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INTREODUCTION

Einck muerket activity & India reached itg highwater mark during
Worldl War [T, The number af acek exchanges teebled (Dnom 7 2o 211,
and in many cities streel markels and many outside brokers sprang up
Lo participete in the mapidly expanding trade in securitiss. When
uﬁfurlunitiea for apeculation in commodities were narrowed down by
the promulgation of the Defence of Iodis Tules, 0l & money found ils
wiy increasingly Inte steck market speoulation. Too prevent this,
Irefenee Hula 840 was proenulgoled in Seplember 1945, but thia had
not the desived effect. T even made matters worse by driving out
EZ:IJEi.ﬂ'EEE from regulated to uncegulaled markets, thus cagsing exces-
give speealation.  As the 10 1 I was bound to lapse alter the war,
It was necessary to decide whether any peace-Ume repulation of the
stock market shonld iake it ploce. 18 was for heiping Government
tomake & decizion in thiz matter that thiz enquiry has been undertaken,

The enguiry soon disclosed & serious atece ol things in the stock
market, one which clearly demands Sovernmoent intervenlion in the
public interest. AL thee start it was the =tock exchangea that attracted
eole attention, but it soom bachme olear that mueh of the troukble came
from nutsile markets gnd from powerful outelde operators (Including
Eome company directors) whe are able to utilize the stock market for
thele zelfizh emils, What with the many rival stock exchangss com-
peting with one another i the same town, and wilh street markets
and independent firms pursuing methods ealealated to undermipe
whatever regulatlon has been allempied b the atock exchanges, the
Tndian stock market is today in & very unorganiaed, even conlfused,
etate ) It may make one wonder hew this countey which has concen-
trated ao much on law giod order has allowsd disorder to continue in
c0 important an ecancric feld,

Mot anly vhe organisotion of the stoek market wazs found detective
itz funetioning has also often been detrimenta] o the inleresls of
fnvestors aod of the national economy as 8 whole,  Salety [or dealings
ia largely non-exislent and proper provision does not exisc for eguity
bolween riies. Perhans the most objsctioneb’s leature Iz the
violently 1:]:1:?!.‘.1.1]:|H'|'|ﬁ chareter of prices in Lhe slock market. This hag
aleo worked to the detritnent. of the nwvesting pubiie.  Oceasionally the
market iz pushad up by reckless bull operarors o unwarranted
heights, and the erash ther secessarily follows leads o wide-apresd
liguidalion and loss ; even auch a pitiable sitnation, let it he noted, is
utilised by powerful besc gyndicates wo hammer prices down and to
extort 23 much money g: poasinle T inveslors by causing panicky
eolling in the market. This has been going on for lupg in the Indian
stock marloel - this is in fact whet has happens] hepween March 1048
and Max. 1047, during which poriod the market has pone theough hoth
these phases, bringing large profits o speoulators but causing wvast
Insmes to the investing public,  Ne deubd pelitical uncertainties end
communal wrangings had been at the bortom of the nervousne:s n
the stock marleis tely, hor it capiotl bhe denbed chal selfish bBear
opetalors have been sggravaling such panic snd making capital use of
it 1o their selfish advantage,

Whhat has been deserihed above, eapnot now happen in the leading
MWestern countries, and much lesa In Japan or Australia ; beeaues cheir
povernmenta keep & tight control over the working of stock exchanges
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and forcibly eurl every effan of speeuloliss Lo reap profits at the cost
of the investing public.  Buo in ol owing 1o the stlid dvisses foirve
attinude which has long prevalied, Governmen! has ont so Fae sericosly
concerng=] iselt with the work of stock exchanges, In the reawl,
powcrful wvested 1micreata bave besn creealsd, sl Chese have Desn
allosyod e viilize the investment marker for their aeifish peofit,

Many peaple cennon urnderatand why the trade in the companiss’
hares should be controlled, while the trede in the gooda produced T
o vennpiies 15 ol novmaly ao regulated.  They canooi waderatand
why the stock market should oo he free to regulate itzalf, as mest olher
muarkets are. Thew do wor reslize ihet the investmen: markst iz
engaen 1noa work of great poblic importences, Perheps oot so olear
o Laemn goe Lhe many-suled reperensaiong of the stook marke: on the
[rlee level nn othe eredit svacem. on benkiong and cn the national
ercmerny as o whalee It has to be realized, as the U5 A came o
realize at great oodt, dthel " The slock market s an integre! and in-
suparable LT of the modinns!l fnancia svaiern, as portant as the
banks themselves™  Tn lenve 1o privece and unsupervissd conirol
an eennoric institution =0 intimately tied up with the gears that drive
ihe wheels of industre sod busipess, 5 a serious dervelection af public
._]'_:..‘_&'_ And wlha are the parkies that mow dominote Lhe sloek tll_ur'.-LEt 7
Spceulators whess interestz collide directly with those of the patlic, and
company promatera G direciors whe scek to got sles guick at the
ot of sharehaliless gl Investoes: generally,

Tt s troe chat in many rountrigs regulation came only aflcr some
catagtrophic eventa,  Only after the futal Wall Steeet evash of 7929 aul
a serious banking evizie whicl resulted in the elosing of half the numbey
of kanks in the T B AL did the poeple of thal countey make up their
minda 1o carry out encrgelic Feders ] meszorves for coniraelling the stocl
marksl.  But it iz nol the nath of wiadam ra wait 1231 the worst happers.
There isoa wise old gaying in this country that it is belles o Keep the
feet free from mive =iher Chan allow them oo wallow in ood anoid then
winsky e,

Although Indiz has not ol o pass thoough anvihing =o calas-
troshiv, the sxperiences in Indla =inee 1843 ave adeguete o carry
conviction that the stocl market has to be resufoosd in Une cobione]
mterest A Defence of Indin vegulation was indesd promulgaied in
war Hime, hut gs will B2 shown i ihe Heport it was in ono oway a
suecess,  Albough it s now nearly e vears sinee nostilities ended,
conditions In the stock merket are still sach a5 te zall for slringent
reitlianlon even now,  Since March s, the =lock marke! has posand
thromgh various pheses—fArst @ Doom, then o crash and prolonge:d
depression. Al these tendencies conld have been kepl under conlro.,
had there been s praper authority reguleting the stock murket in times
of needl, g peeardingring the wark of itz differenl seetions which often
T cling gl omeas JFOrposrs,

The vexuistion i needed noet for hindeving the working of chae
lerees of supaly and demand, o o prevencing such forees Dedings
manipelated v selfish operotoes for oprivale prodic,. There are still
these whie pin their faith on the saoclicy of the markel, bat il s for thom
Lo shows how far the mancket confoomes Lo tbe petlern Phey have in mind,
Tlase, who point oot how free the London Steck Bxchange is, Lave o
recocmize that the Lowensity of neernal discipline on that exchange has
made outside interference unpecessary. Can oany one make out oa
similar claim for the Indinn Slock Fechanpes

1 is mot merely the salety of the investor that has 1o be taken inbs
acroiint § the question is muach wider,  Our dmmediate oelional coneerm
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i= the planned economic development of the country [or eradicating the
midgernbly poverty of our people. The crux of all coonomic progress is
capital development and gz complete nationalizatinn 3 not precticeblo,
curpurale encerpriae has to he wtilised for the sxpansion of coonomic
activily.,  Theissue and sale of slovks sl sharves s theeefore of prime
impotanee to economic planning, and unleas this is properly rogulalecd
i Lhe public interesc every attemp: =t planned development will only
b mere money inte the hands of the Tew rich persons who have alveady
fiourished by anti-sorial means.  In this light, the rectifieation of our
invistment market ks a0 eszential preliminary to ke launching of any
plai e copnoeic developmend,

The Prasant 1'|'-.|:'|-.‘:I'I tlasls weath 1 _||‘.'"1I'|-.:.E:-:|I QB SR af Lhie Ell't'll‘_l-h'_"_'l_l
end guogests measures which rall for urgent consicderatin, The Lirs.
of these measurea i= Clentral legislation =nd the second ecuslly
iportant—is the selling up of 3 compelsnd public authoricy Lo
vtminister the law, becanse in the shsenee of suitsble machinery fov
thia purpose, the mest perfect legislation may be fotile and may even
prove njuriows, s: shown byowac-lime cxpecicnes in India, 1L s
plgn bren shown that only s Central (%sderaly aulberity eould
pdminister such Luw efectively

Ackimy ledge mii n i

When this enguivy conguenced. hazdly any published material wis
-C":':|_||.EI|.I|I'.' on The subject fexcepd 1he tw Bomey Commitioe Feparls,
whick deal with only a =single stock exchange . ovidenlly the subicct
has not an far received any serions atlention feone euenomists and
Bmancial experis Noe ave the stock exchanges (hemselves intersied
in readily supplying infaormation. When an ineustsy socks pratection,
Mosupplies &7 recevant dats te the Government or the Fasiff Board. Tl
tn Lhe present cuse, the stork exchonges have sought mo pooiection :
it ig the public that stand i nead of protec g aeaingt 2he aroek marke
In spite nf the lack of such incentive, mest srecl exehenges have el
Leplivs Lo my qguestionnaive, but &3 the eplies dis] non Eive adeguale
dletail: on important potuls special anpuiries had to be carried oul for
the purpose, A Ressarch Oficcr wag =ent ol Lo various cenilcs o
erllect inrl-“""‘"i.i.ti':l“ I.'ﬂ:ll'..."lll_'-'. |'_:III_|I_III';I_"'-: were e el by COLTEEI0T-
dence. T must express my meatitede heee o the Presbilents of various
wloes exchonges, especially those of Bombay and Coleaito, Toe Chiedr
sourlesy inoanswering my fueries.  Several members of the publie
have alzo sent me dula, whether in veply Lo v queries ar ol Lheir awn
aventd, and T oam gesieful to them slso. RNome of Lhese, howeever, e
vespnEible for any ol 1the gpiniens exoress=ed in thiz seoore, [ ake sole
reEpenalility B phem, )
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When the Twentlath Century Pund Inc., of the 17 2. A decided to
Carey out o survey of American security markees tn 1954, thes employid
for this work thirty economistz with twenty asslsianls Lo help them
gnd there was ";‘Eﬂiﬂﬁ's- the experi stall of the Fund fself. Swh oan
elaborale survey has nol been possible here, aod the ataff allowed me
for thiz engquiry conzisted of one esearch Offict (Mr. P. K. Panikkar)
arl even this on'y L the end of Qc I,.':_;Fr'u:_':r. 1246, when the drafting of the
peporh had only starled,  The dala collected by him in the coumse of his
tours anil his notes have heen of greal nse. T had alsoe the azzistance
of one Hesearch Aesiatant (Mr. T. N. Joseph) who, although engaged
principally in another pioce of work, was able o fod tlme for assisting
me in Lhe slatlstical parl of Lhis work,  These Lwo gentlemen worked
unsparingiy b help me i this diffleald work, and T am alncersly
thankiul to them.

Finally, T shall be failing in my duty if T do not expreze here my
heavy debt of gratitude Lo the President of the New York Stock
FExehange and to the U5 Securilies and Bxchange Commission,
Philadelphia, for enabling me to sludy the American svaten of stock
markel repulation, first when T visited them in 1945 and subaequently
by answering WY many queries.

drd Jduly, 1847 P J.T.
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CHAPTER 1.

HISTORY AND PRESENT POSITION OF THE
INDIAN SECURITY MARKET
A —Historical Survey.
1. Beginningz of the Stock Merket in India ; Defore 1914

The orgamised seeurdly market. in Tndia is a comparatively recent
development.  In the yeps 19335 anly three citiez in India had Stoek
Exchanges {Bambay, Caleutia and Ahmedabad), There wss some
Leade in securilios, even in the I8th century, at any rate in Caleutta,
and montemporary newspapers gave quotations of securvity prices,  But,
for long thia trede was confined o Governmenl paper and @ few Bank
tharea. Although the Indian Companies Act has been in foree sinoe
1264, only after Worll War I did corporate enlerprise beeome an
imgsartant factor in Indian ceonomy,  To 1914-15, there were 2,545 joint
gtock compunics in Indla with 2 total peid-up capits] of Hs, 81 orores |
hy 19084, the number of companics rose ko 11,072 and the paid-up
capital to Bs. 203-7 crores and in the latest year for which figures arc
available {1944-43) the number of companies was 14,850 and the toial
pald-up capltal was Re 3585-9 crores, (See Chapter IIL)

20 Adter the Government of 1ndis eame under the Crown in LESE,
Itritszh capital and enterprise Aowed frecly inlo the country without
ihe checks placed on them by the Fast India Company, and 1kis resulied
in the apening of pen and cofee plantaiions, juis mills and coal mines,
When the American Civil War {1560-47 stopped eotton supplics to
Lancashine, prices of Indisn cotton went u% Lo recerd belghts, amd this
brought mouch meney into the land: of Bombay cotton dealers and
aome of thiz Aowed inte the shares of the numerous joiol stock com-
panivs which were floated in Bomay seder the boom conditions which
Lthen prevailed, Many of these Ootations were of an unstahle character,
but shure dealings thus became popular and a © gpeculative fever " was
the pesult.  The boom iodeed burst in 18085, several ompanies failed
snd a severs depression followed.  Fut the expansion of liguid capital
had corlain lasting results aod a regolar market in securilics was ons
of therm,  In 1866, there were a3 many &3 100 share brokers in Bombay,
ihe chief of them being Seth Premehand Boychand.

Bombay Stock Exchange.

& Benefiting by the experiences of the ecarly sixtics the slock
and share dealers of Bornhay began to organise themselves for the aalety
of themselves amd Lhe public. In 15TH, o Brokers' sssoclation wich
40 members was organized with il office In Dalal Strest. In 1877,
the Native Stock and SBhare Brokers' Associstion [which has come to
b wmlled the * Bombay Stock Exchange ™) was founded * o support
and protect the chavacter and stalus of brokers sod to further the
interests of hoth Brokers and public dealing in Bombay in stocks, shares
and kike securities and in exchange, Lo ptomoce honourable practices,
to discoursge and suppress ralpractices,” ete, This Aszociatlon was
formally constituted under an indenture dated drd Derember 1887, and
had a membership of 381 In 1808, Seth Chunilal Motichand was (8
first. President.  Till 1814, however, dealings on the Fxchange (spari
framm Governtnent securities) were limited o a fewr textile shares, and
the trade was not properly organised.
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Calentts Stock Exchange,

4, In Caleutta also the aixtics witnessed a grest fillip in ceonomic
aelivity, The number of tea and juce cormpanies inereased and dealings
in lheir shares became imporiant.  In 1854, the daily marcket reports
of Rongsac & Co, gave guotations for as many os 91 joing stock com-
panies, tea being the largest group with 58 coneerns.  For a long tine
dealings were carried un under 2 mecm wree and were of an unorganised
chareeler.  Finally, as a reault of the combined effozls of Buropean and
Indian brokers under the lepdership of Meases, Place, Siddons & (sough,
a privete aszoeialion called the Calentia Slock Fachange Associztinn
was started In (008, with & membership of 150, and it soon set up (s
office Al what is now MNo, 2, Foyal Exenange Pace, The businss: of
the Assovintion aoon expanded and i was subssguently (19235) incor-
poratad as a joint stock company,

Ahmedabad Stock Exchange,

b, After IHE], Ahmedabad forged ahead with & growing lextile
imdustry under indigenous jodnt stock entsrprise.  The need for share
dealingg was felt there, and ihus came inlu being, in 1804, the

ol Bhare & Stock Brokers™ Azsociation, which like the MNative
Btock & Share Brokers' Association of Bombay, s & regiztercd but
unincorporated non-profit association.

