 
that in the case of a firm every contract shall be issued only 
in the name of the firm. 

.. 
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this in its turn will impose a limitation on the transaction of 
badli business, which, so long as such business is regarded 
as a legitimate part of Stock Excb ange machinery, would be 
intolerable. We would consider this as an objection unless 
Government can see its way to make such concessions as will 
enable badli stock to be taken up on payment of a nominal 
stamp. It will also be necessary, we think, to make similar 
concessions in respect of stock pledged with banks by recognised 
stock-brokers. 

· 40. We have considered the possible machinery by which 
this principle could be put into operation and have come to 
the conclusion that it does not present any insuperable 
difficulty. We, therefore, recommend that blank transfers 
should be made a bad delivery. We make this reccmmendation 

,; regardless of its effect on the revenues of Government, 
which probably will benefit by its adoption even if a reduced 
scale were to be fixed. We do so because we are convinced 
of the healthy effect the abolition of blank transfers will 
undoubtedly have on stock exchange transactions in general, 
and it is for that reason that we would like to make it clear 
that our recommendation is made independently of any action 
Government may decide to take as to the amount of the stamp 
duty. 

41. To ensure the efficient application of this proposal, 
however, it would be necessary for ready delivery transactions 
also to be settled through the Clearing House. In that case, 
the blank transfer, that is a transfer that does not bear the 
name of the transferee, and indeed every transfer on passing 
through the Clearing House, will be dated by the Clearing 
House with a perforated or embossed stamp showing the date, 
and no transfer bearing the Clearing Rouse date stamp, 
whether bearing revenue stamp or not, shall be accepted by 
the Clearing House as a good delivery, since there must, of 
necessity, have been a beneficial change of ownership in the 
interim. Obviously, it would be necessary to withdraw any 
concessions which may exist under the rules for· permitting 
members to settle bargains outside the Clearing House or 
banks or institutions associated with the Clearing House. 
So also, securities held by any party in custody for another 
party or as security against a liability of the other party will 
have to be made liable to revenue stamp on a change of 
beneficial ownership, whether such change be by a completed 
deed of transfer or not, and the custodian or other holder of 
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Scrips on the Forward List. 

42. The attention of the Committee has been drawn to the 
exceptional violence of fluctuations in prices in the Bombay 
Stock Exchange. Apart from the mentality of the operators, 
which is greatly responsible for this, a contributory factor 
has been stated to be the very few scrips in which it is possible 
to deal speculatively, that is, on the Forward List, and, of those 
few, the still smaller number which are active at any one 
particular time. The fact of there. being only these few scrips 
active has the effect of concentrating on a very narrow area 
the very considerable financial resources available for specula­ 
tion, in a city like Bombay. It has been argued before us 
that, if that area is widened by the inclusion of more shares 
on the Forward List, the tendency wiH be for fluctuations to 
become less violent, and consequently to prove less attractive 
to the more reckless type of speculator. This will enable the 
legitimate speculator or speculative investor to spread his 
risks over a wider area of securities and industries. In this 
connection, various proposals have been put forward, such as 
that the Association should admit to dealings approved 
securities other than those in which there is a register kept in 
Bombay. It has also been suggested that the Association 
should admit to dealings any shares with a register in British 
India, which have already been admitted to dealings on the 
London Stock Exchange. While making no definite recom­ 
mendation on these suggestions, we are of opinion that the 
Association and Government should give careful consideration 
to the possibilities inherent in these suggestions, with a· view 
not only to achieving the results indicated above but also to 
providing opportunity to the Indian investor to place . his 
money in a wider range of industrial securities. Tentatively, 
we suggest that a beginning in this direction may be made by 
admitting to dealings shares of approved companies which 
maintain a share transfer office in the Bombay Presidency. 

43. Apart from these proposals to introduce additional 
approved securities into the Bombay Stock Exchange, we are 
of opinion that, if the recommendations which we put forward 
in this report are put into force, it will be poss~~~ bring 

·� 

such security will have to be made responsible for accounting 
to Government for the proper revenue stamp due to such 
transfer, and, in default, be made liable to whatever penalties 
it may be considered reasonable to impose. 
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