2 Worid War T and Aficr.

B, World War I gave 2 greal impetus o the growth of slock and
ghare dealings, Before that War, dealinge in Stock exchenges woers
mostly confined o Governminent securizics.  During the Wiy, cepecially
after the importation of manufactured articles from England becams
diffieult, numerous new enmpanies were foated and gomie of the war
savings wers inyvesled in them.  Owing to he high paice of all articles,
ghare values alzo roze to high levels and this atiracted the cupidity of
gpeculators and. gamblers,  Several COIMers arose, ea;:-erﬂu].lj}' in textile
mil shares.  The rise (o the value of 3 memberabip eard of the Bombey
Srock Wachunge from Ha. 2 H00 in 1974 1o e, 45,000 I 1927 give: sume
indipation of the boom in the siock market,

¥, When zhare deslings grow under war-time boom conditions,
& rival Stock Exebange wae started in Bombay i 1917 and another
in Ahmedabad in 1820 (Gujerat Share & Stock Nxchage), In Madras,
& atock exchange came into belng in 19200 with 100 maiibers on Lhe
rolls, for dealing chicfiy in mill shares. Hul the boom eonditions did
nol st Iopg,  The elump of 1921 was folleaed by g sharp fell in share
prices and by many company failurea. The rival stock exchange in
Bombay had then fo be closed down, and the new Madras Siock
Exchange also became moribund owing Lo want of business,

Atlay Committes,

g The stock market crash in Bombay thet followed the slump
rouzed conziderable public criticism, the bront of which fell on the
authorities of the Bombey Stock BExchange. Publie discontent was
voiced in a resolution of the Bombay Legislotive Couneil moved by
Mr. Havelivalla, calling cm Government to appeint 8 committes to
enlire into the working of the Bombay Stock Exchange,  As a reault,
a committes wes sppointed by the Bombay CGovernment in 1023 Lo
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ergnire into the working of the Bumbay Stock Exchange,  Sir Wilfred
Atlay isome time Chairman of the London Stock Exchange) was the
Chairman of the Commitlee sand Sic Famalbboy Currimbbny, S
Purushotarmlas Thakurdas snd Mr. Bhuelabhai Desal, among others,
were Members, The Feport of the Commitlee disclosed much laxily
in the admicdetration of the Bomboy Steck Exchangs. Rules snd
Regulalions wers masl difficels to asceriain ; some wers printed, anme
had never been prinesd nor published | and o ore, whether membar
of the Asspeiation ov the publie, had any opportunlly of ascertaming
exectly whal rules were in foree,  There wis alzo evidence of sipine-
ness in enforeing rules and taking disciplinary meazures agained
mesibers of the Asspciation.  On the gquestion of corners, which @ had
become a recognized phencmenon it the shave market of Bombay,” the
Comertbee found that the existing rules of the Assceiation on the sub-
ject weare the fundamental eouze of all the trouble, und recommended
their deletion, The Commilies was alao convinecd cthat for lackling
corhers, the ahart aeller should, in the absenes of fraud, be 122 (o pay
the peralty.  The Associstion agreed (o delewe the rales i queation bt
prelerred e place instead the modified rules proposed in Lhe Minovity
Feport by Mr. Bhulabbat Desal which gave lhe Commitlee of the
Association power to declare  corner in any shave when it is eonvineed
that there is going to be a corner, and to auspend a1 Futore dealings
in it for the then ensuing and the next following oedde.  The Assocla-
tinn alen agreed to puhlish its rulea and inivodues new rules g suggested
by the Committes.

Bombay Legislatien,

B, While action by Govermment  waz  ubder  conlemplation
speculation pgsin develnped on a large seale in Bombey and chiz led 1o
o cragh in June 1925, and greal pame in the slock eXxchange followed,
This strengrhensd the handa of Government or taling setion o control
forwanl deslings.  Covernment sought o assume authority to contool
the rule-malking pover of Lhe Association, and in relurn to grand b it
by charter a monopely of organised trediog in securdties, But the
Aaenciation did not accept the offer, and the wisdom of this refuss) hae
zZinee been scrionaly douktlod,

100 Government, thercsfore, had ng altermative buc to enacs legis-
lation for saleguasrding the inierests of 1he public,  Accordingly the
Geeurities Contracl: Control Act of 1925 was passed, by which all
cotitracta on the exchange ntber then resdy delivery contracts weie
o ke veid unleza maile subjoct to vules approved by Government.,  The
Aot came inte operation i che cily of Bomnoy oo Jenuary 1, 1986, Soon
aftervwards, the Nulive Share & Hlock Brokers' Auzscoiation submitied a
complele set of rules and repolatlons for the approval of Government
and after gorme deliberation, the rules were sanctioned by Government.
un 14th May 1927, Rule 335 gave the Board of Direcuors of the Asso
ciation power Lo intervene in ceEe of emergencies (ke corners, crises,
pie. Mo addition or alterations te or mscinding of the rules could b
trsde withont the spproval of the Govermment.  The puwers of contvol
thus gssuned by Government were nol, however, very effective aa will
T shoown laler.

11. The Wall Street eresh of 1920 and the world ecnnomic orisis
that followed bhad thelr repercussions oo Indion stock exchanges,
eapecially miter the ahandonment of gold stzndard by the T, W in
Beptemmber 18931, The pelitizal turmoedls o the years 1930-32 alan had
SOTIOLE coR&edueneeg on buainess activity.  Mupllers came 1o a crisis in
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1835 with the failure of Messrs, Currimbhoy Borahin & Sons Lid., who
wers managing apenls for certain texiile emmnpanivs,  As s resull,

dealings on forwerd account were suspended for seven weeks ([rom
Hh Beptember o 11th Novemher 18000,

A Perind of Expansion,

12, Feroan 1934 economic conditions began 2o dmpenve,  Prices
againtended 1o move upward and speculative activity revived. Taking
advantaze of thiz improvement m business conditions, now atock
exchanges ware started in several cities,  The Madras Stock Exchange
waz revived in 1957 with a growing Lrade lurgely in plantetion and mdll
sharvs.  The rapid increase in the number -:'.:I%LEF:E‘IJ'IL: Corpanies in and
grovnd Coimbarore, and the logltations of many plantation ventures
in Bouth Indis gave strength to the vevived stock exchsnge.  1n Lahors
a new stock exchange was started i 1934 el with this later merged
the Punjal Hlock Exchonge il ineorporatea in 1935, In 18539, the
Ahmedabad 2harve & Steck Brokers' Associglion was recognlaed by the
Goverament of Bombay under the Sceurities Contractz Contral Act
gnd ite rules were remodalled on those of Lhe Bombsy Block Exchage.

13, Rival stook exchanges also came to be el up in Caleutla and
Bombay,  In Caleaita, where the old Slock Exchange carried an only
cazh bualneas, & saction of publiz fel the need for forward dealings, and
to meet thiz o now slock cxcehange (The Bengal Share and Siook
Exchapnge Lid) was established in 1537, and lhis adopted forward
trading in certain sceuritivs on the bosis of meonthly setilementz. o
Fombay too, a new atock exchange, limited by guaranies, under the
title of the Indisn Sleck Exchange LUl was slaried in Pebroary LOGR
wilhy an inHuential Board of Disectors, covsisting of Sir Chunilsl B.
Mehta and others,

Morlson Committes Enguiry,

14, The rovival in stock exchange business after 1934 in Bombay
brought to the lest (he efeacy of the Bombay Act of 1925, Speculators
bepame 23 potive as ever snd there was a boom in shure prices,  But
ihe hoom soon bura {Apeil 10350, and Uhis was follewed, in 154, by a
fresh crizis reaulting from the maomipalations of professional johbera.
Forward merkels weee then suapended.  Thus, in spite of the Act of
1825, there were criseg in the years 1925 THM, Tl T0A5 and 1HAR.
Public eriticism {hesefore became noisy sgainst the Bombuy Slock
Exchange, and apainat the Associntion which managed it. This Jed
o a seennd enguiry early in 1037 by o Committee presided over by
Mr, W, B, Morizon, whe Loo came feam the Tondon Stock Exchange.
The rerammendalion: of the Committer were parefully drewn up
Thaee fall into fwo groups ong reguiring legislation zind the ather which
conld b implemented direetly by the stock exchange under -;::-:i*.:.t:inF lazar,
Theee latier rerommendations woere aecepied by the stoek exchange
authorities, after comsiderable deliberation. A new set of rules, sub-
mitted by Lhe Associstion for Governmenl approval, werg finally aane-
tiored o WMay 31, 1035,

15, The recommendelions invalving legislation were (10 the Iniro-
duetion of a eompulsory svstem of marging (i) the abolition of blank
tranafers, (iii) the reservation by Goevernment of power to Imposs rules
on the Asgoclation, (iv) the abolivon of the Association's nver-riding
power over the Board of Dircelors in certaln clremmstanees sad O]
extension of control over ready delivery conlracls and the ame ndment
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of the definition of “ ready delivery contraol”” A these recommenda-
tiona came under zorntiny aad certain decisions were talen in 1538, the
Congress Mindstry had decided (o foveodoce o bill fur controlling for-
ward dealings, but this did not materialize owing lo the Ministry giving
Lp office on the sulbreak of War,

Crisis im Calentta Market,

6. A reference must be made, at legst inopassing, o the crisis in
the Calentta stook merket in 1037, followring the tremendoes boom in
the Todin Irom & Bteel Cofs sharcs, The price of  thess
shares, alanding  below par (Hz, 92 in June 1936, shot
up to Hs 30 by January 1937 and  further up to Re. 191240
o Gth April 1937, Mo dividend, le: it be aotied, had been till chen patd
by Lhe company.  Aboul thal Lime, & is true hoom conditions prevailed
alen in Mew York and London ; but the peaithon al Caleatts went far
beyond srathing keown hefore in the srnals of that warket. " For the
first time in s history, the sloek market became the playground for
il vomerz, Belred with e ineatlable lust for money-making, unini-
tiated in the technigue of slock speculatlon, illinformed 83 to the
relative positinn of and the value of Lhe various specnlative shares, the
man-in-the-street was wildly drsgged  into the maclstrom of stock
merket boom.”  After reaching the above record prler om Gth April
Indian Troms fell abruplly 1o Rs 45-4-0 oo the end of the month, causing
immense Ioss to mumerous persong and heocfiting only & few clever
manipulators who had raken full sdvanlage of the pitlable brisses foire
policy then pursued by Governiment,

A World War 11 and Afler (1840-16),

1. During the frsl vears of Warld War IL Auctuations grose in
the =acurity marker in Tndia. bBut subeseuently with the large increase
of profits due o war orders, sharve orices sleo imprnvesd and a great
many new Slek exchenges and share bagaers hod sprang up for meet-
ing the new ailuntion,

18, Por o fow mantbs sfter the cuthreak ol war, share prices were
on the up-grade, but with the fall of France in May 1940 atock exchanges
received o rude ahoek ol ag oa result, the Coleatla Stock Exchonge
remainad elosed for aix weeks,  On [£th June, forward trading was
elosed on the Toembay Stock Exebange and minimum prices were fixed
for 211 sharves | special miles for the seliloment of transaclions in g fewr
specified ahares wore gleo formulated

Mindinam Prices for Governmenl Secorilics Fized.

19, Fresh surprises were in atore duelng 1941, The entry of
Tapan inlo the war eanssd p soriows erizis in the Caleitla Stock
Exchangs and Lhis led to the fixing of mizimuom prices there for soms
of the speculative surips.  The initial succesges of Jupan and the menars
this mesnt o the sifely of India ceused a sharn deeline in the seeurity
aral share prices, and vovioes steps had to be taken for eounteracting
thiz. Inatlbutional investore es well as Governmenl were concernead
about the depreciation in the prlge of Government seeurities, beyond
a cerfain limit, =nd therefore on dod March 1242, a Gazerte [xira-
ardinary wis issued prohibiting dealings in Government, seeurities below
fized mindmum prless. Allempts were also made by ocerlain etocl
prchange authorities 1o fix mindmum prices  for certain indusirial
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seripa, bt Lhis wee not quite suecessfol in maintaining share prices,
On Octoher 15, 1942, forvward trading was suspended indefinitely o e
Bornhay Stock Exchange, But the situatlon eonsiderably Improved in
1843 and this improvement weas maintained till the end of war, inapite
of varioue adverss fotors,

Conrtol of Forward Dealings.

2L In Lhe meantime the inerease of money in circnlation withont
a correspoiding ineresse in Che quantily of goods resulied in priee
inflations which became serions afler the entey of Japan into war, and
a8 It was legitimately belleved that specalation in eomemaedity oond share
markets had much o do with the growing inflatinn, measires wers
urged for curbing o Accardingly early in 1045, the Govermment nf
India toeok sction by prohibiting forward trade in the eommodity
rarkets, colton, oil seeds and bullion, bat it was thought that this only
diverted the ateentinn of speculoiors o the shae '|1'|ar1-LF'r AlLhonug
the Bombay slocl market had boen tochnically on s ready delivery basia
for sorme Hme, 1L could nel owork without vedds business, and it is
bBelieved thet forward dealings, in eome form or other, were polng on,
veider the guise of Ladfa, Tn cope with such a silualion, the Tefenoe
of Tndia Hule %40 was promulgated on 24th Sepiember 15945 This
Ordinanee prohibived all deslinge, other than * ready delivery contractz,”
and limited the period of sueh contracts to seven days. Slock exchanges
were prohibdted feom © permoditing or alfording facilities  for budie
transactione.  Options were also hanned. While the Ordinance ruled
il forwerd pemtraces and Swdia on the floor of the stock exchange,
there wes nothing o provent such contracls apd Sadiy laking place
outzide the foor and as fhere was e proper aringement made for
gdminisiering this Tule, soeh tronsaetions went oo owithour el oor
hindrance [according to some reports even on the foor of cortain siock
sxchangest.

Growwil of Datside Maskhoils,

21, The ope paleni oesull of Lthe Ondingnee was the growth of
shore denlings onizice the stock swchanges, in uw*g:mb—td share
baraars (e, emey T market in Bombav and Ahmedabad, and © Baled®
market in Caleuttas free from restrictiona imposed on stock exchanges
by legizlation or Ordinence.  The business of these oulslde markets
goom beepme much larser than i the orgenised stock exchanges. In
Colewlds, the welome of frenzactions of the “Katni® market (just
auteile the Calentte Stock Exchange! was eathmated in TH4E 1o heoe
teen se much 55 ten times Chal in the afficial Steck Exchange,  Most
of the business: in these outside markets was pure gambling in
differences, but it was nol casy for any Government to detect. it

Mew Stock Exchanmes,

22, In the meantime, numerous new stock exchanges had been
sterted Inoeitles and towns, Tn Ahmedabad, where owing lo various
ST :|lr:|.u].1|]'.'-|’.— share dealings took deep roof, the mumber of rival
gtock exchanges rose to & and in Lahors which wimessed a grest ex-
pansion of monelary Inenmes during World War II the pumber
Eeogrree B (e ol the new stoek cxchanges in Ahreesdabod (the Toulian
Ghpre and Genersl EEchange Azscciation) claimed that az the larze
gums of money it the hands of the public sought channels of invest-
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ment, the need for a new stock exchange was felt. The claim of
another in the same town (the Bombay Share and Stocle Drokera'
Associstion) was that ag nther stock exchanges in the city dealt in only
locel mills shares, a new concern was regulred for trading in eulside
eerips. Fwven more plansible ressnms were urged by the new stock
exchangea in Laharve. One of them, the Lehore Stock Exchange Lid.,
slaled in it3 memorandum thet se there wos, aller Japan'z entry into
the war, B scare in the business circles in Bombay and Caleutts, the
Punjab waz felt a aafer place for their business, ‘The incresse in the
smounts of mongy seeking investment was also pointed out as another
pround.  Mew stock exehanges aroze alao in Cawnpore (the T1. P Stock
Exchange Lid), Nagpur Dwlhl and other centres. Thus, the
number of steek exchanges increszed from seven st the outhreslk of
wiar o abonl bwenty-nne in 1925 (This does oot dnclnde the un-
registered share bazaars and lrackset shops which had sprung up in war
Limiz Lo «do business which no stock exchange would admic), The
number of exchange: has sinee fallen in one gase by amalgama_tiun
(Delkiy and in other coses Ty ceasing Lo operate in stock deslings (two
in Ahmedabadi. The total number taday iz ehout 18 (excluding Tndian
Elates where two exchangers fanction, one in Hydersbad and anather in
Rangalore),

23. But this does not tell the whole story of the new stock
exchanges.  With the growth in number of the exchange divergences
alen increased befweon them regarding conacitution, manseemment,
powers, rules of business, ete.  Some ace lmited lability companies
regisiered under the Indisn Companies Aet; olhers are private ssso-
CIELLONSE, sombe regisberead and olhors L:':.r'cgist.crcd_ BEvren among 1he
Hmited linbilily companies, some are private and acthers publie, 1
respect alsn of 1he rules regulating the eonduct of business, the various
cxchangea differ widely. Mony of the older exchanges have fully
written ritles, while some of the newer ones work on unwritcen rules
and usagea.  The older exchanges oonfine  (hemselves o bade in
securilics ; but the newly sterted ones, erapecially some in Ahmedabed
and ane in Lahore, permil glqe specolalion inocommcadities {entlon, odl
seeds, elesy and bullion,  Buch interlocking of apaculstion in commo-
dities with sloclk dealings oblained In Germany before 1536, but is ool
now permitted in any advenced counory.

24, Bide by aide with the stock exchanges have gl sprung u
two commpelitons in the E-L“:L-l!'ii:i’ trade, namely street markers ang
ndependent firmns.  Ahout the large street markets in Caleutla and
Bormbay mention hea already bean made. Such share bazoors have
pleo sprung up in other cities,  Similarly independent firma have also
been set up to cerry on what 12 called over-the-counter frade,  Somme
of these are proprietory firme, while others are Ineorporaced under the
Indisn Companies Act.  Besides engaging in atock and share huzainess
many of these firms speealote also in eommoeditles and bollion, and some
in additien do banking and managing agency business oo, By clever
publicity methoda, they have drewn inio their clotches many persone
inberestod in making easy monegy.,  With lorge resources parlly drasen
wi share capital or as deposite fromo the public, aome of thess fitms
have besn sble to cwrry on monipalations in eommndity and share
prices, and have hepmme a menace to the organised zecurity market. All
theae developmenls have hesn possible, becausze of the abzence of any
effective reglation be Grovernment in this important field.

Fost-war Developments @ Lapse of the DLLIE
2. PBefore closing this historical survey, we may briefiy refor
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here to important deselopments connected with the stock marker after
ihe terminalion of war, One of them is the lapse of TLTFL 8340 at the
end of September 15946, The ban on forward Lepding was thus (ifted
and the exchanges were Tfreg to return bo their pre-Ordinance maores of
business.  But in practice no serious ebange wos involved by this,
secing that the TLLE, was sn excenzivoly evaded gven when it was in
operation, as shown abowve.

Slare Boom 13#40—and Deeling 1947,

2B, The more impartant of the post-war developments 2 the boom
in share prices, which starting (n Sestember 1943 grew o serlous
proparlions towards the middle of 1946, Targely owing lo excessive
cptimism genersted by vorlous factore, chisf ar:mn\%r which were the
Hush of maoney in the hands of the investing public, the absence of
algrnative channels of investment, the rather premature gbolition of
the E.PT., and nol lesst, the policy of chean money unacocempanied
by arv positive efort {0 have £ used in peoductive channels.  The
crigia that followed was servious, especinlly in Celeuita where a large
pumber of mushroom banks that had been making liberal advances an
sharcs cgme 1o grief and had Lo elose theie doors. In Bombay ton,
hepvy lguidatine resulled.  Then foilowed a sharp decline in_share
prices, aggravated largely by & deterioration in the communal sitlation
and by politieal uncertainties generally.  The Caloutts Stoek Exchange
fized minimum prices for & certain number of. specalative aceips, bt
this praved inefective.  Speeulation In uooficial merkets at Calentta
and unaeemiy bear selling o the Bombay markeet brought abont almost
a Iandslide In sharve prices in May 1247, Tt was thus made clear how
weak stock cxchanges can be when their members are out to gel rich
nuick, at the cosl of the nvesting public.

E. COMPOSITION OF THE INIMAN SECURITY MARKET.

7. I omay be clear from the foregoing thal the sceurity market
in India is pow in a hewildering condition.  In many of the leading
vities of Tndia there i3 a strangs medley of stock exchenges, slneet bazaars
and independent firms, all competing with ore another for the rade in
the safme gecnrities  In other countries too, nolably in the 1 50 AL
putaide markets are recognised, hut they operate over o different feld
and do not directly compele with the stock exchanges, There 3 in
many American cities one stock exchange for trade in securities which
sre listed under the rather expeting listing requirements of the ex-
change, one curb exchange which admils for trade)Etcurities not listed
on the stock cxehange, and g certain pumber of independent Grms doing
ovar-the-pounier buginess, je direct aole fo or purchase from firms
over the oounter, in resrect of eortein zecucilice which are traded
nelther on the atock cxchangs nor on the curh exchengs,  In India,
on the other hand, o cerlgin cities there are many ormpeting stock
vxchanges, hesides curt markets and many indeperdent dealers. And
gl these are entitled 1o irade in the aszme seeprities and in addition
somme speculate alwo in buliion sod eommendiiies.  Such uncontrolled
developments have brought aboul inordinate speculation, and have
given rise to injurious manipulacions, ag will be shown in Chapter TV,

8. The veriou: components of the Indian security market may
he classificd ss follows 1—(1] Stock Exchanges ; (I1) Street merkets and
chare hazaars amd (1T Independent Dwealere,
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I STOCK EXCHANGES,

28, A distinetion may be drawn betwesn the two ztock cuehanges
recognised by Government snd others net so Pecopnized, but o more
reazonable hasiz of classilcation will ke the nature of cvganization of the
slock exchanpges,

ol The oldest of the Indian stock exchanges were organised as
privale  non-profil.  awsociations. Subsequently  when  the  [odiao
Companies Ack (1003 cone inle foarce, incorporation came much indo
viogue, ome of Lhe private sseoclalions ithe Calentia Stock Bxchunze)
gat iteelf ineorporsied, and new exchanges were organised as jnins
slock companics.  Thus of the 18 stock exchanges working now, 5 are
private aséociations and 13 are joint stock companies,  Steck exchanges
in Tndia may therefore be clazeificd under twn categories —

(4} Private Aseoriations, and
[B1 Joint Stock Compenies.
31, A Private Aszociations,
(i1 Teegistered Stock  Hxehange Associatlons recoondeed by
GoveTnment. '
(1} The Naiive Share and Srock Drokers'  Associalicn,
Bombar. {Tombay Suek Buchange!,
(2} Ahmedabad Share and Stock Trokers”  Association.
Almedabad,  (Ahmedabad Stock Bxchange), ’
{1iy Other Private Associations, some reglatersd,
(11 Gujerst Shere and Hlock Exchange, Ahmedaharn,
(2] Bombay Shere &  Stock Erokorn:'  Aszsoeiation,
o A |
. ndian  Bharve & General  Fachs Azsocdatlon,
Ahmedabad. e e
(It muat he noted Lthat although all the Gve above are private associa-
tions, the distinetion belween the an elagses of Azsocltioms iz funda-
meantal, seeing thar the former (A [ oworks under Tully end(fied roles
repoEmised vy Government, whils the latter (A §i) heve only partially
eodified tules, and are nol recopnized by Government, The facl Lhal
anme of the Private Assceiations under (4 i) are not registersd i3
alzn impaortanil,

32, B. Limited Liability Companies,

Limndted liability compuanics, some private companies and othera
public ; most of them lmitsd by share capital and one limited by
gusrantee. The grest majority of the stock exebanges in Indis sre of
this eategory. These range from the Coleutla 2tock Exchange Ll
with 256 member firme, to amall incipient concerns with haedly o docen
members, The follewing thirteen  slock  exchanges  are of  this
CRLEZOrY -

The Caleutta Stock Exchange Lid, Calestla,

The Dengal Share & 2lock Exchange Lid, Caleutia

The Seock Bxchange Aszoclation of Dengel Led, Calearta.
The Indian Stock Exchenge Lid, Bombay,

The Madras Stock Bxchange Lid, Madraz,

The Punjab Stock Kxchange, Lod, Lahoes,

The Punjab Stock & Zhare Brokers' Associstion Lid.
Lahore.

The Lakore Stock Exchange Lid., Lahore

The Lohore Central Stork BExchange Lid., Labore,

The All-India Stock Exchange Lid, Lahore.

The Delhi Stock Brehange Lid, Telhi

i
e o o
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o



(|

12 The T P. Stock Exchange Lid., Cawnpore,
13 The Magpur Stock Exchange Litd, WNagphr,

bl Strect Murkets and Share Bazaars,

&t Somelin cities with well established exchanges { Ketni Market
in Calemtta, Grey Market in Bombav), and others in small toeams with
no stock exchanges,

ITI. Independent Dealers,

g3, Imdependent deslers engaged in over-the-counter trade [ sume
gre ineorporaled, clhers privare.  Some of these desl in commoditios
s Ballion ag well, and in the rase of some ghave dealings sre only
& &ldn-ling,

a6, Some explanalion may be appozite here regarding curba or
slrept markets and the indeoendest desbers, The term * Cork' has
long been in use in the T 850 A, o denote stocl markers in the open
street, One of Che egarliest of these curbs iz thet of New York which
met for long in Brosd Steest, amd worked with liltle or o organisaticn.
The brokers met in the middle of the street and the trades were come-
municated to their offices by agents who lonked on st the scene from

windows of Duilding on cach side.  Crwing to the public outory
againat franda long practized on Lhe Curcty o I:ngujr_}' wits Inade early
in lhe prosent century, and as a result the New Yark Curb Aszcciziion
wae organised with ﬁr‘t__l:d rules god membership,. In 1821, the Curh
towved into g five-story building and scon became a well-organized
exehanme, gacond only to the Mew York Sicck Hxchange In the 1105, A
in voelume of busineszs. It has a eeperate liat of securities, mostly con-
mected wilk il and mining,  Generally new and soscasoncd scouritiog
and serurities which connol comply with strieter listing requirements
of the New York Exchangs eome to he leted al the Corl, Therechy Lhis
markeot has hecome  the great crucikle inowhich aee lested the oasand
and one hesty arock flogtatinns of each new era of exounaion in the
cotntiy.'”  In New York the stock exchange and the curk sschange
wark on g complementary basis, ns mentioned shove.  Bur in Tndia,
the Curbs are still in an uaregenerate crldilion, serving az o seriona
ohatacle to arderlystack s share Lrade in the ereanised stocls market.

a7, The " Independent Tealers ™ mentioned az the third division
of 1he Indiagn slock marked corveaponds 1o the over-the-counter moarlkel
of the £ 8. A, Here agsin, the difference is preat seeine that while
Independent fems i Uhose courtries heve heen brought under strict
reguiation like the stoek exebopes and operete in 5 Aeld marked ont
for them, similar firms in India are enlirely unregulsted and unegia)
competition has boen tsking place, with Injurious consequences (aa
will be shown in chapter W11 belween thess unregnlaled firma sad the
regulated market.

. A Survey of the Security Market.

28, We will now make o rupid survey of the securily markets in
different parts of Tndia 20 83 to give aome idea of their general pesition,

M. Bombay and Caleutia are naturally the lyreest contres of 1le
Imdisn security merket and are responsible for ke great bulk of Lhe
etocle dealings in the eouniry,  Bombeyr began ohiefiv a3 5 mearker for
textile shares, but it iz today o national market, with jses of many
kinds and from various parte of Indis in its teading lise, Twm Soock
Exchanges now functon in Gombay, and there is 2lan an active corck,
the * Grey Marker! The Native Share & Slock Brokers' Association,
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{lhe " Bombsy Stoek Bxchange ™) &3l orcupics a premier pogition in
the country and has the largest membership (ahout GO0 members),
It is a voluntary non-profit registered association of stock-brokers. 1t
hag o large fomaeaed market, hesides cash dealings.  This exchinge has
had the guidance of shrewd businessmen from ita inception and
Mr, ¥, R, P, Shroff has heen its President slnee 1923, The Indlan Stock
Exchange, which bessn oo function in 1935, 13 g limited liabilicy com-
pany, and Sir Chunilal B, Mc¢hia has been ils chief [leader. This
h!x&uﬂgn also deals in nearly the some seeurities ag the Bombay Stock
Exchange,

A, In Caleatia there are iheee stock exchanges. The lergest of
them, the Caleutta Stocl [Dwchange, 2 oa national market, TE has long
been apecizlizing in jute, onal tea and mining shares,  On ity Leading
lish are =s many a3 564 izsuves of 629 companies, This exchange 'ig

cenmpossd of 254G fivms conslisting of 980 persona. Tt s a lmited lisbi-

lity company, eonbrolled Dy ibs Board of Divectors. The trade on the
exchange is cn & cash, ov ready delivery basis, and dealings are
permicted gnlviFecurities lsled under ils regulaliones, Twao elber slock
cxchangea have lawely come nte being in Celeutts. O these, the
Pengel Shere and Stock Exchange, Lid, provides a foreard marloet
g well a3 g oepsh markel in the same secucilies listed in the Caleulta
Btock Exchange., The business on it was auapended in war time owing
tex the prohibition of forward dealings. The other coneern, the Scock
Exchanpge Associalion of DBengal, Lid. i= lergely modelled on the
Calowita Stock Fxehange, except Lhatl it has no listing repulationa and
allows term-haziness (which is something like forasared bosiness).

41, {hver and shove thess three rival stork sxchanges, thome is
also 5L Crfeulis g lorge strect market called " Eatnd' working just
cutsicle the Caleutts Stock Kxchange, carrylng on dealings in the same
sorips and exerting a powerful influenece on the organised security
market itaell.  The volome of ranzactlons in chis marlesl con be sean
from the fact that the wuait of basiness in the Katni is 1,000 shares, when
i ks 100 on arganised sleck exchanges, Tol the shaves teaded in oarve
neither delivered noy paid for, and therefore i iz prastically o gambling
ekl Althosgh it is Chees o seclons menaee 1o the Calentea Stock
Fxchange, many members of thiz Exchange are working in the Katni
too.  Regular membership i= said to number aboul 200, Thers are alsa
riles and repulations, momboership foes ot

42, Tndependent broking firmnz in Celellas sre more mlmerous
and powerful  Although they sre indepesdend of 1he arganized stock
market, they influenes it in many wavs as will be shown clsewhers,
The Mational Shave Exchanme, Ltd., Benzal Shave Dealars' Syndicate
Lid., and Share Exchange Corporation Lid, arve same of the leading
frma of thi=z category.  Several of these lems ave reglaztered under the
Trudizn Compandes Act, bat many othera poe partnerships or proprietory
firtna,  Some of them have reized large funds by veceiving deposita from
the public.  With such funds, they deal in shaves extensively whether
ag hroxers, deslers or as hoth, Some of them funclion also as issue
houses and underwreiting frma, and have o lacge band In stagging
operatinne. It ia through such agencles that unscrupulous company
promoters and managing agenta push doubtful securities on 1he
manked, often n eollusion with steck exchange members. Sueh firms
alao take an active band In manipulating share prices,  ln some WAaye,
they sre o larger menace o the organised securicy merket than atreel
markets and share bazgars,

A%, The Madres: Siock Exchenge preovides for trade chiefly in
plantation and local testile shares, bul there i a large trede In various
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inter-tmarket counters also jn Madras.  There ste oo rival stock ex-
changes there, nor unorpsnized share hazeavs as in Celoutta and
Bombaw,

A In Ahmedalad, six l]‘.-E] atock exchanyes worled side by Fide
in 1945, but two of them have since disappesred,  Only 1he recognized
arock E;-:Lhangﬂl- mamely the Ahmedahal Share Brokers® As ezl iog
has got proper rules and hes strict Usting requirements,  The coly
clher bwo exchanges worth noting are Lhe Gujerst Share & Stock
Exchange, which was storled in 1020 and the Bombay Share & Slock
Brokers” Aszsoriation, which came inte being in 1943, Hoth have en-
rolled seveoral hundreds of members ineluding o few lawvers: bankers
wnd accountants, Dot active members are fow, and the toral business
not consideralle.  The other concerns do nol confine themselves Lo
irade  in securkles, but pleo permit speoalation im0 bullion  and
cornmadities,

46. Lahore has five rival atock exchanges working side by slde
trading in the same seeurities and competing with one another.  Unlike
exchanges in Ahmedabad, rthey are all registered under Lhe Indian
Companies Acl.  Threeo of them are oneerned exclugivel vy with stoek
dealinga whilst the other two are reporied Lo permit muliple trade as
i the caze of the Ahmedubed cxchanges mentioned above,

A%, In Delhi two Stock Exchangss were stacrbed in war-time, hut
they are under amalgamation,  In Cawnpnre and Nagpur there is only
one stook exchanges each, although there sre independent firme com-
peting in the share trade. Thesc are gll companies limited by share
capital,  While in Delhi and Nagour, the markel confines itzelf to rash
or ready delivery buginess, the U P, Stock Exchange Lid, Cawnpore
carrics on bath enshoand forsard "'_\I]'\.1|'||."\.b CRWNpONe Sps kilises in
sngar shares.  MNeither in Labhore nor in the eitied just mentioned are
pny lsting requirciments inaisted on by stock eechange aothoritie:
The admizsion af scvip: is feft to 1he discesion of I:he manasing
commities,

A7 In severas! fowns ol large enough 1o have resalar acock
exchanges, there are urorganissd share hevaas, and brokers and dealers
there operale in them.  Such share hamases e found st Kaeachi,
Poona, Ahmedabad, Madora, Codmbalore and Weradkudi

48, Among Indian States, Hvderabas] ao®® 3vaore can eleim do
have made p beginning in Uhis Yine.  The Hyderabad Stock Exchange.
startec In 18944 s an incorporsied associstion limited by goarantes |
it iz repulared by the Hyderabod Secuvities Conlracts Conlrel et A&
sespwitabacleestetrmee has 8o spruog up in Banglone. Gity,

A% 1L may be clear freem the aboive pecount tha! the securviiy
market in Tndin iz in e parinug stale. I noc less than four eiies rival
stock exchanges are working side by side and i addilion there are
alao street markels aod independaenl frmes dealing in the anme =securities
am stock exchanges. 1o uther cpuns r1.=-, such a stale of things will not
P tolevated az there are lws regulating the stock market, and competent
anthnrities Lo administer them.  But o India, o Seses er‘.* nu]u:;. has
Beon puraued By Government [or Tong,  Only in one Provinee kas some
legisfating heen carvied onl Fer regntating the brade in secusilios, a3 we
heve seen, and even this i= of wery Hmiled aoope.
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CHAPTER 11,
CORNSTITUTION AN} MANAGEMENT O
ALK EXCHANGES,

A5 shown in Chapler 1, the stock exchanges n Indis fzll into two
groups—iA) Privale Assoclations two of them recognised by Drovineial
Government | Bombay) ; (B Hmieed lighility pompanies.

2. It Iz proposed 1o make in this chapter a brief survey ol the
aallent featvroes of 1he congtitution and adminiztration of the variogs
stock cxchanges, A more detailed account regarding Lwo impostant
auock exchanges, one from group A and ome from group H, are given
in an appendh

CONSTITUTIONN,
Private Associatlons,

Z Like the Mew York Sinck Exchange, the two recognized atock
exchanges, Le, the Matlve Share & Slock Prokers” Association (- cthe
LGomhay Stock Bxchange ®1 and Ahmesdabad Share & Stock Brokars”
Asgociation (' the Ahmedabad 2ock Exchangs ™) &rve unineorporated
bt registered non-peoil associations.  They are governed and regu-
lated by their deeds of sesociation and rules and bye-lavwsa approvel by
the Bombay Government, under the Scourities Contracls Conteol Act,
1025, 'Uheir constitution, sules and bye-laws are similar,

4. For the membership of these stock exchanges, there is no share
gualification requived. Membershin of the Bombey Slock Nxchangs can
either be awguired by the purchaze of a card or be inherited hy the legal
heir vf o deceszed member.  Application for membership should ke
recomimanded by two members of five yvears' standing,  Eleelion is by
hallot and is vequived e be caveded by chreefourths of che members
of Lhe woverning board pregent.  Mombershlp i open only to nalives
ol Indla and Beitish subjects of Bombay Provines, A candidste for
membership has to zalisty the Board reganding his characicr, status
and financial atebilily, MNew Members have to deposin o sum of
B, 20,000 1 cazh ur in approved secucities, but this s setumed if the
member dops nol engape himself in foraacd busines:. A person i3 pot
eligible for membership i he is engaged either as member or s emploves,
in any Musiness other than g stock and share beoker, 2 general financiat
broker or a bullion and cschange braker.  This resoriction however
elnes ot 2pply Lo persons who were enrolled members before 1926, bat
applies to their successors who seel mwembership, Similarly members
are probibited [rom keing member vr sulseriber or shaveholder ar even
dehenture holder of any ather sssociation where dealingz in shave and
securitios are carried on,  Such restrictions, s believed, led to the
foundation of the Indion Steek Fxchange Limited, Bombay. As the
membership rules of the Ahmedabad Slock Exchange are the same as
those of the Bombay Stock lixchanze, they need not be dealt with hers
peparstely. i

R, The London Sloex Bxchange i3 alse g wvoluntary, unineors-
porated associntion. It is not ineorporated in ony fotm—by cherter,
by Act of Parliament or under the Companies Act. Bul it was from
the beginning under a dual contrel—that of the prupristors or share-
olders, represented by & body of hine Trustees and Mansgers, and Lhe
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metnbers represented Ly the Comminec for General Purpeses, The
former maintain the exchange boildiog and equipment sl fix and
colleet the tees and subscriptions.  The Taller is in charge of the rega-
intton of business, the enforcemenc of rules and the adeiezion of
aecuritics,  Thiz ' dusl control,’ of which theve hss besn much eontro-
werdy, has lately (1045) been modified, with a view to greater oo
crdination of work.  Another differcoce betwesn the Borbay and
London gxchenges is thal the latter has s share qualification for
membership, The prosent capital of the company iz S720,000
reprosented by 20000 shares on which £36 i8 erediled az paid-up.
The shares are gquoced in the Sleck Faxchange Oficial List, Hvery
member has to bold &t least cne share ot oo member can hold more
than 200 shares, The present membership of the London Stock
Exchange i=s roughiy 4,000,

Comipany Exchanges,

Constitution.—. Stock Daxchanges in thizs group being joint
slock companies, thelr powoer to make rules and regulations are derives
from the memorandom and the articles of association of the oompany.
Even in the vne Provinee (Femnay) where there is o special stalute
Empﬂwet':h'lg the mcognilion and regulation of stock exchanges, none
of the exchanges in this group has been recognized or brounght under
regulation.  'Fhe maoogement snd repulation of thess exchauges is
completely vesued in the direclorste of the company,  Mest of Lhe
exchanges are public limied companies, while a8 few are privale
limited, Im regard to the limilation of lakilivy, it may be aiated that
the Hability of members of all the cxchanger foerpl one is limited by
share capital. The one exception is Lhe Indian Stock Bxchange in
Eombay, in the guse of which the Lability (s limiaed by gusrantee, e,
& member iz answerable o a lability coly equivalent to the guarantes
which he hag undertalken.

7. Bhare guulification for membership iz a8 lundamental feaiure
of thia group of exchanges, Dl Lthe stock exchangs companies atand
in a different poaition, in mony ways, from ather limited liability
corpanics.  In the first place, thelr abares geo not Ireely markeled nor
marketable, unlike olher company sharea which are the wery abjecta
of the trade in exchanges. There are also vestrictions regarding the
rumber of shares which conld Be beld by a member.  In Lhe case of
st exchanges no member iz sllowed to bave more than one share,
The tmanster of thotl share I= restricted 1o persopnz having apecial
qualifieatinnz, The wransteree hag to zatisly the diveciorale that he
poezesssa all the qualification: presceibaed for members,

8. Another importent difsrence befween ordinary joint stock
comnpanies and stoel exehange eompanies ia thas while the lability of
a shavehalder in the former i lmited to the ] value of the share, the
abiliny of the stock exchange company shareholder zoes farcher; he
will have to meke further paymenls which may he decided by the
Direetorate of the company from time 2o time,  Therefore though it s
by virtue of membershio, the labllily is an unknown and variahlo one,
In this respect, the position of the stock exchange shareholder i rather
ancroalons, and eontravene: the very principle of fmeorporation, and
of limized liskility. Ewen if the traneferee agrees to such terms, it s
left to the shaolute dizcretion of the company’s directorate Lo enrol him
ag o sharcholder.

A, Phere are also ocher peculine features attaching to the stock
pxchange compeny sharves. In the firet place, despile their sbnormal
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prices, shares are not treated az an asset of the shercholder in respect
al bis ceeditors whelher oulside or inside Lhe company. Semandiy, a
stock exchanme company share is compulzorily forleited 1o the company,
by oa decision of the direclorste Lo that effect, for defaull or non-
fulfilment. of obligationa arising out of awock exchange transactions
Betwenn members,  Thirdly shares may also b forfeited for the breach
of rules and bye-laws of the stock exchange, Although such powers
of forfeiture af share capital have heen clodmesd and exercised by the
slock exchange companies, its legal vwalidicy iz atill doubainl.  Tew
guils iovolving this point are pending before the Celeuntts High Court.,
againel the Caleulla Stock Exchange.  Serious repereussions may be
expected on the Tndlon Becurily Market, if these law suits are decided
againet the stock exchange coneerned,

These above feeturea heve a vital bearing on Lhe constitution and
mambership of the sioek exchangzes of this group,

Membership Rules.

10, As regards the enroliment of members, the main ]jﬂ'nf:i_p.les,
gdopted the comparny steclk cxchangea are more or less similar,
Every exchange heing an incorporated company, registered halding of
e of ils shaves 18 a neceasary qualificetion ana condilion for member-
ghip.  An important [eature in the seguizition of a stock exchange
ghare may b noted here, g3 lhere @5 some difference hetween Lhese
companies and olhee puble Dmited companics,  Stock Exchange Com-
i e red EE'I:'I.IE'I':I.h}’ izzne ully their authorised nember of shares
of different Kinds ac their respective face values,  They generally lssue
shares gl their face value only o thoss members who had joined aa
members of the Associztion prior to ite incorporation and registration :
in oither words only to itz foundenzs,  The remaining ehares ave kept. in
rezerve Lo be anld very aparvingly in future al the diseretion of Lhe
Direciovats, and at a higher price than the face value, It has been the
practice of these exchanges to =ell such reserved ahares suhaeguently
by calllng lor secret tendera. The result hes bDeen an abmormal gl
ebaurd  inflation of the prices of Lhese shares. For cxample, the
Calenita Stock Kxchaapge nas not iEsued any share in recent tmes for
any price beloe Ba 32,000, slchough ite {ace walue Iz oonly Ra, 1,000.
It i‘“ alsy reporoed that at prosent & share is not gvailable for any price
lesz than Re. 1,000000 (This rigidicy in Lthe encolment of members
geems to hawve been one of the causes provoking others to ataed vival
exchangea in a Lown}  Thus, the face walue of a share has no algnd-
ligonee o heaving on the admis=zion of a candidate o membership ; the
ghare ig only similare woan admisston card of the excnanges under A
group, which has also gone up in value,  (The membership cacd of Lhe
Dombiy Sloclk xchanpe was aold at Ba 48000 in 1920, and although
it fell aubzsequently and had remained aboul Re 20,000 for long, it has
agrin risen and iz round about Ra. 40,0000,

11. Desides the shere gualificalion, there ate eerlain additional
requirements for membershilp and thase along with the mede of eneol-
ment vary among the exchanges.  On the Caleulia Stock Exchange snd
the Madras Stock Bxehange, there ave teo elasses of members, namely
the Fennder Members and the Ordinsry Membera, The Founder
Mewmbers of the Calentta Stock Bxcharnge were Lhe members of the
uriginal unineorporated Association whose properties the present oom-
pany had taken up at its inception. In liew of swrendering their
asgelg in the old exchange they woere %n'uﬂ shares withoul further
payment, one to each whether individual or firm, to become automati-
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cally the members of the new exchange. They were slso prempted
frupi the paymeni of the entranes feo bod they are Lo pay like the
cniinary membera the annual subseription and the other payments
tized by lhe Dirveetorste from time to time, !

12, In regard to the enrolment of ordinary members, the proce-
dure, eonditions and requirementa gre different,  Any one whn desires
to become an ovdingry membor i to be elected by the committes on
the recommendation of twe members of the Assoeiztion, On enquicy
il the cornmittes is satisfied as to his conduet, Ananeial acatug, and other
conditions he may be elected,  An elecled candidale iz 1o acguire a
share gilher from an cxisting holder or from the company direetly if
gvailable und get it registered in bis name.  Unlike Founder Members,
he ig vequived to pay an entrones fee of A, 5,000 sad the other sule
seriptions fised Uy the Ditectorate from time to time.  Nomination of
membership 2 allowed in favour of 8 legal heir and in the cise of joint
Hindu fammly in davour of any member of the family.

L4 The position of membership on Madras Stock Hxochangse is
differcot. There, the two classes of shares, Le, Founder ahares and
Ordinary shaves are of different vaiues, priviieges and legal incidence
in their relation to the respeetive membershupes, The stoek exchange
company is authorized by virtue of e memorandum of association o
imaue 12 Founder Shares of Ka 500 cach and 38 Ordinary Shares of
Fa. 1000 eack.  But neither the ardinacy shares nor even the: Founder
shares have been completely isseed. A share of either class, therefore,
gy he avaiishle o anvone aeeking membership, Thus, several vears
alter the pstablishmentl of the inatttution one can become a Folnder
memhber of tho Madrss Sieck Bxchange, Az in Calouula, an appéicant
for membershlp i o e elecied by the Cousncd of Management,  But
bn applicant to a lounder membership can be electsd unless all the
exigting Founder Members hove given their unanimous consent prior
to such election.  An application Ior ondinary membership is only o
bae passedd By a wafority of two-thirds of the membera of 1he Couneil
nf Management,  The electod candidote ia to procure 8 shace cither
from the company or from an exisling balder and gel L regiavered In
his mame, B is sl=o to deposit a cash secucily of R, 10000 with (hoe
cormpany in addition 1o the payment of the wsuel subacriplions fixed
b the Comnitiee from time to time,  IF & memier dies wihoot nomi-
pating his successor, hiz legal heir i@ permitied lo nominate cilher
himeall or any member of his Gmily,  Nomination by a member firm
whriher partnerahin or company i= also allowed in favour of aoy ather
fiemn purehasing the rights of the former,

T4, Al the other exchanges too in the group, with the exception
of the Indiar B3tock Exchange, bave their respeclive share-capitsls
divided inte g definite nimber of shores, Bul they have only one class
ui sharez and as such only one class of members, Here glsn, every
company has been found o bave issued shares at their fzee value only
o oa few miembers who were there at the ineepiinn of the OO HATIY.
Their practice In further igaue is Lo sell the shares sparingly either by
cailing tenders or al a price fixed &y the Directorate from time o time
irn their discpetion.  Their pringiples and methed of envolment of
members are gimilar to that of the Stock Fxchange of Caleutta. Tn
the U. P. Stock Fxchange, in addition w the holding of a share and
parment of an entranee foe (Ra, 230500}, & member i2 vequired to
deposit 5 cash seeuricy of ls 5,000,

15, The position of membership i the Tndian Stock Exchange
i3 different from that of aoy other stock exehange in British India. This
company hes no share capitel end ity lability is Hwiled only by
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guarantes ) angd membera ave ondy to undertake to pay s W00 togards
loes, if any In the event of winding up, Ay one seeking membership,
therefore, has ne share value to pay ; bul he is required to pay an
entignee fee of Te 5000 and a cush securily of an equal omeunt. The
procedure in the el=elion to o membership 15 also somewhar different.
A eandidate secking wembershin = only o apply to the Divectorats
with ithe givance fecs and the Divectorgee can acmil or reject. him in
Lheir dispretion withnml any velerenee 1o the -Association.

14, Uwohke the exchanges under A zroup, no oXchange in this
groug with the exceplion of twao, namely the Caleutta Stoek Exehange
sid the UL P, Swek Bxchavge, Cawnpore, peohilils is members from
engaging in any other proteasion along with the membership of the
exchange.  Members of Calenite Stoek Wxechange and the U P, Stock
Exchange are stvictly forbididen from engaging whether as prineipsl
v eraployee in any ohier peofession sdes than siock-beoking, i
members of ovory oxchangs sre forbidden [nem becoiming members of
any uther rival excheoge o the saee fen ;) they ate peohibited cven
grnm dolipg any Trade in stewks sed shored with the membera of e
atter

Membership in Proeticp,

17, Although variows restricticns, Aoancis]l and olther, have hesn
impoded on membership as shown above, it canno, be 2ain thal {hose
restrictions hewe led o reasonable stendards being maintained.  Mom-
hers of Stock Exchangea heve beavy responsililities. As advizers of
the cliems Lhoey have to study covefully the changing conditions of
the verious cempanies and public bodics whose issues are traded in
on ihe exchange.  Bepeclally in these daya nf complex economic sod
political developreents, not anly buziness training and experience, buot
B certaln minimum standard of education and treining most be conai-
deved essentizl for membership, Dol the rules of even ourc Jeadiog
stocl exehanges do not ineist on soch gualifications, and aoy moneyed
s can become a member by purchasing u card or shore.  Many also
imberit membership, bat theve = oo aszursnce that sbility is also
inherited,  There ave indeed membeefirms n Bombay and Caleulia
which can hold their own with similar fivmos o Loodon or New York,
bt g large cumb=re are oo competesnt for the profession and some are
even illilerate,

18, I order to glve competent adviee oo theic clisnts, many
member-firms in Leondon aed New YVorek, maintain ezpect stafls foe
collecting full date vegarding the conditiun of the various campanio:s
whose msues are traded in on the excbange. The posilion of the
member-firms  in India in this cespeer s (with few  excepliona)
deplorafsle.

9. There ia provision on many slock exchanges for the appoint-
ment of elecks and member-aazistanis, They teansaet buginess as Lhe
spents of members on the Noor of the exchange.  On che Dondon Stock
Fxchange, anthorised clerks are glven opportunities to obtain Lraining
snd 8 certain number of memberships are reserved foe them ;) cortala
coneeggions &re alan glven to thewm,  Such facilites are nel provided
tiv thiz elass of people on Ledizn stock exchanges, and their Bmoluments
Ledng low they gre tempied o supplement their saraings by carrying
ont speculative dealings on their own aceounts, and this has Jed o
harmful conseuenees,
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Purtnerships.

20 Members can form parctnerships. Tn Bombay permission to
tdeal as a partnership must be obtained i writing feom the Governing
Board, A member can alsn enler ineo pErtnership with hia son or
somz, but the laller must be otherwize ofigible for memberzams in all
respects.  Wot oniy are memnbers prohibited from encering into partner-
ship with nor-membera, bul even borrowing of money or serlps from
non-members on certain terms is prohibited.  On che Caleontly Stoeok
Exchange, although members are not required to register thelr partner
ship firm, they have to obtain pecmlzzion for the parviner tn use the
ropmez of the Exchange by paving an enlance foo,

Brokers ond Johbors.

21, Om the Loodoen Stock Exchange, a3 3 well known, the mem-
bers are divided inin two claszes—BHreokers and Jobbers BEack year
members have to declare o which clase they propose 1o belong. The
jobber is essentially o dealer and is nol allowed to deal directly with the
public.  The broker acts a3 an agenl betwean e pubilic and the jobher
and works for & commizaion.  The broker may match orders, but even
for this e muae pot them through the books of che jobber and pay a
stnall fee for the servies,  The jobher is thus a |:_:-r||:'-;_':a-;5||r'.:_:t A TEHTI T
ol generally gpecizlises in a limited number of securiiies, 2uch a
divigion between broker and jobbor solveas the inevitable condlict of
intereats which would arige if the broker who is an agent of the eus-
ramer iz alan the dealar and thus acts as a priccipal to him (eastomerd.
The enormnug number of igsues cradsd oo the Lomdon market also
makes the jobber syetem there a necessity. )

22 O the New Yorlk Sloeck Exchange, such a clear eul division
hetwesn Brokees and jobbers does ool exist,  Thers are enmmission
hrokers, Earo-dollar broleers, specialiste odd-lol deslers gno Noor Lraders,
The twao latter may be compared te the London jobbeors ; bat the jobber
in London uwupres a mich mnee mportant place than the oadd-Int
cenber and ooy trader i New York, In the elaborate scheme of stock
murket reform recormmended oy che Pwentledh Century Pandgd Ine, in
1514, a similar division a5 in London was propoesed for Mew York, But
this recommendelion was nol aceepled oo ke grodnd that it woold
,:;l_'rjl_msl_:,' :i'l:-'l'l_l||'. ik linancial mac mery of the country. (L s plan
thosghi by some (eg. Van Ancwerp) thai the New York prectice of
* g hinat of jobhers actively bidding and offering by gesture, and withoul
eollusion and each therehy contbribaling te Lhe making of Uhe freest
poesible market and the closest pnasible price ™ s superior o the
London system (0 The Stock Fxchange from within™ 19140
.. #1 On Indian stock exchanges, it has been found diffiealt to
clazzify members a8 brokors and jobbers,  Members of Tndiang stock
exchanpes are sllowed Lo work both as broker and dealer.  ‘This has
Ted e abuses and waya can perhapes be found as w1l be explained ater
for preventing such abases withour going the length of adopting the
clear-cut geparstion bedween brokers and joblhecs.

Taravanivalas.

24, There is, however, something like :-:un""l_‘_'-:;i'mi,al divizian of
members on the Bombay Stock Exchange between commission beolers
and tarovanivalaz, But this divisinon 1 not at all rigid and nothing
indz a broker from deasling at the seme Lime on hls ewn aceaunt. The
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taravanivala deals on hiz own account and ot on hehall of clients.
Like the spocialists of MNew Yorl, the tarsvanivalas generally speclalise
in one or two securities and carey on buying and s2lling at o parlicular
cost, However, the resemblance between themn and the jobibers of London
it more formal then real,  The difference has been well brought oul by
Me. A, [0 Sheoff, whe worked for (welve years on the Boinbay Stock
Exchange : * Their {aravanivala’sp busipess i entirely of a paraaitic
neture—they raeh in to buy or sell accorling as they find bonafide
brokess Leving o ekocule buying or selling orders, eir operationa
necesagrily result in price movements: almost alwazys to the delriment of
clienta buying or zelling,  The London jobber is paid his ' tarn * for the
soryvicr he renders in making a price for o reasonable Jof of the stocks he
deals in,  Bul in our merked the parasite of a taravanivals is alweys an
unnecessaly nhatriction o the fair execution of the clienlcle uainess
aral ofiem a toll gather of & size ln commensucale with the riaks he runs,
Beszides, a: all the operations of these deslers are essentig] for a gectle-
ment of difference with abaoluiely no intention to pay for a single shae
purchasad or deliver a single share sold.  The size of their operations
haz no reference to the value of the steck sold or purchased and conse-
guently the operations are |inited only by the avidity of the desler.'”
The Morizon Commities made zome vecommendalions for cheeking the
tavavanivalas' manipulaling methodz, and theas were embodied in the
atock exchange rulez, ol this ceform dows nob scom o have produced
the pxpeeted results,

2. Varlouz attempls were mide in Bomey to make a water-tight
divizion hetwsen hrokers and jobbers, In 1935 the President of the
Hombay Stoek Exchange wrote in the course of a communication to
the Times of India: = If persons of sound finaneial standing would
come forward to work az jobbers on the Bombay market in the same
way as they work in Londom, 1 woeuld e prepared to recomirnend to my
azzoviation tm admit them oo the trading fng, even if chey do not buy
a card which iz walued at Ba 20,0060 todasy'’ [t is not known that any
peaple availed themeselves of this sporting offer,

Remislers.

2. Anather seriouzs sbuse on the Bambay SBiock Hxehange 8
eonnected with “ Remiaiers " (rupnoes) cioployved by brokers to cafvass
buginess in return for half the brokeruge commission.  (Herse Lhe
1eem * half-commission mei.”  They have also becon called  touts '),
Ther ave nob allowed Lo sign contracta in their own. nome or evenl on
behalf of their employers.  They are alao prohibited from dealing on
the foor on behalf of their cmplovers. Mevertheless these remisiers
have drawn many unwary persons into Lhe whirlwingd of speculation
and thus have hronghl the stock market into disrepuze.  The authovi-
Lies of the Bombay exchange hove indeed Lried to place restrictlons on
remisters.  The Morizon Comormitles re-cu-mmmwlerlpuml the Remiziers
mugst be compelled to make a depesiv of R 5000 with the Association
guthoricies az a guarantees of good faith, to pay an annual subseription
to the Assoriation and tn sever thelr connection with any other buziness,
The Governing Board of the Bombay Stock Bxchange agreed to inaist
at Lhe deposit from remisiers, but could not agree o levying o subserip-
tion from themn in all cages,

ADMINISTHATION.
Governing Bowrds,

27, The management of the stock exchanges i veated in a govern-
ing body ealled ' Goverping Board ' in the Bombay Stock Txchange,
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“Cornmittes * in Caleulls Stock Exchange and © Cosocid of Menggement '
in eertain other places. This body iz generally eclecwed once @ vear
cut of the members of the general body, The Coverning Board of the
Bombay Stock Lxchange consists of 16 members, electad by balloy
every wear, The Doard elects g Presiden!, Viee-Presbdent and an
Honorary Treasuter, The Bosed mecls ones o oweok wsually,  The
Cormmitbes of the Caleuita Blocl Bxehange alao conslats ol T mambets
el whim 4 ave o e Foropeans, 4 darwesis, 0 Bangalis and 4 of other
Doglian eomununitiea.  Two members of each communiey retive every
voar.  The Uommies clects ils own Presidect. In Modtas, e
governing body s catled the ©Council of Monsgenent”  Founder
menibers form the sojority on this Coooeil, The Coucctl elects 4
Pragident, 2 Viee-Presidensts, sl moere thao 20 Sceretaries
2 Treasurers.

©ER The conatitutlon of the Governmng Boacd of the Hyderabad
Hlock Exchange shows special  leatuees, The Doard  consists  of
10 mewbers of whiom thvee gee wominnned by Goesrnment, ong menbar
im elected by Szhukaran Cenimittes, one member 35 postneted by the
Hyderabad Htate Bank, one member cleciad by the Hyderabad Chamber
of Comumeres one member nontioalel e cthe Mizaon's Qovernrent Lo
represent the imvesting pubiic and oncy theee members elecied froan
emong the members in the Exchange, While the general management
of the Couwpctl is vested in thiz Boarl, the day-to-day working of the
Fxchange je cantrolled by o Working Oommiitee of the Hoped con-
sizting nf 4 membees, one of whom i naminaeed by Goverpment from
among the neminees on the Board.

Managemeni of the Company Exchanges,

s Complicated problems beave arisen in connection with ihe
managemant of the company stock exehanges.  Thoe chief soukee of the
complicalipn iz thar the Managing Board of the Slock Bxchange is the
same B2 the Divectoraie of the Compsey, In octher words, che baody
it mamages the aflairs of the Coapany is alse cesponsible for making
the rufps and boe-lews of the exehange. Various anompliecs and
ineomgruities kave arisen ous of Dnis, bat @0 is ool necessary o dilale
here on these legs problems. It may be stated  howewver, that the
organmation of smel evchanges a3 companies under the Llian Com-
panisa Ak bas not been alwgether toppe. that belove 1hings get wores
e whoie question musr be examined from the seonomic az well as Lhe
legal poinl of view,

Commiliees,

w, On the Mew Yok and Lopdon atock exchanges, there are
numersus sub-committeas for lonking efter the day-lo-day activities of
the exchange In the Indian stoeck exchenges also this procedurs is
voopted, although to g Cmited extent. Do the Bombay Siock Exchange
there sre three comnmiibess, e for Arkileation, another regarding
Defaulters and one for Listing arcongements, These commitiess ore
Cpiected and appointed by loe general Bedy,  The Arbitration Com-

tillee B2 compozed of sixteen members, elecled &t o general hndy
meeting.  All claims and disputes between members avising out of
trapgaction: done under the rales gre reported (o this commiliece,
Thereupot, adjudicators are appointed.  The award of the Governing
Foard ia final and hinding., Members wha do pow abide by the jedg-
iment may be expellad by the Exchange. The Defauliers” Commiiies,

Pe
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eonsisling ef 6 members goes into the cazes against defaulters, Le, those
unable to fulfil ohligations srising out of the Stock Kxchange transsc-
hions 10 @ member or non-rmember. This i an important parl of 1be
wiork of sn exchanme, 52 will be soen from Chapter T

3L The eighl sub-committers of the Calmlia Sleck Exchange are
elected not from the Geoere] Body, 1as in Bombay) ol by the Come-
mittee of Monagement (Governing Toaed) from emong themselves,
Therefora, while the canmittees of the Bombay Stock Exchange are the
authorlead agents of the Association. the aub-romimitless of Celoutta
ave only the delegsied agents of the Boarl of Diroctors of the Company.
The largeal of these sub-committess, desling with complaints, has a
memhership of twelve. There are alsn subrcommittees [or Share
Framination, Fingnee, Quoetstions, ete. These sub-committees gre
cierulive bodie: and  csery on their work  independently.  Baut
appellate jurisdiotion of their decizion i vested i the (General Com-
itlen, There s oo Defsulters” Committes on the Caleutla Stock
Exchange.

RULES AND EEGULATIONS,

S In the interests of 1he public s well as those of members,

it s dmmporiant shet stock exchanges sbouhl regufole their conduact of
buginess under propes rules aod regulalions. Mest of the organized
stock exchanges heve written and codified reles and regulations for
the conduct of busicess, bur some of them, sspecially private assocly
Ligms are found to be rather las i this maller.
23 Im the caze of the twe veragrissl exchanges, nemely, the
Bombay Stock BExehange aned the Ahmedabad Stock Exchange, rules
andd repulations have o he approved hy the Blombay Gosornment under
the Act af 1823, Thelr Governing Bosrds have no power 1o rescind
o g do the miles withoot che sanction of Governoenl. Besides, the
reies have o be published in CGovernment Gazelte, ene month before
they come inlo fores for the konwledge of (he public,

_ 84 A regactds the company ewchanges, mest of them have bhele
written vules and regulations, although ool complete in many cases.
The Compandes At ie coneerned only with the working and manage-
ment of The company and does ool vegulate the business Tgpwesn
membera, and between members and the public,. The managing com-
mittes of these exchanges, conatitutad solely of embess, have complele
power to Eake, add to, or reseind any rule which regulates and con-
troid the business between mwembers and their relation (o the pohlic,
Mot in the case of some of the exchanges of this group, ey, the Lehore
Central Stock Fxchange and (he Hengal Sharve and 3tock Exchange,
rules grd regulations, it would appesr, are anly partly sweilten,  Thus
their position in this reapect 13 somewhat similar o that of the Gombay
Stock Exchoange priov to the Atlay Committes cndguiee

35, Much worse o the condilion of the awock exchanges under the
{1 proup iprivate zssociations). Mest of them work seithout ritben
rules, and the position of thoze whao deal with their members s oot
enviable,

H4G. 0 As for the onshde markes  alai ( there are ne wricten mles,
regulating cheir conduet of huasiness, Treade s oondogied aecocding
to certallr conventions aod usages . Thelr mamaging commitiess gro
nedtber legally eompeient nor armed with powers to enlorce the agree-
ment for transaciinns belween hreokers,  The ir_l_a_'-_g_:.', ity among the
latter and the fesr of black-liating by fellow brokers are the only faclors
L ensure the fullilment of transsclions,
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a7, Thue a= regards the rules regulacing the conduet of frade
we wee Lhe exchecges and other markets falling into four diferent
Eroups, as under -—

(1) Exchanges: wilh woell-defined  and  fully  wvicten vules,
approved by 8 Provingial Qovernment and published in the
Grovernment Gazette for the knowledge of the public

(21 Exchanges with welldefined snd written rules deawn up
by he Directorate of juint stock companies which maintlain
LT

{31 Exchanges with rules partly written and partly unwritten.

ta) Culzide markets working under conventinns and usages,

Listing egulations.

S8 A securily is seid to be * listed T when 1t s placed on the
list of seeurities in which trading on a particular exchange i peemitbed.
Mo atock exchange stamls sponsor to overy security thus liaved there
Mo auch thing ie poazible nor desirabie.  Although sn exmchonge cannot
give a guatantee regarding a lisled atock, yet liating 1= of great advan-
tege to the nvestor as well 28 to the enmpany whose slock iz thus lsted,
To the investor, listing givea a reaanngble groupd o beleve 1bat Lhe
Issue of securities was legal, that the eoneern wes legally organised and
st the time of Heling wis s solvent going coneern ; secondly, it i an
gemurence thet at any time he can oget Foll and recenl informaclon
regatiling the security from oy memiber of the exchangs ©and chirdly,
it gives a higher coilateral value tn securities,  To vhe i=zulng company
alss, Netlng of ils stock s of grope advantage, aa theretw it will have
a higher .slf.umli.u;_t gmong  investors and commend & higher  price,
Nevertheless, in the UUSA, for inslance, many sompanics do not seek
ligting, emher because they do ool like o make the reguiced peporta
regarding their alfairs or beeause they do nob eent thelr seeurities zub-
jected to the uncertainties of speculation.

M In Inddian Bsting regulationz are strict on the recognised
cxchanges of Bambay and Ahmsdabad, bot much less o on the
rarnpany exchanges.  The unorganized exchanges of the O group do
tob insias on any lsting reguiremnents, and evern many of the company
cxchanges (B group) gre more o less I the same condilion, Admis-
zion of seripa to trading i= el to the dizcretion of the governing board.

40, Un the Bombay Stock Fxchange, trading s permitted only
in the case of securities admitied alter the vigovous fest provided e
the detalled listing regulations.  The aame is trie alsa of the Ahmeda-
had Stoek Bxchange, There are bwo lists on these stock exchanges,
one list of gecuritiss on which anly cash dealings are eermitied snd
grnther in which both cwsh oand foreard dezlings ave permitied
(Rch. 1014, Tnothe case of the Jaller §ist, the stoek exchange has Lo be
parrbicularly stricl (spe appendiz on Bombay Stock Fxchanger, The
listing regulations of Bombay zod Ammedabod are medelled somewhet
on those of the London Stock Exchanpe.

41, The Hsling regulaticns of the Coleutta Stock Exchange are
much less exacting,  Flenee the lopg (=t of =ecurities on Lhis cxchange
eontaining aome of whick would nol bave boen admicted, had there
heen strict listing rules.  Thiz iz partly due o this sleek cxchange not

prmitting forward hielness s perhaps the example of Now York
aa alan influenced Calputea in thiz matter. Bl it moest e noted that
in the T3.A. there is, in saddition to company law (Securilics Actl,
a svslem of registratlon of securilics Dy the Sceurities Exchange Com-
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migsion essential for all securities to be listed on the national escurity
exchanges and thia involves a thorowgh seruling,

42, In Bombsy, the Listing Committes i appoinled by the
Governig Hoard and is constituted of four members selected from
artong the members of Lhe Bognd themaelves,  But at Caleulia thare
is 0o oaeparate Ldsting Committes, this work being done by the
Genverning Board izell
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NUMBER OF MEMEFRS OF STOUK EXCHANGES,

DBOMEBAY
Lo Mative Share & Stocl Beoloers’ Association

2, The Tmidisn Seck Bxchanze L

CALCDTTA

Caleutla Srach Bxchange Aesoriniion

ANMEDABRAD
1. ahmedahiacd Zhave o Stoek Bookers’ Asseeiition
Z. Qujersr Share & Slock Ezchunzge

J. Hombay Shave £ Stock Hrokers' Aszocialion

MADRAS

The Madras Stoeck Exchaogs Associion Lid.

PUNTAR
1. The Stock & Share Trolers” Azttt an, Tunjals
2 The Punjaly Stock Exchaume Lol

3.0 Lahove Central Shoek Factbange Lad

| hA

The 1, P, Steck Hachange Asaocidion, Cawnjoee

DELRT
1. Idelhi Stock & Shave Brokers” Association, Licl

2 Delhi Btock Exchomge Lid

AR

02

i

H1H

[t
iy

100

¥ These numbers include many capd olders who at'e ool steck beoRers

on dealers by profession



CHAPTER IIL
THE SECURITIES—THEIE NUMBER, VALUE & DISTRIBUTION.

What are the securvities Graded in the stnck markets of Tndia?
Of whal companjes (textifes, engineering. ete) are lhey, and what
clagges of fmes (ordinavy, preference, deferved, eled? What are the
lote! mumber and value of Dhe seouri s (of '\laIIJI'I-\.'i L‘ﬂtEgT_I']EE' T How
have the prices of speorities moved in recent wears 7 Amony how many
holders are the gecurlties disteibuted 7 Whal Iz the stake of the
nation 7 It & propess] Lo arswer fhese aod allicd guaestions Briely
in thiz chapler, as these may Relp in assessing the present position of
the slock market in Todis,

2 In nther countrics, cepeclaliv n tie 54 the stock exchanges
pblish pertodically all kinds of information regarding the mumber aond
value I'l.rE AECUTiLes lsted, details cepacding the differsnl issues, Lhe
volumme of daily transactions, peices of stock, memhes Tormowings, In
Tedla, only the Caleutta Stock Exchanpge iasunes an official handbook
sird even this conlaing vers UGitly information about the above pointa,
The wvarious investoes' handbouks, githough full of details reg sarding
numersns companies, are net very helpful [or a statistica) ~,q.u(I-.- af the
stuck merket. Further theae puhlicaliens sre mueh out of date, owing
chiefly W war. Trading lists see tadesd regularly issued by the stock
exchanges, Bul mary of {hese give only the bave names of eomnpanies,
without detaila of The virions issues. Tnthe result, there is great
dlfficuliy in drawing up detailed aatistics regarding securllics in India.

G0 Inovegarcd Loocompanivs themeelves, Government should have
information gathered under the Indlar Companics Act. Some such
information s colleeted in the Provineial Governmencs, and eommuni-
cated to the Deparctment of Conumersial IL'rfIIL:_F-nm- amd ":imu.,m:s, &k
Caleutia, Before the war, that office bal bwen publizhing the principal
deta regarding the o l|'r|||.,|r||-:_" oul in wer-timee, this publicalios was
diaconiinned,  Bven before the war, the publicalion did not give
cdetaila I.'E_g:'.u:-rlln;{ the capilal steoctoee. Al this makesz It difioult o
vl ddelailed informetion on some of the auestions saised above, Tt iz
clear thal & great deal of apade work Wil ke venquived before the statistics
necded T foemulalieg o oroper nabional Gisestment polley can e
srathered,

Public Secarities,

4. Hecurities are lssoed by Government, Ceotlral and Provinedal,
anid by State adminisirations. municipalitiez, poet s or other public
bodies. They fell under the following proups —

11 Cercra] Governmel Seeaeitles
(i1 mrom-termingble loans.
(i} terminable loans,
121 Frovineial Goverramenl Secuarities,
(1 Other public loans
Yunivipal Loans,
TPart Truat Lionans.
Improvemment Trusl L,
(4} lodian Slate Securities,
{Z3ee appendixz—for detalizl
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Indusirial Securities.
i 3. From the point of view of stock markel speculation, seeuritics
Issued by joint stock companies are more important (although smaller
in toral valued,  The growth of joint stoclk enlerprize in India in recent
Fears van be seen from the number and palid-ue capical of (e companies
in Britizh Tndia and Al Tndla for corlain vears -
ok TABLE 1.
Number of Capitnl of Joinl Slock Companies in Indla in Cerlain Years.
(I {alth= R

Vear. Tl Mumber, Total paid-up Capital

L. Tindia Al Indis, Or. India, Al Tndis.
13E0-20 S0l LARE 129,415 12391
e -0 . 4 |20 g I GO0 373,03
1E-an . G 0KHE HA1G AT 251,11
13335 . 5054 RER2y LB T 270,20
1H0-20 co TR 11372 58,44 4 AR
1243 . 11.7H1 12570 A1H AR 338,13
1524 : 12450 13 G50 M| 3.7
10440 LLASE 14800 dE WEE AT

{(Bee Avpendiz—for fuller dedails),

5. Thus we sea that al the cnd of Marel 1045, 14,808 sompanies,
with o Latal paid-up capital of R, 8898 crores, were working in India
They can be classified as nllows —

TAELE 2.
Classlfied List of Joint Stock Companies in British Indiz (1841-45).
i1 lakhs},

Mo af Cos, Pazicl-up {apital
" Hr Indila. All Tndia. Hr. HTudia, A11 Tnelia.

Hamhy R =404 13,54 A%
Transpatt : 503 HAL TR T a5, M
Trade & Manufgeture 7200 TA 1AL 147,16
Mills & Frezzas . 1198 1.353 TH AR i
Plantation SA7 n 1T 20,44
Bliming . 437 447 nan 216
Eetare, 1amd e il a4 T3k [5,55
Hrrwaries 3 20 o0 i) L]
Sugur . 157 {15 15341 14,36
TTonels . 5 516 A4 3,81
Orhers L 178 1U6 85 i

Taral 13,535 14,858 AARLTE SRR BE

7. Of the above 14,580 companies (a0l Indind only apoul 1,125
are fournd listed in ihe stork exchanges of 1w cight cities i BHreilish
Indis where thers ave siock exchanges. OF these | 135 companies,
delails have been gathered of ondy 1037 with 508 issues and a tolel
paid-up capltal of 15 270-40 crores (besides 20 sterling and other
foreigzn companiesl.  OF the remaining 135500 companizs, the majoriyy
must be eompanics with amall capital, (although this need not be &
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proper meastiee of the total eapital invested, seeing thal many com-
panies, espacially textile companics in Baumbay Provioee, use a groat
deal of borrowed capital, in some cases several times (he paid-up
capital), Heveral muos. be privete limiled companices, which do not
need 1he services of the stock cxchange, Severa] publlc lmited com-
panies oo may ool e Bated on the stock eXcbanges, becawse they
either do not conform to the listing requirements of stock exchanges
or becauee they have wmple mess: of sele through independent slock
brokers or olherwise, This is the case in ofher couniries also, At
any rale, so far ae the stock market speculation 13 concerned, only the
fzenes of about 1,500 companies (ol the puteide) are of any coRsaQUENCE.

B, Listing is given nol an3 i ordinary shares but aleo o deferred
and prefereree shares and debenturea.  The issue of preferener shiares
18 Fairly comman among Indian companies, bul this is most pronouneed
in the case of jiute and cotton cotnpanies,  Most of the jute companies
have issued preference shaves and in the cese of & Jarge number of them
such shares form nearly hall the capital, Om the other hand, only a
fow of 1the coal enmpanies issue proference shaves and in the case of
kanka and reilway companies, issue of prefevence shares j@ very rare,
Deferred sharves, known glee as founders' shares recelve oo dividend
until preference and ordinary sharves have been paid thelr proseribed
regpective dividends, In ladis, as will bBe shown in a later chapter,
deferred shares have falcly besn used to give too disproportisnate a
voting power to promaters or founders of eompanios oF inderaricers.

U OF g different category are bonds and debentures, which ave
ereditnrship racurities.  When a specillc property iz morigaged for a
loan the seeusily iz termed “bond® while if the security of the Toan
depends on the general eredit of the lssning eompany it Is called
“dehenture’  Bonds are very common in the U0 8. A, In Tndia deben-
tures are more uzed, bot even these not very popular,

10, We have heen able to obiain the trading listz from the slock
exchanges of eight leading citics, gl the analyziz of the data is con-
teined in the table below. I tabls one, the total number of companies
andd issues on the list of each stock exchange is given.  As about 1ZE
of the leading companics (204 tsues) are being traded on more than
one exchangs, there 12 a great desl of ovérlapping in table 3. Therefore
g different arrangement s adopled in fable 4,

TABLE 1.
Number and Paid-up Capital of Companics listed on the Sileck
Exchanges
Aerips. Capital,
y ok cAnr Poid ap Cagduad
Btouk sechnnge “E\':Ir }.'i..-'" of !!:L'.?Ii:il ;':'::"mi-: UI:-‘EJUE-I.-I
. R e avndalle,  (Taekbe of He
Caleutta® . . @gm sy 576 147,48
Batnhay® .. .. 107 | 187 13,42
Madras ; - 132 209 100 H,57
. . ; 40 el a7 49,78
TFunjate . 141 150 118 AT.50
Admedabads : #1 X i 16541
el ki . T e il . TRER
Nagpar " : Hl 13 b ] 1227

#The fruves for the Calenitn Stock Exchangs Asseciclion in tha cage of
Caleutla, apd the recagniszed Exchanges in the omse of Bombay, Fundab and
Abhmedabad,

X Hr-ha-p-h i el ofign. 3':'.,,.5.-‘17--' i 1 b £ e foald .
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TABLE 4.

}:':u-\. Pr I"Ihgl; Edarling & -
Tedal W of slwoal wiich }ﬁ'-';:r pzl-np I:H‘r-::l' fﬁ'.::{r:lull
soguginniog  dicfiemonadion L i, 1
Ji'= ﬂzlll:rﬁl.-h?. BT lI'-|,||:l|:1 : i |InI.;-\T-|1.;::I
Listed an neame (g pna ’

Bropk Rehange 135 4 0 MHLIT 1
Oy Calentlpg anly A ] T3 AL =
i Burnlsw anly ET 1:# B 1209 4
O Madvas aaly 144 10t 250 2442 1
i U, Ponniy n i [ 1,08 1
On Punjab only # i Bl 435 1
on Ahrmedabed only T ) 5l A7
On Dl only 28 5 1L S
O Magpur anly 15 11 13 1056

Tadal 1,185 1057 1,0 b i

*Includes Malayan Tebber Compumies

11 Having prouped the lsied securities
e = what nroporetlon of thers are lamis
clessification, it has Deon poeasible o loke only
Cormpanies,

CRONATEE-W IS WE 1Ty
textiles, etz For this
1850 daspes of 9085

TARLE 3
Listed Serips Classitied under diffevend catogovies.
Mo, nf Cos )

12

In tahle

I alwrvy,

ihe total nmmbes

Clasz ol fro wheen O Al wumber of Shaves
Comiminies intorra o their —— S L s
1 avaitakle, TR Oegy, Prof Dhedl, Tatal
Riunlze 4 T3 EEEIRIA T '.-lr'l.'k.-fl '] T, ﬁl 1
Tnsnranes A% an | oallinns 447 INY I
Tnttan Mills 122 1H8 TLATRAI | 255 118 ol ol |
Jute: Blitie an 111 AR GRE AT TR :
Engincarirg A 5l AR L IR 115233 i -" “.l 1%
Eugar v &1 i, TR0 72 AT WROERE GATTE2
Elesiehe Tl e I ST
Hatlwnye 4 M -f' [4F A0 324
Ciaka av Gl b “'-I;' w3 i 1va R T ERE B
Tlantations w14 e | 7.5 1,048 000 . 10318021
Kasmellaraongs 41 AT WRARFONE 0TS SANRGE] pooin0d
Tulal Ul Lo 1Ay 028 A0z /0 0 Eaess1 141,500

af shares of 9RY Haterd

compaies are alan glven, prouped ander (e diferent closses of shares,

Of o total of 15606

5 midllicon, sheres.

toiel mamber of

Lai ws, LEdh nillion are oedinary
10-4 million deferied shaves aned 161 mitlion prefevence shaves,
nntewrorthy that while the

shares
Tt i

izsnes Haled on the New

Fork Stock Exchanoe al the end of Feheiaey 1047 was ondy 1543 (ass
that on Tndfan stock exchanges) the wotal number of shaves came 10
1786 millionz and theie totsl marke! value 58,550 millinn dellass fabonk
The toie! market value of all listed shares in Todia
came to only Be. 871 crores i March 1947,

Re. 20,700 erores),
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Listod Secositles on the Calewtia Stock Fxchange.

13, We will now survey the security lists of the jesding stock
cxchanpes.  Taking fiest the Crleutlo Brock Exebange, which has the
Iargest number of serips on the lisl, we nd 25 Governmenl socirities
{Central and Provinciall, 23 Calealia Poct Vvl securitiss, 7 Coloutla
(proverment Trost Securitics, and 24 Creleabia Munieipal Debentures
and 5% debentures of joind stock companics and G377 cquities (ordinacy
shares) 201 profercnce abarves and 16 deferred shares, of jolnt stock
copanies, .

14, Tuble & gives delails of the eompany shares (ordineey and
other) lsted on the Caleutts stock exchange,  Table 7 gives a clasaiticd
ligk of pompanies quolsl on el Bxcheoge showing the position of the
dilferent satesories of cammpenies From 1H29 w0 1047

TABRLE 1

The elassified list of companies b the Calowlia Stock Bxchnnge (1147).

M af Mo, of Ordioay Pref. Lie=fd,
Cinse of Coe. Qe lesues,  Ig3iges FELTEE FEELN

Bank aud Finpree . 1% 20 i 1 .
Railways L i 2] 4l F

Cosals .. it K Tl 11
Celion Bl . .. 22 R JEF 1 2
Jute MiLl: . s £l 115 (2 o ub
Minlng . 11 13 11 ¥ o
cement, Polteryr, s . I L I 2 2
Chermnicals i .. L 1h 1 g

petrie Cos, o 51 A7 52 i
Engineering & Melal Work | 24 4l 27 11 z
Fbiazr MELls .. : 1 i 4
Insurance Companias . 13 12

Miseellaneos i 111 i = i
iMi .. i ] 0 a
Iraper Blills . ] 1% & k|
Pressing Companie: T L] 7 B
Hea) Properiy & Ssimingars .. 1 1 12 s
Fubber .. .. 40 iH 40 1 .
Hoew Blilis & Timmbey .. i A 4 -
Shipplog .4 .. o 12 & 3
Sufar - e 45 Eitt i 15 i
Tea . e 156 1L 187 24

Tailal R vl Y A 0]
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TAELE 7.

Clagsified List of Companies quoted on the Calewits Steck Exchange
in different years.

Class of gnpanies. (HEH (1] 113 1044 LE 1047
Banks o 14 n b 17 i
Ratlwaya 2% 22 it 2 | Bt
el . 11 it Gl a2 bl (I
Uty BIill= i 1 13 22 2z . 2% - 2
Jute Blilis .. &0 a (k1] Ll 11 il
hliming 15 12 H 15 10 I1
Chemieal Coz, & T 1 El Lit i
Blastrie Cas. 28 & 24 25 A m i
Engineering i Bt e I 24 265
Flour Billy " T g a 4 1 4
Tosuranes Cos 3 L 111 11 12 12
Miserllahesis i 24 =h 4 I VA
il os, 10 3 4 [ ii [
Paper Wl 3 4 4 8 B b
Fressing Cos. B G i i il T
Tieawl Rstales I B 6 i1 7 10
Hubier o Z a7 45 LN 44 a0
Saw Mills - 3 a 3 : 3
Bhipping Coe . E T T T 7 H]
Tig Cos, R 1 13 1 133 14 13§
Sugupr Mills .. 14 - 17 11 =1 21 44
Total .. hH3a +00 Tkt oil Ll ()

14, L may be seen From the above thal smong the companies on
the Caleutta Siock BExchange lst, coal mines (G2), Jufe mills (61,
Sugar mills (23], L:v,glrlmring:g%relul works (261, BElectrical compenies
311, Ten compenics 1360 and Rubber compunies (mainly Malavan)
{45) predomingte,  On the other hawd, textiles and banks predominate
in Bembay and plantations and spinning milla in Madres,  Ionformation
availeble regarding the companies and the various Esoea on the liscs
of the Bombay Stock Exchange and Madras Steok Exchonge respec-
Lively iz given below in tables 5 and 9
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TABLE &
BOXEAY,
Lasues, * Paid-up

. . wi. nf L2 . — . Ll

Clasg o Cos, listed fin laklis

et Taral. orel, Iver,  Dawfd, P

of Bz

Burks . &= s Iy . P
Texliles Spoe. &

R T T4 i 12 3 15407
Rallways 3 b 4 . 187
Elvciric IT o 2u 4] 1707
Inzuwrance 14 1% 1ii 2 ; 158
Slesal i | ¥ ] 1 13,74
Bhipping 2 a I 1 . I
Misoellaneiaus Tk 100 Th =0 4 2440

Toal W A ] ah S 135032
TABLE %,
MADERAS,
| Trald-up
Mool Cnes FEACS, capital
Clags ol Cos, liaLpd. T .
1 m ) Prer Lin lakhs
Futal ord, 1 of Ty
Hanksa . 11 16 15 . 1504
Inaarnnee .. ] ] 5 431
Eletels 21 %2 21 11 143
Bugars & Srowerics .. [ 11k 1 o 118
Plantations .. 76 123 TG 4 T
Textllas oy T i ] M 14 .1
HMispellanenus . A bz L 2 L
Tatal 162 ] 01 a7 41,07

Changes i Seenrity Prices,

i

L6, Changes in the price of secirities are 8 most importan: fector,
with wide reperoussiona on banking and credit, eu!nl on the natiopal
eponny a3 a whale, For many years (il Et]l[-ﬁl'l'lﬂﬁ'l‘. 1948], market
values of seeurities had been generally on the Incressa. The rise has
been leaat i the case of Government securitles, and larges) in the case
of variable-vield industrial securitics ; o moderate rise has taken place
in the case of fixed-wicld indusirlel aecuritics alsu. The frends of
seeurily prices can he seen from the monthly indices izsued by the
Eeonomic Adviger to the Government of Indla (zee table 100 and the
praph focing p. ts2 ). The base year for this index is 122724, Trices
of 53 securities have been taken for the consiruction of this index.
Of these, 22 gre cotton textiles, 20 jute companies, 18 tea companies,
4 ghgar mills, 2 jron and eteel mills, ete.



Tike
Sgnst
September
Celinler
Mopremher

December

REI BRI
Tz
Agaril
Tuly
Cetiaher
December

i
Junary
Aqpril
ualx
Chetoher

Tliceanler

1042
Jamuary
Febtuary
March
Apil
May
June
_||_|I:,r
Aougriae
Seplemlber
Chonber
Eovermber
hecember

i 32
TABLE 10,
lodex Mumbers of Prices of Indian Securily,

TINF2R — il

Finenl Vield Varindle Wield

LA U Toilstrigt Taidasoial
e e, Srtiri L Sernrities
117,05 137 7 LR
LECR:] 127 o 1A
i 1. 1t1..
15 151.5 124.7
iz 131 LAWF
1150 136! (LAY
1inu 424 1230
1ld6 - 1Ay L7
RN 2 1142
Ll 1544 1143
117.3 VERY 1212
11548 e 1i68.2
HFA RET 1292
1LE 1635 R
1162 1558 1321
116.3 157.2 128.5
10&.: 1425 1217
LRSS 141.2 1S
1105 13004 L8
1123 13l 1228
1134 15710 1243
1152 LT 1265
115.5 42z 1274
[1G.1 [47.F 1363
1162 148.5 1202
116.3 1504 1402
116.2 1535 1427
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January
VFebruary
March
St
May
Jume
Tuly
Angust

September

Chctaoher
Muvember

Thocamber
1944

January
Liebriary
Mazch
April
l"rTa:r'
Juane
July
Angust

Septermiler

Oetiher
M orember
Drescembiey

121G
lamuary
Fehruary
March
Anril
May
Jme
Julv
:‘L‘..LHII.'I-{

Hepember

Oetober
November

December

(8

Givernment
Secufitics.

1161
1141
1061
1i6,0
1136
116.!
11a.8
11703
{174
[175
1176
« 1176

1iga
1182
1177
117.5
1170
L12.1
1142
1.2
1180
il&2
Pty
1141

117.8
117.%
117.4
L17.4
L1727
(R E 4
BE-E)
110
1183
187
11%.3
[RLRY

Fimed Yisld
Induszrial
SeTuTities,

1320
1546
157.1
157.9
1598
[
1605
162
164.1
1653,
1636

1657

1683
16811
171.A
1714
1723
1730
1732
174.3
1744
177
175.2
17H.2

[
[R0.S
1812
1519
1515
183.5
18562
K77
1374
1873
1857
[ HELL

Wariable Yield
Industrial
Sepprities.

1527
153
ez
1745
oy
174k
105.8
174149
176,35
1231
1280
L&f.2

Al
G2
1953
1T
140 2
14D
2024
o
1877
1912
14111
024

2004
20K
190
1908
Mz
Rl
21246
353
2145
2253
2124
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Fixed Vield Varialle Wield

avernment Trwduestrinl Tnfustrial
Securities. Sprurities, Securitizs,
194
Tnmzary .. . 1193 1808 2380
Tehruary ; - 11402 1008 236,70
Alarch . . 119.2 191.1 2497
April . B 1158 WiA 50,3
May . .. 1194 105 73
Teune » .. 1207 20015 24,9
July .. .. 1215 Hi2R JoaE
Aungust 5 5 1226 2040 3144
“wptember L . 1212 2 231
Uesaber . .. 1215 183 265.5
Howvember » Le 121.5 ivdd 2idh
Necemiber .- . 1207 197 £ 2536
1947
Janary ve v L1a.F 1904 236.3
Felraury .. . 1174 193.2 2393
March . . 1172 1913 235,56
April .. . s 1180 176,41 2173
May .. . 117.49 1715 2132

Aggregote Markel Values of Securities,

17, It is aleo posaible on the basia of price changes to estimace the
agpregate marker values of these securities in various years. [n July
1946, prices of several securilivs stuod al 8 times their par value,  Ewven
il we take all the listed securitles, prices stood at more than § times
thelr par walue, In terms of precwar prices the incresse in limied
securities was aboul S-4 times. Pricea hewve declined considecakbly
eineo.

16 It might be thought thal calculations ke the shove hawve
little real meaning. a5 ondy a amall proportion of the tolal shares of
cach mzue are actually treded in the market, but it must be remembered
that the gerips which wre Dougnd and sold sel the vahis of all the shaves
in the secueity concernsd.  IT ey be that if & large number of shares
is offered for sale, the price will go down,  But this nodwithstanding,
when the price of & seeuriky is rising, all those who hold that scrip has
an addition to thelr credit, and whether they gell their hoiding or not,
ther are able to comvert thal credil iole eash through banks and aee
it for the perchase of poods,

19,  For the purpose of teble 11, only shaves of companies lisbed
on the Tndian atock exchenges (Le. D64 companies with a capital of
26040 ecrores) have been taken into accounl.  For meking eatimates,
the prices of 54 sceuritles, selected on a random sampling baais, have
bieen wsed, 1 st be noted that the inceregse of market velues Is
taken with reference to their par vealue. The market values of the
seourities were L0 per cent above par in 15349, and hence the difference
Dietween the fgures In table 10, column % and in this table.



TAHLE 11

Classified List of Joint Stock Companies quoled on Steck Exchanges with their Aggregele Capital In Auguast, 1065,
September, 1943, July, 1946 and March, 1947,

) _ Total Total Toital Tatal
Ko of Cos.  Paidoup Per value Per valua Per valae Par valibe
Class of for which caplta] Rs. 100 io Aug,  Ra 100 in Sept., R 100 o July, Rz 100 in March,
Companies, informa- (inlokhs  In Aug, 1 in Bepl, 1545 in.July, 1084, in March, 1847
thon in of R&.) Jadh. (i lakhs 10483, {in lakhg 18 [in lakhs 1847, (in lakhs
aveilable of Fa) af =} of Bz) of Ba.j
Hanks 4n =2El 164 L= L g #4313 Ko | 108,54 L 01,63
Iremrance A% S 342 §7,24 By = s T AT L 27T
Caotton Mills 123 1208 168 H,75 vk =6 a7 bl [ 187,84
Jute Mills 5 1874 108 it ] 120k T5.71 L 18367 L3 &g, 51
Engioeering a3 033 185 AZEL 250 BT5 T 1401,48 31 L
Sugar a7 BT 2] 14,42 52 3,75 iz 40,52 A He i §
EsaciTie T 2478 180 30455 11 G i 286 T, Tl 15 X
Rallwaye 21 i ret] o 6,25 L 743 113 THY 111 T4
Cila &7 H47 ] 14,06 aug 129 o] 17,4 i3 A1,53
Flantatinme 214 13464 138 17 48 m2 710 1 51,97 ah] 4T RH
Miscellamenus 241 4,54 128 107,79 531 258,100 M5 #66,25 354 304,27
Tiaisl i 2050 4 84 i [HIRTEIN] PRI z 71,83
155% Par 3537, Par S Par 3T Par

)

{
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It i clear from the sbove table {117 that of all the groups, the
incresee in value was largest in the case of lextiles, both cotton and
jute, being as much as eight times the par valve.  Next came insurance
eormpeanies, enginesring and coal mines, Public unilicy ooncernps like
redlways and eleetric companiecs have had much Ieaa ncrease.  The [all
of prices sines Septarnnee 1946 affected noturally concerns whose values
cot hloated up in the boam perfod. The telal velues which had
rizen to ghaove 5 oLimes the par velue [Ril subsequently Lo below £ times
par, and mey be standing al about 2 times o now 3y 19470,

THE STAEE OF THE NATION.
Who owns the Securities ¥

1. Im the cagze of the T, 8. A, it 1z eslimated that one in every
ten peranns, oF one oul of three famiile: owne atocks. Bstimates have
also been made of the geographical distelbution of stock holdings and
changes in the same feom Ume o time. Tnoregard e India no auch
cetimaaie has been made nor gre the date for such estimotos readily
pveilable. It iz certain thut the proporiinng of individuals holding setack
r Bonads i mueh lega in this conntey then i the U 3, A, But among
seotions of people Beengtommed 1o sush ineeatment, the per capila holding
cannot he small,  Owning securitie: s mideh moere commeon it Provioess
like Bombey and Hengal than jn Macdeas, the O, 1%, Bihare, Crisss, Asawm
and pechaps U, P.otoo, Even In the st two Proviness only certain
cleeses hahituzlly pur their money in 2ecuriiies while others hariby
ever.  In the Provinee of Bombay, the proportion of people owning
secubities must be much lavger o Guieal than in the Mehsreastea anid
Karnataka pavtz of the aoumry,

®3 Ttis gpenerally believed thal in Indis securilios are owned by
Lofew wealthy persons, Noodeubt the proportion of people holding
zecurities ks much emaller in India than zay in the U Boor the U &, AL
Biit in the last twe or thvee decgdcs the hahit of investing in stock
Az epreadd wldeiy among l_ll,'l_l]_l-'l_" of the professiong] and salared classea,
Aecording to eertain caleniations mede by the Dombay Shareholders'
Assnigiton, it is found that a3 much as 00 per cent. of the wial number
af shares In omany companies is held by peraens who hald op e G0
dheras. The fallowing able has been supplis? wome by the hl'lrrlml.'r'
Sharcholders” Asscciption —

TAHLE 12

Stulement indicating the state of small and middleeluss holdings
of Ordinary Shares o reprecentalive companies like Banking, Insor-
mnee, Shipping, Cotton Textile, Sugar, Iron and Stecl, Cement,
Eleciricity, eir,

I 2 # N F 3
Ranmler of Huiige: ol

B nenbse al wmndl B Wubeg af Appreaximats

i i Caeitinasy Lhir Freahibinge shdric l.w?mmg“
:Ell.n plf.ﬁq:t\ﬁflrm !:1'I1||!:-|;". “:;::; n.-'mrr:'l-'- vvered by al 1:;11.
in Ll Lo "E'I‘I::“‘ Frivaing ufoaesl b-\."" the rangmw, HE -2
. - haddmg. Liss runge.
1 2T 75,186 1t 3 2808 0005 HE
2 3,480 1,054,000 1 Lo = S U 1B S0 Ha
b 4.7ED AL L0 1t 0 E0T . v
1 T, 2 5000000 e S 7HAG LAGE S0 85
L] 20,4100 10700 11 200 LR 514,600 0
[ 10k ATEOO 1t 100 105 A5 ) orh
T 24, Th0 SANHDCRRE 1t i) A AT 1,128, 0 |
) 5,105 180 0 Dol Sl 3,210 B gl

g
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Nade i The ahove fipures gre approximpte. Eech of the wighe ilems refers 1o
one compEny only acearding as it i engared in each one of the eight
RiEinesEEs referred 1a abowve. AL lhe elehi companles are Bombay
COTPEnERS,

210 Il B2 no doubt slear that the cwnership of securilies inomany
comparies is apeeml over g large number of shareholders.  But it 18 not
poasible o say i they ave ali “amall * Invvestors: secing [hat many
af them might bave invested similar sums I other sompanies alio
Ewven o it must be admitted that the stake is widespread, although
within o limited class.

22 Far ﬂ‘:f;i:'nmg the stake of the nation, we have also o take
into accouet the advances made by hanks agalnat shares and the Jarge
sims invested in them by insuvanee companies, charitable zocieties,
hﬂ'ﬂl}jt..'l]h-\, "'-:-":unls-. .-|1'|-:_J 1,:|1'|11.-|_.|_E1t1e-= m—&ecmhl-t-bea {.“I, Lhe .._|_|_‘|,..._|_'|.|:;-g:kI on

sehaduled hanlk rlnmfﬁil acenriing e thie mrqm allowed are gl.‘-..e"]
in the following tahle, supplaed by Lthe Heserve T';nr.h.- of Tndia -

TABLE 13.
Consolidated Statement of advances against shaves mude by Sehedolod
Danks.
thr=tanding as un Onrtstanding &3 on
Mpraie, 10111545, 24 5-LOE,
Lesz than &% . . 1001 K, 754 1,15, 0, S
Betwesn 3 & 109 ' 31,4776 47 S Gl
:- Tid & 157 . 41,54,681 EHRE AN
a 15 & 207 . £3.1R, 558 B0, 10,085
" 20 & 208 1,080,085 1,72.52 423
" 25 & 303 45 2 0L, 5140 31870436
AN fe Baen : 7,41 ik 264 T80, T4D
- A L ; EEAT 152 4.6, TLOTE
o 0 457 2t AL RR, 1 14.01,38 288
& 45 & b0 .. 14004471 1.72,85,007
Ahove [09 . ; 3T DA D20 AR LR
S TR DY TN T13.:‘]7'1.|"if'::.2|_'?

&3 Of the assels of all Indian Insurance Companies amur.ntln;j:
tor Ra, 1,38 crores i December 1040, the Inllowing bod been investe
in securities ;-

-
TARLE 14,
Trim. (R i cwares).

Indian Government Secucities . .. .. A7.20
Securitics of Iondian Blales : BRI
Hedtish, Colonial and Foreign Government Securities .. al
Mumc:n:-e]:lw Port Trust gnd Improvement Troat

Securicies .. .. iR
Fhavea of Indian Cnmpam-:b . i 04 1504

Total .. . 11"3.3&5
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APPFENDIX A.

Growth of Joint Steck Companies o India
Number and Paid-up Capilal,

(Fuid-up Capital in Ba Lakhs).

BRITISH INDIA  INDIAN BTATES TOTAL : INDIA
Fear. Mo, of Fasd-up Mo, of  Paid-up o, -of Traid un
o, Capdczl, iz Capital, Coe. Capilal
181415 .. 248} 824 A% 55 2,0diz 0,78
w1 .0 241 H4 0T fifk 48 2475 REE
1818-17 .. 2448 B2 HI 417 2h15 N L
181718 LA 1581 ! 5 2468 2 T
ma-1s .. 2713 LORMA Th 53 2THE 1,06,
ws-an .. 250 11844 LI 4,75 IARE 1,541
121 . £2B3 I.5831 425 8,15 4. 78 1B 0
1p21-22 . 4,781 220 R4 408 T EREL 230,50
109323 . 4785 2 4955 405 9,53 5,100 3 0T
MEE-IE . 4,820 £.54,53 R 14,74 G b 260,45
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APPENDIX B,
List of Government and othey Public Secarities.

L

Cenileal Goyl, Secarilies,
Liovk of Indin Rupee Taoang

{11 Nom-rerminable Ioans

fiid Termirsable loans
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Govl of Doonbay loans

Tulal (Provincial)
Tatal (Jentral and Provineial)

iher Public Seeoridies,
Madras Porl Trust leansg
Wew Flrwieah Orides Inans
Corparation of Caloatda

Rupsa loans

Brering [oainsg
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Croaporation of Muadms
Madvae Pert Trust
Humbay Part Trus:
Karachi Port Trost
Coaleutta Port Trust )
Brmbiay Imgrovensent Trust
Calentta ['mprovemens Trost
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CHAPTER IV

Operativn of the Securily Mavket,
General,

1. We will now procesd to survey the mechanlcs of the security
market—the methicds by which asoirltice are bought and sold in and
mutside the arganised exchanges. Only then will it be possible for us
to find one whether olr security marker haz any defects, and i 5o
what they are, and how they avies,

2. 1% muar he made clear s0 the onfzet that the organised seenvity
markel = concerned only with dealings in sequrities alier their izsne
atid original =ale, It mogy be that many members of ihe organised
stock exchange (though not by virtee of sueh memberzhip) pecform
certain fupction: which ave wsually discharged by f2suing houses aned
investment bankers in olber countries. TL 1 also troe that, b adopd-
ing striet listing regulations, and by nsistence on certaln cssentisl
reqirirements and conditions for the soe and orighngl sale of securilies
s prevequisites for admission to dealings on their respactive markets,
the issne of seruritios by companies = indireetly infleenced by the recop-
nized exchanges of Bombay and Ahmedabad.  Nevertheless, it shoold
be noted that no atock exchange has any jurisdiction, de jure o
atherwise, either over the fssue of secucities or the way in which they
are initially sold.  They enme into the picture only when the secavities
wome inle the market for aciseguent trading.

Cash Market and Forsard Markedg,

A0 I would help us greatly to understiand the operation of the
securily market i Dndia, 30 we begin by drawing g distinetion between
the eash market and (he forward markel. Dealings may be cither
Clor moneyr U ready delivery "y oor G For the aceount.”  Tn the former
vise, delivery of serips and payment of price sre to be made imme-
ciately or withLa short period. Tn ihe latter case delivery and iy
ment are Lo be made after g sutheiently long period, ie, on the next
settlement or account day.  Por the sake of convenience we may cell
the two tvpes of teansaetinns “eash ® aod * forward,”  This distincilon
b an impeciant bearing on the opererion of the secncily market.

4. New York and Amsterdam sre the principa] markelz abroad
whers the farmer syatem prevails, In New Yok delivery iz in the
"rezular way ' when ssenvitics are delivered on the second full business
day followring the sale. Bui it ia 8lso poesible wo fosiat on delivery on
the day of the purchaze or sale, if o apecifed an the time of the offer,
Thia latier is called *eash delivery” In New York, while the 2ame
tranzactinn om the Tondon Stock Kxchenge is known as ' for money.'
It i glen possitle 0 Mew York, In the caze of honds other thas Govern-
ment bonda aed convertible bonds, to have “delayed delivery,” in
which eise the delivery i= due on the seventh day fnllowing the date nf
gale.  (By contract, “sellers” options ¥ sre alse poasihle lengthening
the period much more, bur (his need nal concern s here.)

5. Omn the London Stock Bxchangs, & avatem of foreard deal-
inge ohtain, with “ferm eettlements”  Seltlementa are  forinighliy,
ie, at the middle and eod of each month, and the days are fixed
previoualy,  But, settlements are alan monthly, in Lhe case of certain
clasges nf serips, (og, India Seeorities and other seenrities from distant
partz). When dealings are for cash, thie s indicated hy the words



'

[ 41

“for maney ' if nothing is said the transsclion is considered o be for
1 peconnt, and selilement wanill be mede an the next settloment day.
The great buik of transactions in Tondoen, howeser, are Fonmwprd and
are settler forinlghtly,

6. In Pariz and Herlin term settlementa as above are allowed to
a lesser degree, 10, 0 1he case of a limited number of stocks.  Trading
on the Paris Exchange it must be remembered, 12 dominated by
Ciovernmnent loans, while corporate secnvitie: oceupy 1bal place in
Lomdlon.

-

7. D the comparative mecits of these two (vpes of markets there

Jas been copsiderable diferenee of cpinden,  One arpoment favanring

Iemg-period aectlement in London {5 that as secoritios from all over the
"-‘I-'D'I'El'l are ll'ﬁj.lll;.‘d t-]'.lE]"-:'!_ '|'F!i1l|'|-' I,II:“'.'E]"F ecomntracls are not 1:|:|‘.'11‘.11|‘::ahlu.~
there,  The delay and difficulty experienced in cranslerring rogistered
sectirities in Brilain i also wrged in support of this ayvatem, On the other
hand, bearer securitics being Gargely in w=e on the enntioent and the
aa, ready delivery is mome feseible in (hose countries. There is
ro doubt that term seltlement facilitotfan increase in the volume of
trading ; but thew alse give undne facilities for gpeculation,  The long
peried allowed and the failitica for differencing and carry-over ave the
factors which [ure peaple fo over-specnlation. Ne doubt this bas mals
Liondon broker: cantious in the seleelion of their olients ; they lock care-
fully to the character and credit-sianding of thelr eolicnts. Bui the
temnptalion is too stoong. “IF a hroker buyvs and the warket goes
againat him, he moy be bankrupl, bul sinee no money selilement @ male
for two weeks such Upnkrupiey ia ool fomeed.  In order to recoup his
Inss the broker or jobber may violently over-teade. . These veniures:
oflen fail and the multiplisd Iosses break not only the speculating
bBruker but ather Brokers and jobbers also”  (Dice & Bilemant.  Thus
1 s pEtimated thal members of the London Stock Exchange failed
more freqguently than thoge in New York,  According o Van Antarsrg,
Failures in Lomdon are tea times 22 numerous as n New York, Trer-
haps it iz aipnifcont et the practical Duleh, who have had the longest
experience of =ecurdty tnole, have not eatabdsbed term-trading god alier
giving the maiter considerable study definitely declded fo retain their
tirne-hgmored syetemt of cash selllement.

The Position in the Indian Sieck Marked,

A To India, while the Calewira Stock Exchange, which has the
Jargest number of serips on ita list, has sluck—at any rate technically—
to cash dealings, the Bombay and Abmedabod Slock Bxchanges have
eslablished term setilernents for a limited number of serips raded on
the exchange. It may be seen from whao  follows  thal  ihe
two avatems work somewhat diferently in India. The other atock
exchanges in India have followed either one or Lhe other system.
Borme others (e.g the unregislered exchanges in Ahmedabad) do naol
cthzerve Thiz distinetion and z2llow forward Lrale in any security.  The
stock exchanges in India may be proupsd as follows —

(i} Exchanges permitting ouly cash dealings

Calentia Siock Exchange,
Magpur Steek Bxchange,
Delhi Stock Exchange and
Fahore Stock BRenanges (fve in numberk )
i1l Exchanges permitting hoth cash and forward dealings :
Dombay Stock Exehange
Ahmedabad Stock Exchange,
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Indian Stock Exchange {Bombay),
Madras Btock Exchange,

1. P. Stock Bxchange (Cawnporel and
Bengal Share & Btock Bxchange, Caleutia,

2, The stock exchanges permilling forward Crading in addition
to carh Lransactions have two lsts of secueities : one for cash dealings
only and annther for both cash and forwerd dealings. For the latter
ligt, only & Twied number of scrips, possessing certain preseribed
gqualifications, were selected,  The fo oeingE tahle wriil }_I-I'i'rl;_-'. 15 ol f—

Kxchange Mumber lated,  Forward Last,
Fombay Stock Exchange. . i 4
Tndian Siock Exchange []_tﬁmh:.ﬂ .- 1646 16
Madras Stork Exchange . a2y 114
L. P. Slock Exchange (Cawnpore) 42 h

10, When the 130 1L Hule 940 was under operation, forwarnd con-
iracts were banned on the sxchanges, and such contracts Jdid not take
place, at any rate, within the trade ring

I More or lass similar distinctions are found alao in the un-
arganised markels oulside the stoek cxchanpes @ they generally folloer
the practice of the officia! marleet nearby. Thuos the ©greey ' markels
in Bombay and Ahmedabad permit both eash and foreared dealings.
The prornidgalion of the Defenee Rule above mentioned drove out the
quI"i'.--!.ld tracde from the organised exchanges, ol they Aourishedl in the

‘groy ’ markets. The Katni marvkst in Calentta, which too grew into
Iarpe dimensions during World War I, iz exclusively a caskh market,
ke the Calewtta Sioek Bxchangse close by, The business of the Eseni
market = confined to the four active serlps in the clesring st of that
exchange,  The share bazsars in other ritles, however do not ohaerve
this distinction : thev carty on czshoand ferwaed feade s it saits themn.
The same I8 true of the private fivms engaged n security trade,

The Dperation of Cash Dealings.

12 Ag has already hesn chown, all stoel exchonoes In Tndla as
mleo the outside markeia provide for cash dealings. The rules of the
organised exchanges reguire that the seftlement of cash transactions
chould be done by delivery of scripe and payTent of price within a
gpecified short, period, T delivery or pavment fails, the heyving-in rale
or eelling-out rule, &2 the case may be, iz o be applisd as will be
ecxplained liter.  The period for dl:"iwr;' and payment Yerics from
exchange 1o exchange and cven on the same cxehange the practice
differs aceording to the rlasz of Fecurities,

Bombay.—11.  On the recognized steck exchanges of Bombay emd
Abhmedabad, cash {mansction: are governed 'i:r.' the Bombay Securitic:
Conteaets Control Act of 1925 Tinder b, ' ready delivery contract’
iz ane * for the purchase or d8le of aecuritizs, for the perfnrma.n-;.t' of
which no time i= specified, and which i 1o be performed Immedintely
or within a reasonable time™ The gueslinn what is a reasomaeble {ine
is further explained in the Aot as a question of fart in earh particalar
cpme, Thoes o wide Tonitode is given Lo I'.l'u. authorities of the exchange, in
the treatment of individual cases and in the spplication of the baving-in
and selling-out rules.  TTnder the rules of the Rombny Steck Exchange,
in the case of cguitics delivery is to be made not earlier than the sixth
day and not later than the eighth (rule 1771 In the ease of Govern-
menl. securities, delivery and payment have to ke done belore 3 pon.
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on the second business day from the date of contrast {rule 3210 The
rule also permits, if the partics specially stipolzte in the contract, thiad
delivery and payment zhall nod be invalid aven il made on the Tth day
from the date of eontract. Thus zeven dava may be permitted under
pertain eonditions, The position on the Ahmedabad Stock Exchange
ir gimilar to Lhat of (he Bombay Stock BExchange,  On the Todian Siock
Fxchange, Bombay, a pericd of 15 days is permitted in the onze af
equities, for delivering the transfer forme, and 22 days for the dolivery
and payment of acvipa.  Tor Government secocibies, the delivery gnd
rayment shonld D made an the 2nd business deay from the date of
contract ; but i is stipnlated in the contract that it can be extended up
Lo tem daye.

Cileutdn,—14. Omn the Caloutts Stock Fzxchanpe, delivery and
paymment have to be made on or affer 1he 2nd day feom the date of con-
tract in the cpse of eqnities.  Tn thedr written reply o my questionnaine,
they state - ' Usually deliveries fall due on the Srd day of the trenaac-
tinns.  Ihelivory on or afler the dus date can be enforced by Lhe
Clommittes.”  But the due date is not specifically defined and the period
. for which it can be further extendad i= not stated,  WNewvertheless in
praciice. even in the case of the 4 securities for which clearing wes
provided for—a small fraction of the TR0 aecurities Msted on Lhe
exchange—transactions are being settled onir on the Tth dayr.  For the
rest, it i learnt thet many cazes of rregular deliveries are being per-
mitted witheol penalty,  According to reports, deliveries of sorips Lo
non-member clients, especially in a rising matkel, are very ircegular,
coringe to the abeence of anyv definite rele. Loy, deliverios heve
been delayved for months in meny cazes. We will see later how this
Teads to harmiful conaequenees.,

In the cape of Gaversment securities, there are Leo tvpes of sash
dlealings nn the Caleutla Soek Rxchange, one for delivery and PEITENE
on the 2nd or 3rd day and the other on “ Beceipl of Serips.” In the
latter case, the transaction is to ke [ulfilled only within 14 davs,

Madras.—13. Or Lhe Madras Stock Exchange there are four types
of cash deslings in equities ; (3] immediate. (b1 ready, (e) cesh and (d)
P.AI, In the case of *immediate ™ the delivery or payment i Lo be
maide an the 2nd working dayv feom the date of contrace, while in
fresdy Uit s ko be done on Lhe 3rd dav, Inothe case of ' eash,” sattle-
ment is wo be effected within seven deva end in the ase of PLAL, within
14 davs. For Government sceuritics, cash deslings can be aettled,
elther T cash method or by The methed of soecifving the delivery date
in the rantract.  Far the loteer method, unlike the other sxchanges no
time limnit i=s laid down.

1. Ar regarta the other exchanges, hey are found in folloar one
or other of the exchenges slready described.  In the Kaini at Caleutta,
where the turnover used o be the largesl for the securities traded i,
the practice is to cloge 1he dealings on the zame day.  Bul deliveries
of serips are nolL made ; dealings are settled Ty the pawment of diTer-
ences in prices.

{ The Dperation of Forward Dealings.’

17. The avatemn of term setilements has come to ocoupy a promi-
nent. place on the Bembey Stock Exchange ané—an-the—recogmizvd
exuhonee al Abmedabed, Monthly seltlements ware the rle in the
eaze of equities, snd fornightly seltlements In the caze of Government
pecurities. The same was true aleo of the curb markets. The
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Morizon Committee had recommended furinightly settlements, but the
authorities of the two recognised stock exchanges trned o deaf car to
thiz recommendation.  When forvwand dealings were prohibited in war-
tme as pointed oul abrve, it ocly drove Torward dealings fram the
trade ving of the organized exchanges to outside markets, With the
dapse of thizn Defence Rule, excbanges have revived their future
dealing:.  The Bombay Stock Bxehange has given up its mionthiy
settlements n eguity  transactions, and have adopted  formmighely
soltlements

18. Drlefty the operation of forward transactions is as follows —
When the dealings arve 'for the zceonnt® the coniracts are Lo e
folfilled only on the seuling day for which lhey are mede The
eetilement mey he done either by dellvery aod pavimoent or by
“dilereneing &t the “makeup ™ price.  I5 any one parly i unable lo
setile by either of these two methods the contract can be © budied * by
mutnal spresmettl. Lo Lhe subseguent settlement,  Bettioment days for
a werr are presoribed, snd fixed sufficiently apart to provide a long
peried,  This leng perind s g vital Zacility for a folure market.  In
the leng period, the price moy Huctuste and & dealer can take advant
age to match g conlraet for purchase or sale, by o covresponding con-
froek for a resale or repurehase, cither to make a profit ar 1o et his
Inzs,  Therefore, these transactinne are ealled © (ime bargaine.”  Among
the members Uhe closing of the deal can he done andy al the settlement
on the exchacpge.  HBul in transections between a member ool his
client closing can he done before the settlement on the exchanme, with
a view to reducing the debit balance. It iz these throee  facilities,
pamely, the long peried, zcttlement by dilferencing, and budls, which
lure people to indulge In excessive and unhealthy speculation.

1 We will now survey various aspeels of, or stages in the
conduet of trade, nomely, (i contracts © 40 seltlement and clearing ;
(i1 buring-in and salling-out ) (v carrv-over ar budli; {v) tranafer
of ghaves ; (v maegin trading and (vikl short selling, /r

11} Conbroets,

1 Contiact plavs a prominent part o sseurity  ransaciions,
eepecially In the speculative trede.  As the losing parties are lkely
lo dodge the Milfilment of lransaclions, it is necossery tn render the
ugrecment for trensactiop or bidding valil apd boma fide, conferring
cigdms or righls on both pariies.  Besides, any control of specifation
has to stard with a control of contracts.

21, iU oorganlsed exchanges, the first step in a transaetion, whe-
ther purchase or aale, is the contract belween the perties concsrnesd.
Mo trenzaction cen be recognised by an escharge without a contract
in the prescribed form. This g essential whether the transaction is
between member and member within the exchange or between mem-
ber and non-mnember autside {he exchapge.  The contract note shoald
shovw Lhe nature and terme of the transactions znd should be duly
stamped in aceordance with the Taw of Contract. A conbrack poto
clven by & members-broker 0 s non-member ellent = always found
to have a eendition thal i iz subject to the mles of the exchange of
which the former ia a member.  This practice ia found presvalent even
where the rulea are not written and published,

22, Tn sorme ess<es like the Madraz Stock Kxchange, the rules
nf which are written, an additional condition  that the contract is
subject (o Lhe usages of Lhe cxchanpe is seen with g view to making
tine posilion of the membsr safer than that of the client. There are
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4 formaz of contracl, either proseribed by mles or adopted by usages
(L) contracls for scitlement ssued by membsera acting for constituents
as brokers; (i) contracts for settlement issuwed by members actling
with constituents g2 principals 5 i ready delivery contracts, mem-
bers acting &8 brokers ; and (iv] ready delivery contracts, membors
awling as principals.  In the latter three cases, whether hetwesn mm-
Bers or bebweon members and non-members, brokeresge, an importaol
factor adding e the price, is never soparaicly mentioned. Thua e
Emeadedge of the brokersge added 1o Lhe poice, i= denied to the publie,
as well as the authorities of the exchanges, Yol such contracts are
found officially preseribed even by exchanges whose rules sre spproved
by a Provincial Government,  In practice, contracts hobween members,
on exchanges, whether by usages or by rules (as in Madrag), are
always done as peineipels. Besides, conlrecets in genuine form are
nover pezsed belwsen members, Memos© or Cnoies " oare subslituted
for fornal contracts and the practice 3 recognised by every exchange.
Snch methods are adopted only o clreumvert the rules regarding
contract stamps,  Concerned sbout the loss of revenue, the Bombay
Government izaced o nolification directing that even the memos shoulid
hoe stamped od walorem in accordance with the Contraels Act. Bk,
the aclion dess not appear to have been suecessful,  As matiers stand,
gemuine contreets duly stamped, aee being pasged anly betwesn mem-
prd and thetr olents outside the stock exchange,  Neveriheleas, on
Lao recognized stock exchanges of Bombay Provines, o Gransactions
passing through their Clearing Housss, che prosidents vged 1o belp
the Governmenl in geiling the swsmp duties. 18 s douhofol @ this
service was rendered fully after the poomulgalion of T T Huale Y40,
Thies almost all the transactions betwesn members on stoek exchanmes
and the entire volumes of trgnsaction on the curbs, are belng done
withour proper comlracts duly. stamped.

[il) Settlement and Clesrance,

@3 Controets, whether for caah or lor the sceount, are fulfilled
through setiemant.  The mode of setilement has an important bearing
cn the eegulation of slock dealings,  Settlement within time limils
is essential to presvent acowmulation of liabilities of dealers. I0 Jiabi-
lities are allowed o secamulace dealers may tind ic difficull v discharge
them later and thus may lead the markel o a erizis. Settlement is
to b made in seme exchanges according to writlen rules, and in othera
according to rubes and usages. In curb exchanges and unorganised
share bassars, there are only a few unwritlen rules for this purpose.
We have seen Lhal the contracts beteeen members and non-mem bee
clients are subject. io the riles or wsages of the exchange w which the
former are atteched. Hence the zettlement betwesn them too aught
1o b done aceceding o the practice on the exchanges,

24, The way of selllement and the facilitics afforded for Lhe
Furposs: are the mest inportant factors which regnlate Lhe speculative
activitier of the members as well as lhe public.  For example, if mem-
bwers are to take or make delivervy In a shorl peried of all their pur-
Cchases or sales, large funds will be required and this may deter them
from doing too many transactions, herens, if they are allowed 1o
settle the bavgalng by some device, without teking ot making elfvery
g full payment, it will encourage them to do excessive speeulatinon.
sSimilarly, if coropromise between defaulicr: and creditnes is permitted
it {& hound to encourage much undesirable speculatlion.

26. The arrangemoeonts and The procedure for settiement aee found
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